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TUESDAY, JANUARY 14, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to notice, the Honorable 
Brent Spence, chairman, presiding. 

Present: Messrs. Spence, Brown, Patman, Multer, Barrett, Reuss, 
Mrs. Griffiths, Messrs. Vanik, Rutherford, Coad, Anderson, Breeding, 
Talle, Kilburn, Widnall, Betts, Mumma, Hiestand, Seely-Brown, 
Henderson, and Chamberlain. 

The Caiman. a committee will be in order. 

Since this is the first meeting of the new year, I wish the committee 
health and happiness, peace and prosperity for the coming year. 

We have with us this morning the chairman of the Home Loan 
Bank Board, Mr. Robertson, accompanied by Board members Mr. 
Hallahan, who has been our committee clerk for a long time, and 
who has the respect of the committee, and Mr, Ira Dixon, whom we 
all know. 

We are very glad to have you with us and you may proceed as you 
please, 

I am afraid we will not have very long to continue this meeting 
this morning, because there is a caucus meeting of the Democratic 
Members of the House at 11 o’clock. You may read your statement 
without being interrupted, if you wish, and subject yourself to inter- 
rogation later. 

Mr. Parwan. May I submit a parliamentary inquiry? What is 
the chairman’s intention as to hearings for this week? How many 
days will the hearings run and at what times ? 

The Ciamman. I think we have it set for Tuesday, Wednesday, 
and Thursday. 

Mr. Parman. Will that be the pattern generally for the rest of 
the session / 

The Cramman. No; I don’t think we are going to set a pattern 
generally, That is just for this week. 

Mr. Parman. It would be very helpful if we had a definite pattern 
like that that we could depend on. 

The CHarMan. We have adopted that to see how it works. 

Mr. Parman. Tuesday, Wednesday, and Thursday of each week ? 

The Cuairman. Tuesday, Wednesday, and Thursday of the next 2 
weeks, and Friday of the following week. That is a precedent, but we 
may deviate from it. 

Mr. Parman. I hope we do look into that. 

Mr. Munrer. May we dispense with the Friday session ? 
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Mr. Parman. I hope we can look into that, because I have an ap- 
pointment for Friday. 

The Cuarrman. Well, we will try. 

Mr. Parman. I want to be away on Monday and Tuesday, March 3 
and 4. 

Mr. Motrer. Mr. Chairman, if it would meet the convenience of 
the committee and the witnesses here today, perhaps we can meet this 
afternoon for an hour or two. I am sure there will be only a very 
brief session of the House, because there has been a death of another 
member, unfortunately, today, Mr. Andresen. 

The CHarrman. We will see if it is possible to hold a meeting this 
afternoon. Wemay havetodothat. Of course, the members may have 
other engagements, but we will see what we can do. 

Mr. Parman. That is very fine, Mr. Chairman. I hope we can keep 
the pattern of Tuesdays, Wednesdays, and Thursdays. 

The Cuarrman. We will see how it works. 

Gentlemen, you may proceed. 


STATEMENT OF ALBERT J. ROBERTSON, CHAIRMAN, FEDERAL 
HOME LOAN BANK BOARD; ACCOMPANIED BY IRA DIXON AND 
WILLIAM J. HALLAHAN 


Mr. Rosertson. Mr. Chairman and members of the committee, on 
behalf of my colleagues on the Federal Home Loan Bank Board, Ira 
Dixon and William J. Hallahan, and myself, I wish to express our 
appreciation for this opportunity to appear before the committee on 
the pending bills, H. R. 7026 and 8. 1451. 

We see no need to discuss in detail those provisions of the bills with 
which the Board is in agreement. We feel that we can best serve the 
committee by focusing our discussion in the main on provisions of the 
bills as to which there may be some measure of disagreement and on 
certain provisions which we feel should be added to the bills. 


TITLE IV. FEDERAL HOME LOAN BANK ACT 


The first major subdivision of the bills which directly affects the 
savings and loan industry is title [V, which would amend and reenact 
the Federal Home Loan Bank Act. 

Our first comment is to subsection (d) of section 4, at page 184, 
which differs in the two bills. 

The provisions of both bills relate to a Federal Home Loan Bank 
member which does not have insurance by the Federal Savings and 
Loan Insurance Corporation. 

S. 1451 would prohibit such a member from advertising or represent- 
ing, off its premises, that it is a member, except as the Federal Home 
Loan Bank Board might authorize by regulation, and would impose 
criminal penalties for its violation. 

H. R. 7026 would simply prohibit such a member institution from 
advertising or representing that its accounts are so insured and would 
make such advertising or representation an express ground for re- 
moval from membership. 

We see no good reason to restrict a member institution from making 
known the fact that it is a member institution, and we therefore recom- 
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mend that the provision of the House bill be adopted, rather than the 
provision of the Senate bill. 

However, we do feel that there should be added to section 4 a new 
provision giving the Board authority to regulate the sales plans and 
practices, and the adver tising, of uninsured member institutions to the 
same extent that the sales plans arid practices, and the advertising, of 
insured institutions are regulated. 

As an example of the need for this authority, the Board would point 
out that the practice of providing “give: wways” for the opening or 
increasing of accounts has in some quarters developed to extreme 
lengths in recent years. 

Under its author ity to regulate the sales plans and practices of in- 
sured institutions, the Board, after thorough study, recently sad 
hibited any insured institution from providing any such giveaway at 
a cost of more than $2.50. Some uninsured member institutions, ia 
ever, have continued the practices previously followed, and it appears 
to be at least doubtful that the Board has legal authority to regulate 
on the matter with respect to them. 

The Board therefore recommends that there be added to section 4, 
at page 184, a new subsection (e) as follows: 

(e) No member shall carry on any sales plan or practice, or any advertising, 
in violation of regulations of the Board: Provided, That this subsection shall not 
authorize the Board to impose any greater limitations or restrictions on members 
than the Board or the Federal Savings and Loan Insurance Corporation may 
from time to time impose on insured institutions under title IV of the Na- 
tional Housing Act as now or hereafter in force (including agreements therein 
provided for) or otherwise. 

Also, the Board feels that protection should be afforded against 
misuse of the indicia prescribed by the Board for use or display by 
member institutions. For this purpose it recommends that there be 
added to section 4, at page 184, the following new subsection, similar 
to the provision already included in the bills at page 217 with respect 
‘o the Federal Savings and Loan Insurance Corporation : 

(f) No individual, association, partnership, or corporation shall use or dis- 
play (1) any sign, device, or insigne prescribed or approved by the Board for 
use or display by members, (2) any copy, reproduction, or colorable imitation 
of any such sign, device, or insigne, or (8) any sign, device or insigne reason- 
ably calculated to convey the impression that it is a sign, device or insigne used 
by members, contrary to regulations of the Board prohibiting, or limiting or 
restricting, such use or display by such individual, association, partnership, or 
corporation. Every individual, partnership, association, or corporation violating 
this subsection shall be punished by a fine of not exceeding $5,000, or by im- 
risonment not exceeding one year, or both. 

The Board further believes it would be desirable to have a statutory 
requirement that directors of Federal home-loan banks take an oath 
of office, similar to that required of directors of national banks. The 
Board therefore recommends that the following new subsection be 
added to section 7, at page 189 of the bills: 

(k) Each person who becomes a director of a Federal Home Loan Bank or 
whose term as such is renewed shall take an oath that he will, so far as the duty 
devolves upon him, diligently and honestly administer the affairs of such bank, 
and will not knowingly violate or willingly permit to be violated any of the pro- 
visions of this Act or of the rules and regulations made thereunder. Any person 
who is such a director on the date of enactment of this sentence shall take such 
oath within ninety days after said date. Such oath shall be taken before a 
notary public authorized to administer oaths by the law of the State or other 
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jurisdiction in which the oath is taken or by some other official so authorized 
by such law, except that the oath shall not be taken before a notary public 
or other official who is a director or officer of such bank. The oath, subscribed 
by the person taking it and certified by the notary public or other official before 
whom it is taken, shall be promptly transmitted to the Federal Home Loan Bank 
Board and preserved by it for a period of ten years. 

In addition, the Board feels that its authority to require reports 
and information from member institutions should be clarified. For 
this purpose, the Board recommends that at page 190, line 12, after the 
period, the following new sentence be added : 

The Board shall have power to require information and reports from members 
and to require members to consent to access by the Board to any information 
or report with respect to any examination made by any public regulatory 
authority. 

Next, we recommend that there be included in subsection (e) of 
section 6, which appears at page 186 of the bills, anew provision which 
would add to the grounds for removal from Federal home-loan bank 
membership a new ground: namely, the refusal of the member to 
permit examination of its books, records, papers, or affairs under any 
provision of the act or where ordered by the Board on a deter mination 
by the Board that such examination is needed to assist the Board in 
determining whether cause for removal from membership exists. Our 
proposed amendment on this point is attached hereto as amendment 
No. 1 

The amendment proposed would authorize the Board in such case 
to make the examination and assess the cost thereof against the mem- 
ber, and would authorize the Board to remove the membership if it 
refused to permit the examination. 

The next amendment recommended by the Board to title [IV would 
add at the end of subsection (a) of section 17, at page 199 of the bills, 
the following new sentence: 

The Board may from time to time make such provisions as it may deem 
appropriate authorizing the exercise of any functions now or hereafter vested 
in or exercisable by it under this or any other Act or otherwise by any of its 
members or by any officer or emplovee of the Board or of the Federal Savings 
and Loan Insurance Corporation: Provided, That nothing in this sentence shall 
authorize the exercise otherwise than by said Board of any function with 
respect to the making of rules and regulations, the termination of membership 
or of insurance of accounts, or the appointment of supervisory representatives 
in charge, conservators, or receivers for Federal savings and loan associations: 
Provided further, That no charter for a Federal savings and loan association, 
no approval for the establishment of a branch by any such association, and no 
membership or insurance of accounts shall be granted pursuant to the provisions 
of this sentence unless the Board shall have given conditional or other prior 
approval to such grant in the specific case involved. 

The purpose of this provision is to provide clear but carefully 
limited authority for delegation and redelegation of functions. Such 
power is needed in order ‘that the Board m: iy free itself from many 
of the details of administration and devote more of its time to overall 
policies and procedures. 

The two provisos are designed to retain in the Board or under 
Board control certain important functions, such as the making of 
rules and regulations, the termination of bank membership or insur- 
ance of accounts, the appointment of legal cus stodi ans for Federal 
associations, and the granting of Federal charters, bank.membership, 
and insurance of accounts. 
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Finally, the Board calls attention to the first sentence of subsection 
(a) of section 19, at page 200 of the bills. This sentence provides that 
the Board shall have power to employ and fix the compensation of 
personnel withott regard to the provisions of other laws applicable 
to the employment or compensation of officers, employees, attorneys, 
and agents of the United States. 

The sentence would reenact provisions which were placed in the 
Federal Home Loan Bank Act in its original enactment in 1932 and 
which had the effect of freeing the Board from the Civil Service Act, 
the classification laws, and other restrictive statutes then in force. 

Thereafter, positions under the Board were placed under the Civil 
Service Act pursuant to the Ramspeck Act, enacted in 1940, and, by 
legislation enacted in 1942, its employees were placed under the Civil 
Service Retirement Act. However, it has been the position of the 
Board that, under this sentence and the final clause of the fourth 
sentence of the same subsection, the salaries of its employees are not 
subject to the Classification Act of 1949, although the Civil Service 
Commission has not agreed with that position. 

The point has been raised that reenactment of these provisions would 
deprive the employees of the Board of the benefits of the Civil Service 
Act, the Civil Service Retirement Act, and other benefits which have 
been extended to them by law since the enactment of the Federal Home 
Loan Bank Act. The Board does not want to deprive its employees 
of such benefits to which they are now entitled, although it feels 
strongly that the Board should be able to provide appropriate compen- 
sation without regard to the classification laws. 

Accordingly, the Board recommends that the first sentence of sub- 
section (a) of section 19, at page 200 of the bills, be amended by adding, 
immediately before the per iod, a comma and the followi ing language: 
including classification laws, as now or hereafter in force: Provided, That the 
reenactment by the Financial Institutions Act of 1957 of provisions of this sen- 
tence and of the final clause of the fourth sentence of this subsection shall not 
affect the applicability of any provision of law (other than such classification 
laws) in effect on the date of enactment of said last-named Act. 

A similar problem arises under title VI of the bills, in connection 
with the eet provision of subdivision (5) of subsection (c) 
of section 402 of the National Housing Act, relating to the Federal 
Savings and Loan Insurance Corporation. For the same purposes, 
the Board recommends that, in this subdivision, at page 216, line 17, 
of the bills. there be added, immediately before the period, a comma 
and the following language: 
including classification laws, as now or hereafter in force: Provided, That the 
reenactment by the Financial Institutions Act of 1957 of provisions hereinbefore 
contained in this subdivision (5) shall not affect the applicability of any provi- 
sion of law (other than such classification laws) in effect on the date of enact- 
ment of said last named Act. 


TITLE V——-FEDERAL SAVINGS AND LOAN ASSOCIATION ACT 


The second major subdivision of the bills directly affecting the sav- 
ings and loan industry is title V, which would amend and reenact the 
Home Owners’ Loan Act of 1933 and rename it as the Federal Savings 
and Loan Association Act. 

Section 4, at page 203, is a new provision dealing with the interest 
rates and charges of Federal savings and loan associations. As writ- 
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ten, the section provides that, subject to such restrictions and limita- 
tions as the Board may prescribe and subject to an exception as to 
loans to which section 5 of the Federal Home Loan Bank Act is appli- 
cable, such associations may make, with respect to any loan, such 
charges as are allowed by applicable law to other lenders, or such other 
or higher rates or charges as are allowed by applicable law to any class 
of other similar local mutual thrift and home-financing institutions or 
as are allowed by regulations of the Board. 

The Board feels that this provision should be amended so as to con- 
fine its operation to the loans which such associations make under the 
last sentence of section 5 (c) of the act; that is, loans insured under 
title I of the National Housing Act, as amended, unsecured loans 
insured or guaranteed under the provisions of the Servicemen’s Read- 
justment Act of 1944, as amended, and other loans for property altera- 
tion, repair, or improvement not in excess of $3,500. The Board also 
feels that the charges which these associations may Impose with respect 
to these loans should be fixed by specific reference to the rates allowed 
by applicable law to other classes of financial institutions. 

Accordingly, the Board recommends that section 4, at page 203 of 
the bills, be amended to read as follows: 

Any Federal savings and loan association may take, receive, reserve, or charge, 
with respect to any loan made under the provisions of the last sentence of subsec- 
tion (c) of section 5 of this act, such charges by way of interest, discount, fees, or 
otherwise as are allowed by applicable law to other lenders, or such other or 
higher rates or charges as are allowed by applicable law to any savings and loan 
association, building and loan association, cooperative bank, homestead associa- 
tion, bank, or mutual savings bank: Provided, That nothing in this section shall 
authorize any association to exceed, with respect to any loan to which the 
provisions of section 5 of the Federal Home Loan Bank Act are applicable, the 
charges permitted by the provisions of said section 5. 

The authority conferred by the section as thus amended would re- 
move questions which Federal savings and loan associations may have 
in some States regarding their authority to make unsecured conven- 
tional home-improvement loans on the same basis as other financial 
institutions. 

For example, in one State, State-chartered savings and loan associa- 
tions are specifically authorized to make short-term loans of this type 
at a return equivalent to a 5 percent 1-year discount basis, but the 
statute is silent as to Federal savings and loan associations, and Fed- 
eral associations refrain from making these loans because they fear 
that they might be subject to suit for violation of the State interest 
law. 

In another State, the State law does not permit State-chartered 
savings and loan associations to make these unsecured conventional 
home-improvement loans at all, and contains no provision for a higher 
return than that permitted by the general interest statute if such 
loans are made by Federal savings and loan associations, though it 
does allow a higher return when such loans are made by banks. 

We feel that loans of this type should be made by Federal savings 
and loan associations because it is an important service rendered to 
the home owners of the country, and is specifically provided for in 
subsection (c) of section 5 of the Home Ow ners’ Loan Act of 
1933, as amended. We believe that there should be clear statutory 
authority covering these situations and that the proposed language of 
section 4 would accomplish this purpose. 
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The next provision of title V to which we would direct your atten- 
tion is subsection (d) of section 5, which begins at page 205 of the 
bills. 

This subsection deals with the appointment of conservators, re- 
ceivers, and supervisory representatives in charge for Federal savings 
and loan associations, the removal of directors and officers of such 
association, and the conduct of administrative and court proceedings 
to which the Board is a party. 

As the subsection appears in the bills, it is substantially in the 
form in which it appears in the existing law except that a new sub- 
division (3), dealing with removal of directors and officers, has been 
added. 

The Board believes that in its existing form the subsection has a lack 
of orderly arrangement and a number of inconsistencies and technical 
defects. For example, the matter of subpenas and subpenas duces 
tecum is covered in subdivision (1), which deals with administrative 
and court procedings of an enforcement nature, and is not covered 
either specifically or by reference in subdivision (2), which deals with 
the appointment of conservators, receivers, and supervisory repre- 
sentatives in charge. 

In order to clear up such matters as these, which are technical in 
nature but which may cause very real problems, and in order to 
expedite the process of judicial review, the Board submits herewith, 
as amendment No. 2, a proposed revision of subsection (d). The 
proposed revision also contains a new subdivision (7), requiring 
directors to take an oath of office. 

Aside from the provisions for removal of directors and officers and 
for oaths of office of directors, which will be later discussed, the chief 
substantive change made by the proposed revision would be that 
court review of administrative action under the subsection would be 
in an appropriate United States court of appeals, rather than in the 
United States district court. 

We believe that having the review directly in the United States 
court of appeals, rather than in the United States district court with 
appeal therefrom to the court of appeals, would be of advantage 
both to the petitioner and to the Board, in that it would provide for 
speedier review. 

With respect to the removal of directors and officers of Federal 
savings and loan associations, we believe that some changes in the 
provisions which appear at page 207 of the bills are essential if those 
provisions are to offer hope of providing an adequate but less drastic 
substitute for the appointment of a conservator, receiver, or super- 
visory representative in charge in any substantial number of cases. 

Under the bills the Board would not have authority to bring re- 
moval proceedings immediately if a director or officer was, for example, 
depleting the assets of the association through unlawful use of its 
funds. It could at that stage only warn him to discontinue his viola- 
tions, even though they evidenced a concerted plan and a deliberate 
course of conduct. Only if he repeated or continued his actions 
could the Board proceed for his removal. 

For these reasons the Board recommends the adoption of the re- 
moval provisions embodied in subdivision (2) of the proposed revision 
in amendment No.2. Under that provision the Board could bring the 
removal proceeding promptly upon discovery of the violation or 
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practice constituting the ground for removal. At the same time, ade 
quate protection would be afforded to the director or officer by the 
provisions of the subsection for court review. 

In addition to the foregoing, the proposed revision would provide 
that if a Federal ; savings and loan association’s Federal Home Loan 
Bank membership or its status as an insured institution is terminated, 
the Board shall ap Po inta — rvator or receiver for the association. 
Existing law »rovides that each Federal savings and loan association 
shall become a Federal ae peas Bank member and that tt shall be 
the duty of the Federal Savings and Loan Insurance Corporation to 
insure the accounts of all Federal savings and loan associations. How- 
ever, the existing law does not make clear what is to happen when a 
situation arises involving termination of a Federal association's bank 
membership or its insured status, and the proposed revision would fill 
this gap in the law. 

The new subdivision (7 
directors of Federal savings and loan associations to take an oath of 
office similar to that required by existing Jaw of directors of national 
banks and similar to that which would be required of directors of 
Federal home-loan banks under the proposed amendment to section 7 
of the Federal Home Loan Bank Act which has previously been recom 
mended. 

The next part of the bills as to which we shall comment is section 6 
at page 211, which differs in the two bills but deals in both bills with 
the matter of branches of Federal savings and loan associations. 

We recognize the highly controversial nature of this subject and 
the fact that many and divergent views have been expressed thereon. 
We should like to state the Board's police) vy as to the matter and the 
Board's position with respect to the provisions of the bills. 

The Board’s general policy with respect to branches = Federal 
savings and loan associations is this. If the State law. or the State 
practice in the absence of statutory prohibition, permits savings and 
loan associations of the State, or savings banks or commercial banks 
of the State, to establish ath therein, the Board will permit Fed- 
eral savines and loan associations to establish branches in that State. 
Also, if none of these types of institution is permitted to establish 
branches, but the State law, or the State practice in the absence of 
statutory prohibition, permits one or more of these types of institution 
to conduct chain, group, or affiliate operations, the Board will permit 
Federal savings and loan associations to establish branches therein. 

However, even in such cases the Board will not approve the estab- 
lishment of a branch by a Federal savings and loan association unless 
in the Board’s judgment a nec essity exists for such a facility in the 
community to be served, nor unless there is a reasonable probability 
of its usefulness and success, nor unless the same can be established 
without undue injury to properly conducted existing local thrift and 
home-financing institutions. 

These criteria are analogous to criteria which the Board, under 
subsection (e) of section 5 of the Home Owners’ Loan Act of 1 1933, 
is required to apply in the granting of charters for Federal savings 
and loan associations. The Board applies these criteria even in 
States which impose no corresponding limitations or restrictions on 
branching by their own institutions. 


Pi which has heen mentioned, would require 
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Coming now to the provisions of the two bills, we find that section 
6 in 8S. 1451 provides that a Federal savings and loan assoc lation may, 
with the approval of the Board, establish and operate new branches 
in the State in which its home offic e is located, if such establishment 
and operation are expressly authorized to State savings and loan asso- 
ciations or mutual savings banks by the law of the ‘State, or, in the 
absence of such law, if such establishment and operation are in con- 
formity with the practice in the State with respect to branches of 
State savings and loan associations or mutual savings banks. 

The section further provides that no branch shall be established 
outside the State in which the home office of the association is located. 
In addition, the section provides that an association may retain such 
branches as it may have in operation on the effective date of the sec- 
tion, the establishment and operation of which have been approved 
by the Board. 

It. also provides that if a State association is converted into or con- 
solidated with a Federal savings and loan association, or if two or 
more Federal associations are consolidated, the converted or consoli- 
dated associations may, with respect to any of the associations, retain 
and operate any of their branches which are in lawful operation on 
the date of the conversion or consolidation. 

We feel that the provisions of this section would place Federal 
savings and loan associations in a materially disadvantageous position 
as compared to commercial banks and trust companies in those States 
in which commercial banks or trust companies are permitted to estab- 
lish branches but savings and loan associations and mutual savings 
banks are not. We recommend that the section not be enacted into law. 

Section 6 in H. R. 7026 is basically similar to but shghtly more 
liberal than the same section in S. 1451. In addition to similar provi- 
sions as to conversions, consolidations, and the crossing of State lines, 
it provides that Federal savings and loan associations may, with the 
approval of the Board, est: ablish and operate branches within the State 
of their home office, if such establishment and operation are expressly 
authorized to State savings and loan associations or mutual savings 
hanks by the law of the State, or, in the absence of such law, if such 
establishment and operation are in conformity with the practice in 
the State with respect to branches of State savings and loan associa- 
tions or mutual savings banks. 

It further provides, however, that with the approval of the Board 
such associations may, after June 30, 1959, establish and operate 
branches if such establishment and operation are e xpressly authorized 
to State banks or trust companies by the law of the State, or, in the 
absence of such law, if such establishment and operation are in con- 
formity with the practice in the State with respect to branches of State 
banks or trust companies. 

This further provision, we realize, is a sincere effort to modify the 
restrictions of the Senate bill so as to make section 6 fair and equitable 
to Federal savings and loan associations. We are convinced, however, 
that. it falls short of that objective, for the primary reason that it 
would forbid branches of Federal savings and loan associations in 
States which did not permit branches for their own financial institu- 
tions but at the same time exposed Federal savings and loan associa- 
tions to the practical consequences of branch operations by permitting 
their banks to conduct chain, group, or affiliates operations. 
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The position of the Board is that its established policy in the matter 
of branching by Federal savings and loan associations is fair and 
equitable, and that restrictive legislation on the subject is neither 
needed nor desirable. 

The last provision of title V which we should like to discuss is sec- 
tion 7, which is identical in both bills and appears at page 212 of each 
bill. 

This section might appear at first glance to impose restrictions on 
self-dealing by directors and officers of Federal sav ings and loan asso- 
ciations. How ever, the fact is that its predominant effect would be 
quite the opposite, in that it would legalize certain types of self-deal- 
ing which are now pr aa 

Subsections (a) and (b) deal with the purchase or sale of property 
by a Federal savings and ‘ao association from or to any of its diree- 
tors or any firm of which a director is a member. Such transactions 
would be expressly permitted if in the regular course of business and 
on terms not less favorable to the association in the case of a purchase 
by it, or not more favorable to the director or firm in the case of a sale, 
than those offered to others. Even if these conditions were not met, 
that is, if the purchase from the director or firm was on terms less 
favorable to the association than those offered to others, or if the sale 
to the director or firm was on terms more favorable to the director or 
firm than those offered to others, the transaction would be expressly 
permitted if authorized by a majority of the association’s board of 
directors. Apparently even directors who were interested in the 
transaction could form a part or all of such majority in the case of 
a sale by the association. 

The Board recommends against enactment of these provisions for 
the reason that they would bring about a substantial weakening of 
the fiduciary duties and obligations applicable to the directors of these 
mutual institutions. 

As a matter of long-standing policy and regulation the Board has 
endeavored to prevent self-dealing by directors, officers, or employees 
of the associations with which they are associated. 

Thus, by regulation, no Federal savings and loan association may 
make a real-estate loan to a director, officers, or employee of the asso- 
ciation, or to any attorney or firm of attorneys regularly serving the 
association, or to any partnership in which any such person or firm 
has any interest, or any corporation in which any of such parties are 
stockholders, with only two exceptions. 

These exceptions are, first, where the loan is on the security of a first 
lien on the home or combination of home and business property owned 
and occupied by such person, and, second, where such party does not 
own in excess of 15 percent of the total outstanding stock of a corpora- 
tion seeking a loan and all such parties do not own more than 25 
percent of the total outstanding stock. 

A further regulation prohibits a Federal savings and loan associa- 
tion from purchasing an office building or any part thereof, or land 
on which to erect such a building, from an officer, director, or employee 
of the association, from a corporation or association in which any of 
them is a stockholder, officer, director, or employee, from a partnership 
in which any of them is a partner, or from an affiliated institution, 
without the prior approval of the Board, 
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Still another regulation provides that no loan may be purchased by 
a Federal savings and loan association from an affiliated institution 
without the prior approval of the Board, or from a director, officer, 
or employee of the association, or from any person or firm regularly 
serving the association in the capacity of attorney at law. 

The Cuarrman. Mr. Robertson, at the time we set the hearing we 
did not know there would be a caucus in the House at 11 o’clock today. 
I have no doubt many of the members would wish to attend. I would 
suggest that we adjourn to meet tomorrow morning at 100’clock. Can 
you come back at that time and proceed with your presentation ? 

Mr. Rosertson. Yes, sir. 

The CHatrmMan. Very well. We will adjourn to meet tomorrow 
morning at 10 o’clock. 

(Whereupon, at 11 a. m., the committee adjourned to reconvene at 
10a. m., Wednesday, January 15, 1958.) 
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WEDNESDAY, JANUARY 15, 1958 


Houser or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, Hon. 
Brent Spence, chairman, presiding. 

Present: Messrs. Spence, Brown, Patman, Rains, Multer, Barrett, 
Mrs. Sullivan, Mrs. Griffiths, Messrs. Vanik, Healey, Coad, Anderson, 
Breeding, Talle, McDonough, Widnall, Betts, Mumma, McVey, Bass, 
Seely-Brown, Henderson, and Chamberlain. 

The CHatrrman. The committee will be in order. 

We will resume the hearings on S. 1451 and H. R. 7026. 

Mr. Roberton, you may continue from where we left off yesterday. 


FURTHER STATEMENT OF ALBERT J. ROBERTSON, CHAIRMAN, 
FEDERAL HOME LOAN BANK BOARD; ACCOMPANIED BY IRA 
DIXON AND WILLIAM J. HALLAHAN 


Mr. Ronertson. Thank you, sir. We were discussing section 7 of 
title V, and I had stopped about two-thirds of the way down on page 
12 of my prepared statement. 

The CHairMAN. You may proceed. 

Mr. Rosertrson. The transactions permitted by subsections (a) and 
(b) of section 7 would be inconsistent with these restrictions on self- 
dealing under which Federal associations have operated for many 
years and would, in our opinion, not be in the public interest. 

Subsection (c) of the section would prohibit the payment to any 
director, officer, attorney, or employee of a greater rate of return on 
his shares or accounts than that paid to other holders of similar 
accounts. This subsection is not needed, as the standard forms of 
charter for Federal savings and loan associations all contain provi- 
sions under which such a discrimination would be a violation of the 
charter itself. 

Subsection (d) would impose on directors and officers personal lia- 
bility for certain violations of the act or regulations or of specified 
sections of the criminal laws of the United States. We feel that it 
is better to leave this matter of personal liability to be dealt with 
by the courts under the well-established rules and principles which 
have been worked out by them on the subject of the fiduciary obliga- 
tions and liabilities of directors and officers. 

The remaining subsection, subsection (e), would prohibit loans or 
extensions of credit by a Federal savings and loan association to any of 
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its executive officers, except in an amount not exceeding $15,000 for 
home mortgage loans. 

This subsection is not needed in view of existing provisions of the 
Board’s regulations which prohibit the making to any director, officer, 
or employee of any real-estate loan except on the security of a first 
lien on the home or combination of home and business property owned 
and occupied by him, or any unsecured loan except for the alteration, 
repair, or improvement of such home or property. It is noted that 
the subsection would not permit the association to make a loan to an 
executive officer on the security of his shares in the association. The 
Board’s regulations permit such share loans, and we see no reason why 
they should not be permitted. 

For these reasons the Board strongly recommends that section 7 
be deleted in its entirety. 


TITLE VI. FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION ACT 


The third and final major subdivision of the bills which directly 
affects the savings and loan industry is title VI, which would amend 
and reenact title IV of the National Housing Act and name it the 
Federal Savings and Loan Insurance Corporation Act. 

First, we have some changes to recommend with respect to para- 
graph (b) of section 402. These changes relate to the second sen- 
tence, which deals with the insurance of accounts of public officials; 
the third sentence, which deals with the insurance of trust funds; and 
the fourth sentence, which is designed to give married savers in com- 
munity-property jurisdictions insurance coverage comparable to that 
extended to married savers in other jurisdictions. The changes which 
the Board recommends as to these provisions are set forth and ex- 
plained in amendment No. 3 attached hereto. 

With regard to section 403, the Board recommends that there be 
added to this section a new subsection (k), dealing with the conver- 
sion of insured institutions from mutual to nonmutual operation. 

The problem of assuring adequate protection to the interests of 
the mutual shareholders where a mutual savings and loan association 
converts to nonmutual operation is one which has given the Board 
much concern in recent years. The Board has under the existing law 
authority to take care of the matter where a Federal savings and loan 
association proposes to convert into a State-chartered nonmutual as- 
sociation, and after extensive study and consideration the Board has 
developed a proposed regulation which, it is believed, would afford 
adequate protection in such cases. 

It is felt that there should be clear authority in the Board to afford 
comparable protection where the institution which proposes to con- 
vert from mutual to nonmutual operation is not a Federal savings 
and loan association but an insured State-chartered institution. Ac- 
cordingly, the Board recommends the adoption of amendment No. 4 
to accomplish this purpose. 

The next problem which we should like to discuss with the com- 
mittee relates to the losses which are chargeable to the reserves of 
insured institutions. 

Pursuant to statutory mandate, the Federal Savings and Loan In- 
surance Corporation requires regular allocations by insured institu- 
tions toward the building up of reserves for losses. It would seem 
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to be obvious that the purpose of these allocations can pe defeated in 
a very simple manner if, while the allocations are being made, the 
reserves themselves are concurrently being depleted by improper or 
unwarranted charges. 

To enable the Insurance Corporation to cope with this situation, 
the Board recommends that at page 220, line 31, after the period, the 
following new sentence be added: 

The Corporation shall have power, by regulation, to define and limit the losses 
which may be charged to such reserves. 

The Board also recommends that in view of the risks assumed by 
the Insurance Corporation there be added to section 404 a new pro- 
vision requiring the approval of the corporation for the establishment 
of branches by State-chartered insured institutions. This could be 
accomplished by adding at page 221, line 13, after the period, the 
following two new sentences: 

No insured institution shall establish any branch unless it shall have the 
prior written approval of the Corporation by regulations or otherwise, and no 
insured institution shall move its principal office or any branch without such 
prior written approval. As used in this subsection, the term “branch” means 
any office (other than the principal office) of an insured institution at which ac- 
counts of an insurable type are opened or payments thereon are received or 
withdrawals therefrom are paid, or any other office (other than the principal 
office) or place of business of an insured insitution which is defined by regula- 
tions of the Corporation as a branch. 

Where a given locality is already sufliciently served by existing sav- 
ings and loan facilities and the addition ofa new one would result 
in an excessive number, the establishment of a branch therein by 
an insured savings and loan association has two effects on the insurance 
risk of the Federal Savings and Loan Insurance Corporation. 

First, its risk with respect to the institution establishing the branch 
is increased because that institution has expanded ito an area in 
which its operations may prove unprofitable. 

Second, its risk with respect to the existing insured institutions in 
the locality is increased because they will now be operating in an 
area in which there has been an overextension of savings and loan 
facilities. 

In the case of branches of Federal savings and loan associations, 
the Board applies the criteria of necessity, probability of usefulness 
and success, and lack of undue injury to properly conducted existing 
local thrift and home-financing institutions. 

There are, therefore, adequate safeguards against the occurrence 
of such situations by reason of the establishment of branches by Fed- 
eral savings and loan associations. However, the Board has no 
authority to pass upon the establishment of branches by State-char- 
tered insured institutions and is thus unable to protect the Insurance 
Corporation’s risk as against excessive branching by such institutions. 
The amendment requested would supply this needed authority. 

Another problem which has caused concern to the Board is the ef- 
fect of retirement, pension, and deferred-compensation contracts, 
agreements, and arrangements of insured institutions on the risk 
of the Insurance Corporation. 

The Board believes that the primary objective of safeguarding 
the insurance risk of the corporation can be achieved by authorizing 
the corporation to require that the institution’s payments and obliga- 
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tions be definite and certain and authorizing it to regulate the man- 
ner and extent of the funding of the contract, agreement, or arrange- 
ment. 

Amendment No. 5 attached hereto has been prepared along this 
line, and the Board recommends that it be adopted. 

We should like now to call your attention to section 407, which 
deals with the termination of the insured status of insured institu- 
tions. Attached hereto as amendment No. 6 is a proposed revision of 
the section. 

The principal changes which would be made by the proposed 
vision would be to provide for review in the United States Court of 
Appeals, in line with the similar change proposed as to subsection 
(d) of section 5 of the Home Owners’ Loan Act of 1933; to provide 
that, in addition to the existing grounds, insurance may be terminated 
for violation of a condition imposed by the corporation or an agree- 
ment entered into with it; to add provisions for removal of directors 
and officers of insured institutions, similar to the provisions proposed 
by the Board in the case of Federal savings and loan associations; 
and to provide certain specific administrative authority, including 
authority for the issuance and enforcement of subpenas and subpenas 
duces tecum. 

With respect to section 408, which relates to the liquidation of in- 
sured institutions, the Board proposes one amendment, as follows: 

At page 225, lines 5 and 6, delete the language “and all valid credit obliga 
tions of such association.” 

Under the existing law, and under section 408 as it appears in the 
bills, it is provided that if a Federal sav ings and loan association is 
in default the Federal Savings and Loan Insurance Corporation shall 
be appointed as receiver (the existing law also per rmits its appoint- 
ment as conservator) and is authorized as such— 

(1) to take over its assets and operate it, 

(2) to take such action as may be necessary to put it in a sound 
and solvent condition, 

(3) to merge it with another insured institution, 

(4) to organize a new Federal savings and loan association to 
take over its assets, or 

(5) to proceed to liquidate its assets in an orderly manner, and 
that “in any event” the Corporation shall pay the insur: ince as 
set forth “and all valid credit obligations of such association. 

It is further provided that if an insured institution other than a 
Federal savings and Joan association is in default, the Corporation 
shall have authority to act as conservator, receiver, or other legal 
custodian as therein set forth and that, if the Corporation is so ap- 
pointed, it shall have, as provided, “the same powers and duties with 
respect to the insured institution in default” as are conferred upon 
it with respect to Federal savings and loan associations. 

The Board believes that the language “and all valid credit obliga 
tions of such association” should be deleted. In the first place, pay- 
ment of credit obligations would not always be necessary, as in the 
case of a successful effort to merge the institution with another in- 
sured institution. 

In the second place, it might be contended that the provision means 
that the insurance corporation shall pay these credit obligations out 
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of its own funds as distinguished from paying them out of the funds of 
the insured institution in default. 

For these reasons the Board recommends deletion of the language 
in quest ion. 

Section 409 deals with the matter of savings and loan holding com- 
panies. With respect to this section the Board recommends that the 
text. of the section appearing in the bills be deleted and the text of 
H. R. 4135 as passed by the House on March 21, 1957, inserted, with 
some changes as set forth and explained in amendment No. 7 attached 
hereto. 

The suggested changes are identical with suggested changes which 
the Board has transmitted to the Senate C ommittee on Banking and 


ot 


Currency in connection with that committee’s consideration of H. R. 
4135 

In connection with holding companies a further problem has arisen 
in connection with the election of directors of Federal home loan 
banks. This problem arises where two or more institutions, members 
of the same Federal home loan bank, are under common control, and 
the question is whether each of these institutions should be allowed 
to vote in such election or whether voting should be confined to one 
of them. 

The laiter is the solution which has been adopted in the case of the 
Federal Reserve banks by the provision of section 4 of the Federal 
Reserve Act, now appearing in section 18 (a) at page 89 of the present 
bills, that whenever any two or more member banks within the same 
Federal Reserve district are affiliated with the same holding company 
affiliate, participation by such member banks in nomination or elec- 
tion shall be confined to one of such banks, which may be designated 
for that purpose by such holding company affiliate. 

The Board requests permission to present at a later date its recom 
mendation for an amendment to deal with this situation in the case 
of the Federal home loan banks. 

This completes our comments with respect to the provisions appear 
ing in title VI. We recommend, however, that there be added to the 
title a new section as set forth in amendment No. 8 attached hereto. 

The purpose of this new section would be to provide that, after its 
enactment, no savings and loan association shall be admitted to Fed- 
eral home loan bank membership unless it is or becomes insured by 
the Federal Savings and Loan Insurance Corporation, and no institu- 
tion shall be admitted to such insurance unless it is or becomes a Fed- 
eral home loan bank member. 

Maintenance of membership and insurance would be required 
set forth in the amendment, and existing insured institutions which 
were not bank members would be required to obtain membership or lose 
their insurance. Asa matter of fact, there are no insured institutions 
which are not members. 

The Board is strongly of the view that insurance of accounts of 
savings and loan associations that are bank members is highly desir- 
able in order to guard against the possibility of heavy demands upon 
the Federal home loan banks arising from loss of confidence due to 
lack of such insurance. 

The Board recognizes that not all associations which obtained bank 
membership when insurance was not required may wish to obtain in- 
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surance or may be in a position to qualify for insurance, and for this 
reason the proposed amendment would require the obtaining of insur- 
ance only in the case of associations applying for membership i in the 
future. 

Likewise, the Board is strongly of the view that all institutions 
whose accounts are insured by the Federal Savings and Loan Insur- 
ance Corporation should have and maintain bank membership so that 
they may have access to a credit reserve system not only for their own 
protection and that of their investors but also for the protection of the 
Insurance Corporation. 

At present, all insured institutions are also bank members, and the 
Board, as a matter of policy, does not now grant insurance unless 
membership is obtained. However, the Board is concerned as to its 
authority to require maintenance of bank me mbership by insured in- 
stitutions in the absence of further statutory authority, and the Board 
believes that such authority should be specifically set forth in the 
statute. 

TITLE VIII. MISCELLANEOUS AMENDMENTS 


The Board recommends that title VIII of the bills be amended by 
including therein a new section that no building and loan association 
incorpor: ‘ated under the laws of the District of Columbia or organized 
in said District shall establish or move any branch without the prior 
written approval of the Board, and that no other building and loan 
association shall establish or move any branch in said District without 
such prior approval. Also, the Board feels that such approval should 
be required if the principal office is moved. 

This suggested provision, together with an explanation of the rea- 
sons therefor, is set forth in amendment No. 9 attached hereto. 


TECHNICAL AMENDMENTS 


In addition to the amendments which have been mentioned, the 
Board has attached hereto, under the heading “Technical Amend- 
ments,” a few amendments of a purely technical nature which are 
either self-explanatory or are explained in the attachment. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this testimony, but that no commitment can be 
made by the Bureau of the Budget at this time to the specific exemp- 
tion of the Board and the Federal Savings and Loan Insurance Cor- 
poration from the classification laws governing compensation of 


employees. 
AMENDMENTS 


AMENDMENT NO. 1 


At page 186, line 3 from end of page, delete “or” in “or (iii), and at page 186, 
last line, immediately before the period, insert the following: ‘“; or (iv) has 
refused to permit examination of its books, records, papers, or affairs under any 
provision of this Act or where ordered by the Board upon a determination by the 
Board that such examination is needed in order to assist the Board in determining 
whether cause exists for removal from membership under any provision of this 
Act, and the Board is hereby authorized to make or cause to be made such exami- 
nations and to assess against and collect from the institution examined the cost 
of any such examination as determined by the Board”. 
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AMENDMENT NO. 2 


At page 205, line 3, amend subsection (d) to read as follows: 

“(d) (1) Whenever in the opinion of the Board an association has violated 
or is violating any law or regulation, the Board may by formal resolution state 
such alleged violation and give written notice to the association of the facts 
alleged to constitute such violation. Upon the giving of such notice, either the 
Board or the association may, within the period of thirty days after the service 
of such notice, apply to the United States district court for the judicial district 
in which the home office of the association is located for a declaratory judgment 
and an injunction or other relief with respect to the controversy, and such court 
shall have jurisdiction to adjudicate the same as in other cases and to enforce 
its orders. If neither the Board nor the association so applies to such court 
within said period, and if the association shall not correct such violation within 
said period or within such further time as the Board may allow, the Board may 
give the association twenty days’ written notice of the time and place at which 
the Board, a member thereof, or a person designated by the Board will conduct 
a hearing as to such alleged violation. If the Board finds that the association has 
violated or is violating any law or regulation as alleged, it may issue its order 
or orders to the association to cease or correct such violation. Nothing contained 
in this subdivision (1) or in subdivision (2) of this subsection shall limit the 
power of the Board to appoint a supervisory representative in charge, a con- 
servator, or a receiver, which appointment shall be exclusively as provided in 
subdivision (3) of this subsection. 

“(2) Whenever it appears to the Board that any director or officer of an asso- 
ciation has violated or is violating any law or regulation relating to such associa- 
tion or has engaged or is engaging in any unsafe or unsound practice in conducting 
the business of such association, the Board may cause notice to be served upon 
such director or officer to appear at a hearing before the Board, a member thereof, 
or a person designated by the Board and show cause why he should not be removed 
from office. A copy of such notice shall be sent by registered mail to each director 
of the association affected. If the Board finds that such director or officer has 
violated or is violating any law or regulation relating to such association or has 
engaged or is engaging in any unsafe or unsound practice in conducting the busi- 
ness of such association, the Board, in its discretion, may order that such director 
or officer be removed from office. A copy of such order shall be served upon such 
director or officer. A copy of such order shall also be served upon the association 
of which he is a director or officer, whereupon such director or officer shall cease 
to be a director or officer of such association. Such order and the findings of 
fact upon which it is based shall not be made public except to the director or 
officer involved and the directors of the association involved, otherwise than in 
connection with proceedings for a violation of this section. Any such director 
or officer removed from office as herein provided who thereafter participates in 
any manner in the management of such association shall be fined not more than 
$5,000 or imprisoned for not more than five years, or both. 

“(3) The grounds for the appointment of a conservator or a receiver for an 
association shall be one or more of the following: (i) insolvency in that the 
assets of such association are less than its obligations to its creditors and others, 
including its members; (ii) violation of law or of a regulation: (iii) the conceal- 
ment of its books, papers, records, or assets or the refusal to submit its books, 
papers, records, or affairs for inspection to any examiner or lawful agent ap- 
pointed by the Board: (iv) unsafe or unsound operation: (v) failure or refusal 
to obey an order issued pursuant to subdivision (1) of this subsection. The 
Board shall have exclusive power and jurisdiction to appoint a supervisory repre- 
sentative in charge, a conservator, or a receiver for an association. If, in the 
opinion of the Board, a ground for the appointment of a conservator or receiver 
as herein provided exists and the Board determines that an emergency exists 
requiring immediate action, the Board is authorized to appoint ex parte and 
without notice a supervisory representative in charge to take charge of such as- 
sociation and its affairs, who shall have and exercise all the powers herein pro- 
vided for conservators. Unless sooner removed by the Board, such supervisory 
representative in charge shall hold office until a conservator or receiver, ap- 
pointed by the Board as herein provided, takes charge of such association and its 
affairs, or for six months, or until thirty days after the termination of the ad- 
ministrative hearing on the appointment of a conservator or receiver and final 
proceedings thereon as herein provided, whichever is longest. No appointment of 
a conservator or receiver shall be made until notice thereof is given to the as- 
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sociation stating the ground or grounds therefor and until an opportunity for 
a hearing thereon before the Board, a member thereof, or a person designated by 
the Board is afforded to such association. A conservator shall have all the 
powers of the members, the directors, and the officers of the association and 
shall be authorized to operate it in its own name or conserve its assets in the 
manner and to the extent authorized by the Board. The Board shall appoint 
only the Federal Savings and Loan Insurance Corporation as receiver for an as- 
sociation. With the consent of the association expressed by a resolution of its 
board of directors or of its members, the Board is authorized to appoint a con- 
servator or receiver for an association without any requirement of notice or 
hearing. Such action to appoint a conservator may be taken regardless of 
whether a supervisory representative in charge has been appointed, and such 
action to appoint a receiver may be taken regardless of whether a supervisory 
representative in charge or a conservator has been appointed. The Board may 
replace a conservator with a receiver without any requirement of notice or hear- 
ing. The Board shall have power to make rules and regulations for the reorgani- 
zation, merger, and liquidation of associations and for associations in conserva- 
torship and receivership and for the conduct of conservatorships and receiver- 
ships. In the event that an association’s Federal Home Loan Bank member- 
ship or its status as an insured institution as defined in section 402 of the National 
Housing Act is terminated, the Board shall, simultaneously with such termina- 
tion or promptly thereafter, and without any requirement of notice or hearing, 
appoint a conservator or appoint the Federal Savings and Loan Insurance Cor- 
poration as receiver for such association, and such an appointment of said Cor 
poration as receiver shall be deemed to constitute a default within the meaning 
of title IV of the National Housing Act. Whenever a supervisory representative 
in charge, a conservator, or a receiver appointed by the Board demands possession 
of the property, business, and assets of any association, the refusal of any di- 
rector, officer, employee, or agent of such association to comply with the deniand 
shall be punishable by a fine of not more than $5,000 or by imprisonment for not 
more than one year, or both. 

“(4) All hearings under the provisions of subdivisions (1), (2), and (3) of 
this subsection shall be conducted in accordance with the provisions of the 
Administrative Procedure Act and shall, unless the association consents to 
another place, be held in the judicial district in which the home office of the 
association is located or, if such home office is not located in any judicial district, 
within 50 miles of such home office. The Board or any member thereof or its 
designated representative shall have power to admiinster oaths and affirmations 
and to take or cause to be taken depositions and shall have power to issue sub- 
penas and subpenas duces tecum and shall issue such at the request of any inter- 
ested party, and the Board or any interested party may apply to the United 
States district court for the judicial district where such hearing is designated, 
or, if the place where such hearing is designated is not in any judicial district, 
to any United States or territorial court whose jurisdiction includes such place, 
for the enforcement of such subpenas or subpenas duces tecum and such court 
Shall have power to order and require compliance therewith. As used in this 
subsection, the term ‘judicial district’ shall have the meaning ascribed to it by 
section 451 of title 28 of the United States Code. 

“(5) Any association aggrieved by a final order of the Board entered under 
subdivision (1) or subdivision (3) of this subsection pursuant to any such hear 
ing or any director or officer against whom an order of removal has been issued 
pursuant to subdivision (2) of this subsection after hearing may obtain a review 
of such order in the United States court of appeals for the circuit in which the 
hearing was held, or, if the place in which the hearing was held is not in any 
judicial circuit of the United States, in the United States Court of Appeals for the 
District of Columbia, by filing in such court within thirty days after the issuance 
of such order a written petition praying for such review. A copy of such peti- 
tion shall be forthwith served upon the Board by serving a copy thereof on any of 
its agents and mailing a copy by registered mail to the Federal Home Loan Bank 
Board, Washington, District of Columbia. Within thirty days after the service 
of such petition upon it or such further time as the court may allow, the Board 
shall file with the court a copy of the order complained of and the originals or 
certified copies of all papers and evidence presented to and considered by it in 
entering said order. At the earliest convenient time the court shall determine 
the matter upon the record before it in the manner prescribed by subsection (e) 
of section 10 of the Administrative Procedure Act except that the review by 
the court shall be upon the weight of the evidence. The court may in its discre 
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tion enter judgment for costs against the petitioner. The court’s judgment shall 
be final, subject, however, to review by the Supreme Court of the United States 
upon writ of certiorari upon petition therefor under section 1254 of title 28 of 
the United States Code by the petitioner or by the Board, or by certification 
by the court pursuant to the provisions of that section. 

“(6) The Board shall have power to sue and be sued, complain, and defend in 
any court of cempetent jurisdiction. In any action, suit, or other proceeding 
to which it is a party, and in the administration of conservatorships and receiver- 
ships, the Board is authorized to act in its own name and through its own attor- 
neys. All expenses of the Board or of the Federal Savings and Loan Insurance 
Corporation in connection with the preparation for or conduct of proceedings 
under this subsection shall be considered as nonadministrative expenses. 

(7) Each person who becomes a director of an association or whose term as 
such is renewed shall take an oath that he will, so far as the duty devolves upon 
him, diligently and honestly administer the affairs of such association, and will 
not knowingly violate or willingly permit to be violated any of the provisions of 
this Act or of the rules and regulations made thereunder. Any person who is 
such a director on the date of enactment of this sentence shall take such oath 
within ninety days after said date. Such oath shall be taken before a notary 
public authorized to administer oaths by the law of the State or other jurisdiction 
in which the oath is taken or by some other official so authorized by such law, 
except that the oath shall not be taken before a notary public or other official 
who is a director or officer of such association. The oath, subscribed by the per- 
son taking it and certified by the notary public or other official before whom 
it is taken, shall be promptly transmitted to the Federal Home Loan Bank of 
which the association is a member and preserved by it for a period of ten years.” 


AMENDMENT NO. 3 


At pages 214 and 215, amend subdivision (b) of section 402 as follows: 

(1) Amend the second sentence as follows: (a) by striking the language ‘‘of 
ahy Territory of the United States, of Puerto Rico, of the Virgin Islands, of any 
county, of any municipality, or of any political subdivision thereof” and inserting 
in lieu thereof the following: “of any Territory or possession of the United 
States, of any county, of any municipality, of any political subdivision of any of 
the preceding, or any court or any corporate or other public agency or public 
instrumentality of any of the same”; (b) by striking the language “of public 
funds” and inserting in lieu thereof the language “or control of public funds or 
funds of such publie unit, or funds deposited with such public unit or with such 
officer, employee, or agent’; (¢c) by striking the language “the insured account” 
and inserting in lieu thereof the language “insurance under this title’; (d) 
by striking the language “an insured member in such custodial capacity” and 
inserting in lieu thereof the language “a separate insured member with respect 
to each separate account of an insurable type in such institution in which any of 
such funds are so invested, and as such shall be deemed to be an insured member”. 

(2) Amend the third sentence as follows: (a) by striking the language begin- 
ning with the word “Funds” and ending “shall be insured” and inserting in lieu 
thereof the language “Any account of an insurable type in any insured institu- 
tion held in fiduciary capacity shall be insured to the fiduciary or fiduciaries” ; 
(b) by striking the language “trust estate’ and inserting in lieu thereof the 
word “heneficiary”: and (c) by striking all of said sentence beginning with “the 
owners of such trust funds” and ending immediately before the period and in- 
serting in lieu thereof the language “the fiduciary or fiduciaries holding such 
account or the beneficiary or beneficiaries of such account”’. 

(3) Amend the fourth sentence as follows: (a) by striking the language “is 
community property” at each of the two places where it appears and inserting 
in lieu thereof at each place the language “is in whole or in part community 
property”; (b) by striking the language “shall be treated” at each of the two 
places where it appears and inserting in lieu thereof at each place the language 
“shall, to the extent that it is such community property, be treated”’. 


Explanation 

The amendments in (1) above are proposed for the purpose of clarifying 
the provisions of title IV of the National Housing Act with respect to the insur- 
ance of investments by Officers, employees, and agents of the United States, the 
States, and other “public units’. Amendment (a) would expressly include 
“possessions” of the United States as public units within the meaning of the 
provision. The same amendment would include courts and public agencies and 
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instrumentalities, corporate or otherwise, as public units for this purpose. 
Amendment (b) would make clear that funds of a public nature or funds on 
deposit with public units or personnel thereof, such as funds paid into court, 
are covered by the provision, as well as funds which are public funds in the 
strict legal sense. Amendments (c) and (d) would make clear that each 
separate account of a public unit is separately insured and would thus accom- 
plish the dual purpose of giving public officials reasonable assurance as to the 
extent of the insurance coverage and freeing the Federal Savings and Loan 
Insurance Corporation from having to try to determine, by itself or through the 
courts, difficult and complicated questions of State or local law as to the status 
of various funds under such law. 

The amendments in (2) are proposed for the purpose of clarifying the insur- 
ance of accounts held in trust or in other fiduciary capacity. Amendment (a) 
would make clear that the special provisions as to such accounts would apply 
whenever an account of an insurable type is held in fiduciary capacity, regard- 
less of what the antecedent status of the funds may have been. The same 
amendment would also make clear, by the use of the language “shall be insured 
to the fiduciary or fiduciaries”, that the Insurance Corporation, in making 
payment of the insurance, would be protected in making payment to the fidu- 
ciary or fiduciaries and would not be under a duty to make payment to the bene- 
ficiary or beneficiaries. Amendment (b) is designed to clear up a problem 
which arises from the fact that the existing language provides separate insur- 
ance for each “trust estate’. Although the regulations treat these words as 
referring to the interest of each beneficiary, it might be contended that the 
reference to “trust estate” is a reference to the property held by the fiduciary. 
This amendment would clarify the matter by substituting the word “beneficiary” 
for the quoted words. Amendment (c) would conform the closing language of 
the provision to the terminology of the remainder of the provision as it would be 
amended by the other two suggested amendments. 

The amendments in (3) relate to the provision designed to give married savers 
in community-property jurisdictions insurance coverage comparable to that 
given married savers in other jurisdictions. They are intended to cover situa- 
tions in which an account which is held in the name of a husband or wife or in 
the names of both spouses is in part community property and in part held as 
separate property or in some other capacity. This situation is not clearly 
covered by the provision as it appears in H. R. 7026 and S. 1451. 


AMENDMENT NO. 4 


At page 219, after line 26, insert the following new subsection : 

“(k) No insured institution shall, in violation of regulations of the Corpora- 
tion, (1) issue any security (i) not having the same characteristics as a secu- 
rity of such institution previously issued and currently outstanding or (ii) the 
issue of which is contrary to any agreement entered into with the Corporation 
or any condition imposed by the Corporation in connection with the insurance 
of the accounts of such institution or otherwise; (2) enter into, become a party 
to, or consent to any contract, agreement, or arrangement, or take any other 
action for modification of, or which has the effect of modifying, any of the 
characteristics of any security of such institution which is currently outstanding 
or which it is authorized to issue; or (3) enter into any management contract, 
agreement, or arrangement, or any contract, agreement, or arrangement for the 
rendering to such institution of management similar services. As used in this 
subsection, the term ‘security’ means any share, stock, note, bond, or debenture, 
or any right or interest in or with respect to, or obligation of or with respect 
to, an insured institution or a security thereof, or any other right, interest, or 
obligation defined by regulations of the Corporation to be a security for the 
purposes of this subsection, whether or not any of the same be evidenced by a 
writing.” 

AMENDMENT NO. 5 

At page 221, amend line 26 to read “‘(g) For the purposes of subsections (e) 
and (f), the Corporation shall have power’, and amend “subsection” in line 29 
to read “subsections”, and after line 25 insert the following new subsection: 

“(f) No insured institution shall— 

(1) Enter into any retirement, pension, or deferred compensation con- 
tract, agreement, or arrangement for any one or more or all of its directors, 
officers, or employees, or 
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“(2) Consent to any extension, renewal, or alteration of aay, bow Prerst 
tract, agreement, or arrangement, whether or not existing - or bret cp 
of enactment of this subsection, except an extension, renewal, Or alte sie 
of such a contract, agreement, or arrangement existing on nar eee pe 
may be validly effected without such consent or as to which such institu we 
is on said date under a valid and binding legal obligation to give suc 

onsent. 

without including in such contract, agreement, or arrangement such provisions 
as to the extent and manner of the funding of such contract, nareeete e 
arrangement and as to the definiteness and certainty of such instity one pay- 
ments and obligations under such contract, agreement, or Sree aon 

Corporation may by regulations or otherwise require; Provided, al ae _ is 
in this subsection shall affect or impair any power or authority otherwise vestec 
in the Corporation or in the Board.” 


AMENDMENT NO. 6 


At page 223, after line 11, amend section 407 to read as follows: : 

“(a) Any insured institution other than a Federal savings and loan associa- 
tion may terminate its status as an insured institution by written notice to the 
Corporation specifying a date for such termination. Whenever, in the opinion 
of the Board, any insured institution has violated its duty as such, has engaged 
or is engaging in any unsafe or unsound practice, or has violated any law or 
regulation, or any condition imposed by the Corporation or any agreement 
entered into with the Corporation under section 404 or otherwise, the Board 
shall first give to the authority having supervision of the institution, if any, a 
statement with respect to such practice or violation for the purpose of securing 
the correction thereof and shall give a copy thereof to the institution. In the 
ease of an institution as to which there is no such authority (or no such au- 
thority other than the Board) the statement shall be given directly to the insti- 
tution. Unless such correétion shall be made within one hundred and twenty 
days (or within twenty days in any case where the Board in its discretion has 
determined that the insurance risk of the Corporation is unduly jeopardized), 
or such shorter period of time as such authority, if any, may require, the Board, 
if it shall determine to proceed further, shall give to the institution not less than 
thirty days’ written notice to appear at a hearing before the Board, a member 
thereof, or a person designated by the Board and show cause why its status as 
an insured institution should not be terminated. If the Board shall find that 
any unsafe or unsound practice or violation stated in such notice has been 
established and has not been corrected within the'time above prescribed in which 
to make correction, or if the institution shall fail'to appear at the hearing by a 
duly authorized representative, the Board may issue its order terminating the 
insured status of the institution on a date specified in such order. 

“(b) As used in this subsection, the term ‘institution’ means an insured in- 
stitution other than a Federal savings and loan association. Whenever it appears 
to the Board that any director or officer of an institution has violated or is violat- 
ing any law or regulation relating to such institution or has engaged or is engaging 
in any unsafe or unsound practice in conducting the business of such institution, 
the Board may notify the board of directors of such institution to remove such 
director or officer from office. If, at the expiration of thirty days from the date 
of such notification, such director or officer is a director or officer of such institu- 
tion, the Board may cause notice to be served upon such director or officer to 
appear at a hearing before the Board, a member thereof, or a person designated by 
the Board and show cause why an order of removal should not be issued against 
him. A copy of such notice shall be sent by registered mail to each director of the 
institution affected. If the Board finds that such director or officer has violated or 
is violating any law or regulation relating to such institution or has engaged or is 
engaging in any unsafe or unsound practice in conducting the business of such 
institution, the Board, in its discretion, may issue an order of removal against 
such director or officer. A copy of such order shall be served upon such director 
or officer. A copy of such order shall also be served upon the institution of which 
he is a director or officer. Such order and the findings of fact upon which it is 
based shall not be made public except to supervisory authorities and to the direc- 
tor or officer involved and the directors of the institution involved, otherwise than 
in connection with proceedings for a violation of this section. Any such director 
or officer against whom an order of removal has been issued as herein provided 
who thereafter participates in any manner in the management of such institution 
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shall be fined not more than $5,000 or imprisoned for not more than five years, or 
both. As used in this subsection, the term ‘order of removal’ means an order di- 
recting a person to resign or otherwise cease to hold office. If, at the expiration 
of thirty days from the date on which such an order of removal becomes conclu- 
sive as against further proceedings by way of review as provided for in this sec- 
tion, such director or officer is a director or officer of the institution involved, the 
status of such institution as an insured institution shall automatically terminate 
at such date as the Board may fix, but the Board may extend any such date at 
any time or times before the same hecomes final. 

“(c) All hearings under the provisions of subsection (a) and (b) of this 
section shall be conducted in accordance with the provisions of the Administra- 
tive Procedure Act and shall, unless the institution consents to another place, 
be held in the judicial district in which the principal office of the institution is 
located or, if such principal office is not located in any judicial district, within fifty 
miles of such principal office. The Board or any member thereof or its designated 
representative shall have power to administer oaths and affirmations and to take 
or cause to be taken depositions and shall have power to issue subpenas duces 
tecum and shall issue such at the request of any interested party, and the Board 
or any interested party may apply to the United States district court for the 
judicial district where such hearing is designated, or, if the place where such hear- 
ing is designated is not in any judicial district, to any United States or Territorial 
court whose jurisdiction includes such place, for the enforcement of such subpenas 
or subpenas duces tecum and such court shall have power to order and require 
compliance therewith. As used in this subsection, the term ‘judicial district’ 
shall have the meaning ascribed to it by section 451 of title 28 of the United 
States Code. 

*(d) Any institution aggrieved by a final order of the Board entered under 
subsection (a) of this section pursuant to any such hearing or any director or 
officer against whom an order of removal has been issued pursuant to subsection 
(b) of this section after hearing may obtain a review of such order in the United 
States court of appeals for the circuit in which the hearing was held, or, if the 
place in which the hearing was held is not in any judicial circuit of the United 
States, in the United States Court of Appeals for the District of Columbia, by 
filing in such court within thirty days after the issuance of such order a written 
petition praying for such relief. A copy of such petition shall be forthwith served 
upon the Board by serving a copy thereof on any of its agents and mailing a copy 
by registered mail to the Federal Home Loan Bank Board, Washington, District 
of Columbia. Within thirty days after the service of such petition upon it or 
such further time as the court may allow, the Board shall file with the court a 
copy of the order complained of and the originals or certified copies of all papers 
and evidence presented to and considered by it in entering said order. At the 
earliest convenient time the court shall determine the matter upon the record 
before it in the manner prescribed by subsection (e) of section 10 of the Admin- 
istrative Procedure Act except that the review by the court shall be upon the 
weight of the evidence. The court may in its discretion enter judgment for costs 
against the petitioner. The court’s judgment shall be final, subject, however, to 
review by the Supreme Court of the United States upon writ of certiorari upon 
petition therefor under section 1254 of title 28 of the United States Code by the 
petitioner or by the Board, or by certification by the court pursuant to the provi- 
sions of that section. All expenses of the Board or of the Corporation in con- 
nection with the preparation for or conduct of proceedings under this section 
shall be considered as nonadministrative expenses. 

“(e) The effective date of the termination of an insured institution’s status as 
an insured institution under the foregoing provisions of this section shall be the 
date specified for such termination in such notice by the insured institution or in 
such order. The Board may from time to time postpone the effective date of any 
termination of an institution’s status as an insured institution at any time before 
such termination has become effective, but in the case of termination by such 
notice such effective date shall be postponed only with the written consent of the 
insured institution. In the event of any termination of an insured institution’s 
status as an insured institution, insurance of its accounts to the extent that they 
were insured on the date of such termination, less any amounts thereafter with- 
drawn, repurchased, or redeemed which reduce the insured accounts of an insured 
member below the amount insured on such date, shall continue for a period of 
two years, but no investments or deposits made after such date shall be insured. 
The Corporation shall have the right to examine such institution from time to 
time during the two-year period aforesaid. Such institution shall be obligated 
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to pay, within thrity days after such date, as a final insurance premium, a sum 
equivalent to twice the last annual insurance premium payable by it. In the 
event of the termination of an insured institution’s status as an insured insti- 
tution, the institution which was the insured institution shall give prompt and 
reasonable notice to all of its insured members that it has ceased to be an insured 
institution and it may include in such notice the fact that insured accounts, to 
the extent not withdrawn, repurchased, or redeemed, remain insured for two 
years from the date of such termination, but it shall not further represent itself 
in any manner as an insured institution. In the event of failure to give the notice 


to insured members as herein provided the Corporation is authorized to give 
reasonable notice.” 


AMENDMENT NO. 7 


At page 226, after line 21, strike the text of section 409 and in lieu thereof 
insert the text of H. R. 4135 as passed by the House of Representatives on 
March 21, 1957, beginning with the language “(a) (1)” in line 7 of page 1 
(references below are to pages of the printed bill as so passed), with the 
following changes: 

(1) At page 1, line 8, after the comma following the word “corporation”, insert 
the language “partnership”, and at page 1, line 10, strike the language “any 
partnership” and the commas preceding and following said language. 

(2) At page 2, line 1, strike the word “shares” and in lieu thereof insert the 
language “capital stock”, and at page 2, line 4, at beginning of line, insert before 
the word “subsection” the language “subdivision (1) of this subsection or in’. 

(3) At pages 4 and 5, strike all of subsection (e), and in lieu thereof insert 
the following: 

“(e) If, in the opinion of the Federal Home Loan Bank Board, any company 
holds control of an insured institution (hereinafter in this subsection referred 
to as the institution) and such control was acquired in violation of subsection 
(ec) or retained in violation of subsection (d), said Board shall give such com- 
pany notice that if it does not divest itself of such control of the institution 
within thirty days an action will be brought to force the divestiture thereof. 
Notice given to the institution shall constitute notice to such company for the 
purposes of this subsection, and for said purposes the receipt of such notice by 
the institution shall be deemed to be receipt thereof by such company. If such 
company does not dispose of so much of the stock of the institution, or take such 
other action, or both, as may be necessary to divest itself of such control within 
thirty days after the receipt of such notice, said Board shall, without regard to 
any statute of limitation, institute in the United States district court for the 
judicial district in which the principal office of the institution is located, or in 
the United States District Court for the District of Columbia if such office is 
not located in any judicial district, and prosecute to final satisfaction, an action 
to require divestiture of such control. Process in any such action may run to 
and be served in any judicial district or any place subject to the jurisdiction 
of the United States. In any such action the institution may be made a party 
defendant and in such case the relief granted may, whether or not jurisdiction 
is obtained over such company, include such orders to the institution directing 
sale or other disposition of stock in the institution owned, held, or controlled by 
such company, and disposition of the proceeds thereof, or providing such other 
relief, as may be prayed by the Board or granted by the court on its own motion. 
In any such action any company which is not a corporation may be sued in its 
common name and as a legal entity. Said courts shall have jurisdiction of all 
actions brought under this subsection and, in view of the fact that the questions 
involved are of general public importance, shall hear and determine such actions 
with all reasonable promptness. Any such action shall be brought by the Federal 
Home Loan Bank Board in its own name and may, in the discretion of said 
Board, be prosecuted through its own attorneys. As used in this section, the 
term ‘judicial district’ shall have the meaning ascribed to it by section 451 of 
title 28 of the United States Code. All expenses of said Board under this sec- 
tion shall be considered as nonadministrative expenses.” 

(4) At page 4, (1) strike the word “or” in line 2; (2) at the end of line 4 
strike the period and insert “:; or’; and (8) after line 4 insert the following: 

“(3) to acquire the control of any insured institution without the prior 
approval of the Federal Home Loan Bank Board.” 

(5) At page 4, line 5, after the language ‘‘(d)”, insert the following: 

“Tt shall be unlawful for any company to retain control of any insured institu- 
tion (other than control arising solely by reason of stock in such institution owned, 
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controlled, or held with power to vote by such company continuously on and since 
the effective date of this section and not exceeding the percentage of the total 
stock of such institution so owned, controlled, or held with power to vote by such 
company on said date) while it has control of any uninsured institution. As used 
in the sentence next preceding, the term ‘uninsured institution’ means a building 
and loan, savings and loan, or homestead association or cooperative bank which is 
not an insured institution.” 

(6) At page 6, after line 18, insert the following: 

“(g) Any company which willfully violates any provision of this section or of 
any order issued thereunder shall upon conviction be fined not more than $1,000 
for each day during which the violation continues. Any individual who willfully 
participates in any violation of any provision of this section or of any order 
issued thereunder shall upon conviction be fined not more than $10,000 or 
imprisoned not more than one year, or both.” 


Explanation 

1. As defined in H. R. 4135, the term “company” would mean any corporation, 
business trust, association, or similar organization, but would not include “the 
Federal Savings and Loan Insurance Corporation, any partnership, or any com- 
pany the majority of the shares of which is owned by the United States or by 
any State.” The Federal Home Loan Bank Board is apprehensive that the 
omission of partnerships from this definition might provide a possible loophole by 
which the objectives of the legislation might be defeated, and accordingly recom- 
mends the adoption of amendment (1) above, for the purpose of including part- 
nerships in the definition of “company”. 

2. The definition of “company” excludes any company “the majority of the 
shares of which is owned by the United States or any State”. Since there have 
been in the past, and may be in the future, Government corporations having 
capital stock not divided into shares, the Board recommends the adoption of 
amendment (2) above, to change the word “shares” in this language to “capital 
stock”. 

3. Some technical and strengthening amendments appear to be needed to sub- 
section (e) of pages 4 and 5 of the bill, which subsection relates to the institution 
and prosecution of actions for divestiture. The Board recommends for this 
purpose the adoption of amendment (3) above. The principal object of the 
amendment would be to eliminate the possibility of loopholes through which the 
objects of the bill might be defeated. 

To this end, amendment (3) would broaden the provision that divestment 
actions be brought in the United States district court for the district in which 
the principal office of the insured institution is located. In some instances (as 
in the case of certain of the Territories and possessions) such principal office 
might not be located within the judicial district of any United States district 
court, and in such instances amendment (3) would permit the action to be in- 
stituted in the United States District Court for the District of Columbia. 
Amendment (3) would likewise permit the issuance of orders against the con- 
trolled institution, as well as against the controlling company, thus permitting 
relief in cases where jurisdiction could not be obtained against the controlling 
company or where relief against such company would not adequately cover the 
situation. 

Further, amendment (3) would permit the treatment of unincorporated com- 
panies as legal entities fur the purpose of such actions, and would provide that 
all expenses of the Board under the new section, rather than merely those under 
the subsection relating to divestment proceedings, shall be considered as non- 
administrative expenses. 

4. The Board suggests that the committee give serious consideration to an 
amendment which would require approval of the Board for the acquisition of 
control of one insured institution by a company, and an amendment which would 
prohibit any company from continuing to hold control of any insured institution 
if it holds (except by reason of stockholdings outstanding on the effective date 
of the measure) control of an uninsured savings and loan association. Amend- 
ments which would accomplish these purposes are set forth in amendment (4) 
and amendment (5) above. 

With regard to these 2 suggested amendments, the Board has had recent 
experience with a company which, in addition to controlling a number of banks, 
holds the control of 2 savings and loan associations, 1 insured by the Fed- 
eral Savings and Loan Insurance Corporation and the other uninsured. This 
holding company has engaged in joint advertising of its banking facilities and 
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its savings and loan facilities in the newspapers, and has conducted banking and 
savings and loan operations in the same quarters. Such intermingling of ad- 
vertising and operations is confusing to the public, and the method of business 
followed by this company has constituted, in effect, the use of banks as branches 
of savings and loan associations. The suggested amendments would enable the 
Board to guard against the occurrence of such situations in the future. 

5. Finally, the Board suggests that consideration be given to the advisability 
of ineluding criminal penalties for willful violation of the provisions of the 
measure or of orders issued thereunder, both as to companies and as to indi- 
viduals who willfully participate in such violations. A suggested amendment, 
similar to the first two sentences of section 8 of the Bank Holding Company Act 
of 1956, is set forth in amendment (6) above. 


AMENDMENT NO. 8 
At page 228, after line 18, insert the following new section: 


“§ 410. Insurance of Federal home loan bank members and Federal home loan 
bank membership of insured institutions. 


“(a) After the date of enactment of this section, no institution other than a 
savings bank or an insurance company shall become a member of a Federal home 
loan bank unless such institution is, or not later than its admission to such 
membership becomes, an insured institution, and no institution shall become an 
insured institution unless it is, or not later than its becoming an insured in- 
stitution becomes, a member of a Federal home loan bank. The Federal home 
loan bank membership of an insured institution, or the insured status of a mem- 
ber of a Federal home loan bank, shall terminate automatically and simulta- 
neously with the termination of the insured status of such institution or the Fed- 
eral home loan bank membership of such institution, as the case may be. If, 
on the date of enactment of this section, any insured institution is not a member 
of a Federal home loan bank, the insured status of such institution shall auto- 
matically terminate at the expiration of ninety days after said date, unless at 
such expiration such institution is a member of a Federal home loan bank. 
As used in this section, the term ‘insured status’ means the status of an insti- 
tution as an insured institution. 

“(b) If, after the termination of membership under this section, the insured 
status of the institution is reinstated by the Board or by action of a court having 
jurisdiction to do so in reversing or setting aside such termination, such member- 
ship shall be automatically reinstated at the same time, and such if any adjust- 
ments and payments as may be ordered by the Board shall be made by the insti- 
tution and by the Federal home loan bank involved. If, after the termination 
of insured status under this section, the membership of the institution is rein- 
stated by the Board or by action of a court having jurisdiction to do so in re- 
versing or setting aside such termination, such insured status shall be auto- 
matically reinstated at the same time, and such if any adjustments and pay- 
ments as may be ordered by the Board shall be made by the institution and by 
the Corporation. Upon failure or refusal of an institution to make any adjust- 
ment or payment ordered by the Board under any of the provisions of this 
subsection, the Federal home loan bank membership and the insured status of 
the institution shall automatically terminate at such date as the Board may 
fix, but the Board may extend any such date at any time or times before the same 
becomes final. 

“(c) In the event of termination of membership under this section, the pro- 
visions of the Federal Home Loan Bank Act, as now or hereafter in force, with 
respect to liquidation of indebtedness, return of collateral, surrender and can- 
cellation of capital stocks, and payment for such stock and withholding there- 
from in the case of termination of membership shall be applicable. In the 
event of termination of insured status under this section, the provisions of sec- 
tion 407 with respect to continuance of insurance, examination, payment of 
final premium, and notice to insured members in the case of termination of in- 
sured status shall be applicable.” 


AMENDMENT NO. 9 


Amend title VIII of H. R. 7026 and S. 1451 by inserting therein at an appro- 
priate place an appropriately numbered new section as follows: 

“Sec. —. Section 691 of the Act of March 3, 1901, entitled ‘An Act to establish 
a code of law for the District of Columbia’, as amended (D. C. Code, sec. 26—- 
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404), is hereby amended by adding thereto at the end thereof the following two 
new sentences : 

“ ‘No building and loan association incorporated under the laws of the District 
of Columbia or organized in said District shall establish any branch or move 
its principal office or any branch without the prior written approval of the 
Federal Home Loan Bank Board, and no other building and loan association 
shall establish any branch or move its principal office or any branch in said 
District without such prior written approval. As used in the sentence next 
preceding, the term “branch” means any office (other than the principal office) 
of a building and loan association at which accounts are opened or payments 
thereon are received or withdrawals therefrom are paid, or any other office or 
place of business of a building and loan association which is defined by regula- 
tions of said Board as a branch within the meaning of this section; and as used 
in said sentence and in this sentence the term “building and loan association”’ 
means any incorporated or unincorporated building, building or loan, building 
and loan, savings and loan, or homestead association, or cooperative bank, but 
Shall not include any Federal savings and loan association.’ ” 


Explanation 


The above amendment has been drafted for the purpose of providing authority 
for the regulation of the establishment of branches by District of Columbia 
building and loan associations. 

At present, there are 27 institutions of the savings and loan type in the District 
of Columbia. Im addition, there are two other such institutions which do not 
have their home office or principal office in the District but which have one 
branch each in the District. Of these 27 institutions, 10 are Federal savings 
and loan associations and 17 are District of Columbia building and loan associa- 
tions. 

The Federal Home Loan Bank Board is the examining and supervisory au- 
thority for the District of Columbia building and loan associations and for all 
Federal savings and loan associations. Under the broad provisions of section 
5 of the Home Owners’ Loan Act of 1933, it has adequate power to regulate the 
establishment of branches by Federal savings and loan associations. However, 
it does not have similar power with respect to the establishment of branches 
by District associations, or with respect to the establishment in the District of 
branches by foreign building and loan associations which have been admitted to 
do business in the District. 

It is true that the statutory provisions embodied in subsection (c) of section 
26-103 of the District of Columbia Code provide that no building association 
(other than those engaged in and doing a building-association business on March 
4, 1933) shall do a building-association business or maintain any office in the 
District of Columbia until it shall have secured the consent of the Board. It 
is, however, the opinion of the Board’s legal counsel that this subsection, when 
considered in the light of its legislative history and in the light of the express 
authorization in subsection (b) of said section for the regulation of the estab- 
lishment of branches for the conduct of banking or fiduciary business, relates to 
the commencement of business by building and loan associations in the District 
and does not confer on the Board authority to regulate the establishment of 
branches by building and loan associations already doing business in the District. 

There is thus an anomalous situation in the District, in that there are therein 
two groups of essentially similar institutions under the supervision of the Board, 
with respect to one of which groups the Board has adequate authority to regu- 
late the establishment of branches, but with respect to the other of which groups 
the Board has no authority with respect to the matter of branches. 

The Board’s existing policy, which has been in force for a number of years, 
is to apply in general the same standards to branches of Federal savings and 
loan associations as the statutory standards applicable to the chartering of new 
Federal associations. 

Under this approach, it is the policy of the Board not to approve the establish- 
ment of a branch by a Federal savings and loan association unless in the judg- 
ment of the Board a necessity exists for such a facility in the community to be 
served, nor unless there is a reasonable probability of its usefulness and success, 
nor unless it can be established without undue injury to properly conducted 
existing local thrift and home-financing institutions. However, under the 
existing law a District of Columbia building and loan association would, for 
example, be free to establish a branch even though the establishment of the 
branch would clearly cause undue injury to other properly conducted associ- 
ations. 
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The above-proposed amendment would deal with the situation by providing 
that no building and loan association incorporated under the laws of, or organ- 
ized in, the District of Columbia shall establish any branch or move its principal 
office or any branch without the prior written approval of the Board. A for- 
eign association doing business in the District would likewise be prohibited 
from establishing any branch, and from moving its principal office or any branch, 
in the District without such prior written approval. It is believed to be essen- 
tial to cover the moving of offices as well as the establishment thereof, since 
the questions of necessity and of undue injury to other institutions may be as 
closely involved in cases where an association wishes to move an existing branch 
as in cases where it wishes to establish a branch. 


TECHNICAL AMENDMENTS 


Page 196, lines 32 and 33, strike the language “separate and independent claims 
or causes of action” and in lieu thereof insert the word “cases” (the provisions 
of subsection (c) of sec. 1441 of title 28 of the United States Code, with respect to 
removal of causes, provide for removal of the entire case rather than merely for 
the removal of the separate or independent claim or cause of action involved). 

Page 200, line 31, strike the word “terminating” and in lieu thereof insert the 
language “the termination of” (this amendment is needed in order that it may 
be clear that the provisions involved apply in cases of involuntary as well as 
voluntary termination of employment). 

Page 204, line 4, strike the double quotation marks setting off “Federal savings 
and loan associations” and in lieu thereof insert single quotation marks (this 
amendment would correct a typogr ogee al error). 

Page 216, lines 3 and 4, strike the language “separate and independent claims 
or causes of action” and in lieu thereof insert the word “cases” (the same 
explanation as in the case of the amendment to p. 196, lines 32 and 33, applies 
here also). 

Page 217, line 6, delete the language “section 302 of” (pending legislation, H. R. 
8332, introduced June 24, 1957, would, if enacted, change the arrangement and 
section numbering of the Government Corporation Control Act, and it would 
appear to be advisable to delete this section-number reference, leaving the refer- 
ence to apply to that act as a whole). 

Page 221, line 19, at end of line, strike “regu” and insert “regu-” (this amend- 
ment would correct a typographical error). 

Page 224, line 15, at beginning of line, strike “timed” and insert “time” (this 
amendment would correct a typographical error). 

Page 247, line 20, after “member”, insert a comma (this amendment would 
make a technical change in punctuation). 

Page 247, line 23, strike “bank corporation” and insert “bank, corporation” 
(this amendment would correct an error in punctuation). 

Page 247, line 23, after “member”, insert a comma (this amendment would 
make a technical change in punctuation). 


Mr. Roserrson. Thank you very much, sir. That concludes my 
statement. 

The Cuatrman. Mr. Robertson, the most controversial section of 
the bill refers to branches. Will you tell us the practical effect of the 
House bill and the Senate bill with regard to the establishment of 
branches, how that will affect the various States? 

Mr. Roserrson. I shall ask Mr. Hallahan to answer that. 

Mr. Hatianan. Mr. Chairman, I don’t have a detailed breakdown 
with respect to every State, but as was explained when Mr. Robertson 
read his statement veste ‘rday, the provisions of the Senate- pi ussed bill 
would restrict branches of Federal sav ings and loan associations to 
the pattern which is applicable to State- chartered savings and loan 
associations and State-ch: irtered mutual savings banks. 

The provisions contained in the bill introduced by Congressman 
Brown would add the branch patterns of State-chartered commercial 
banks. 








902 FINANCIAL INSTITUTIONS ACT OF 1957 


One of the difficulties that exists in this question of branches for 
Federal savings and loan associations is probably most graphically 
illustrated in the case of the State of Florida. 

Now, the State of Florida permits no branches for either its State- 
chartered savings and loan associations or its State-chartered com- 
mercial banks but, notwithstanding that fact, in the State of Florida, 
as I am sure the gentlemen of this committee well know, chain and 
group banking is very prevalent and has been prevalent for a long 
time. So, rather than being able to obtain branches, the interested 
institutions, at least in the case of commercial banks, are able to either 
purchase or obtain charters of additional banks, so their facilities, 
and the service to the people which they render, are increased in that 
manner. 

The Board feels that this is a practical problem of a competitive 
nature which our institutions would be required to face and, as stated 
under the Board’s policy, where State-chartered associations, savings 
and loans, or mutual savings banks or commercial banks are not 
allowed to have branch banking, nor is chain or group or affiliate 
banking practiced, the Board does not grant branches to Federal sav- 
ings and loan associations in most States. 

he CuatrmMan. How could you govern chain banking? Isn’t chain 
banking merely the result of an individual or corporation purchasing 
stock in two or more banks? 

Mr. Hatianan. That is correct. 

The Cuamrman. What control would the Government have over an 
individual who desired to purchase stock in two or more banks? He 
would have that right, would he not—and it may result in a monoply. 
If it did, I presume the Government couldn’t control that. 

Mr. Hatianan. No; not on the part of individuals. On the part of 
corporations, I assume, under the holding company bill, which be- 
came law recently, that could be done. But the holding company 
device, Mr. Chairman, would be another illustration of the corporate 
acquisition of additional charters, where branches are prohibited. 

The Cuatrman. Would it be difficult to contro] an individual who 
wanted to purchase stock in two or more banks? 

Mr. Hatuanan. Yes, sir; after the charters were granted. 

The Cuarrman. You will give us a statement, then, as to the author- 
ity of savings and loan associations to establish branches in the various 
States under the new amendments ? 

Mr. Hatianan. I think we have those statements now, Mr. Chair- 
man, if you want them for the record. 

The Cuatrman. You may put it in the record. 

(The statements referred to are as follows:) 

In the following 33 States, under S. 1451, Federal savings and loan associa- 
tions could be granted branches: 


Alabama * Maryland Ohio 

Arizona Massachusetts Oklahoma 
California Michigan Oregon 
Colorado Minnesota Pennsylvania 
Connecticut Missouri Rhode Island 
Delaware Montana South Carolina 
Idaho Nebraska Texas 
Indiana Nevada Utah 

Kansas New Jersey Vermont 
Louisiana New York Virginia 
Maine North Carolina Washington 


1 Only in Jefferson County. 
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In the following 15 States, under S. 1451, Federal savings and loan associations 


would be denied branches: 


Arkansas Kentucky South Dakota 
Florida Mississippi Tennessee 
Georgia New Hampshire West Virginia 
Tilinois New Mexico Wisconsin 
Jowa North Dakota Wyoming 


In the following 40 States, under H. R. 7026, Federal savings and loan associa- 
tions could be granted branches: 


Alabama * Maryland Oklahoma 
Arizona Massachusetts Oregon 
Arkansas Michigan Pennsylvania 
California Minnesota Rhode Island 
Colorado Mississippi South Carolina 
Connecticut Missouri South Dakota 
Delaware Montana Tennessee 
Georgia Nebraska Texas 

Idaho Nevada Utah 

Indiana New Jersey Vermont 
Kansas New Mexico Virginia 
Kentucky New York Washington 
Louisiana North Carolina 

Maine Ohio 


In the following 8 States, under H. R. 7026, Federal savings and loan asso- 
ciations would be denied branches: 


Florida New Hampshire Wisconsin 
Illinois North Dakota Wyoming 
Iowa West Virginia 


If H. R. 7026 were amended so as to permit, in addition, branches of Federal 


savings and loan associations in States where State savings and loan associa- 
tions, mutual savings banks, or commercial banks or trust companies are, either 
by statute or by practice in the absence of statutory prohibition, permitted to 
engage in chain, group, or affiliate operations, Federal savings and loan associa- 
tions could be granted branches in the following 45 States: 


Alabama * Louisiana North Dakota 
Arizona Maine Ohio 
Arkansas Maryland Oklahoma 
California Massachusetts Oregon 


Colorado Michigan Pennsylvania 


Connecticut Minnesota Rhode Island 
Delaware Mississippi South Carolina 
Florida Missouri South Dakota 
Georgia Montana Tennessee 
Idaho Nebraska Texas 

Illinois Nevada Utah 

Indiana New Jersey Vermont 

Iowa New Mexico Virginia 
Kansas New York Washington 
Kentucky North Carolina Wisconsin 


If H. R. 7026 were amended so as to permit, in addition, branches of Federal 
savings and loan associations in States where State savings and loan associa- 
tions, mutual savings banks, or commercial banks or trust companies are, either 
by statute or by practice in the absence of statutory prohibition, permitted to 
engage in chain, group, or affiliate operations, Federal savings and loan associa- 
tions would be denied branches in the following 3 States: 


New Hampshire West Virginia Wyoming 





1 Only in Colbert County and in counties with a population of 200,000 or more, and within 
specified circumstances, in Lauderdale County. 
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The Cuarrman. We had set 2 days for the hearings on the Federal 
Home Loan Bank Board. If we don’t get through ‘this morning, we 
will have a meeting tomorrow afternoon, , if we can arr ange it, and will 
have the members of the Home Loan Bank Board return tomorrow. 
We will put the witnesses back on the stand in the afternoon if we don’t 
conclude in the morning. But I hope we can proceed on schedule to 
consideration of the bill. 

Dr. Talle, do you have any questions / 

Mr. Tauix. Thank you, Mr. Chairman, I have no questions at this 
time, but I should like to say to the members of the Home Loan Bank 
Board that I am grateful for your testimony and I am delighted to see 
that all of you are looking so well, and TI wish you a happy and prosper- 
ous year. 

The Cuarrman. Mr. Brown. 

Mr. Brown. Mr. Hallahan, are you seeking the same powers with 
reference to savings and loan associations as to commercial banks ? 

Mr. Hariauan. Yes, sir. 

Mr. Brown. Then why would you object to that ? 

Mr. Hatianan. There is no question but what the provisions of 
your bill are, at least in the Board’s mind, as stated in Mr. Robertson’s 
statement, more fair and equitable than the provisions in the Senate 
bill. 

Oue of the States, for example, that the provisions of your bill would 
not give relief to would be, for instance, the State of Florida, and 
possibly in your own State likewise, where holding-company opera- 
tions are practiced. 

The basic problem in this respect, regarding branches—it just hap- 
pens to be one of the hard economic realities of life, as the committee 
well knows, that the great metropolitan areas, the great urban areas, 
throughout the country, have been experiencing a large outflow of 
population into suburban and peripheral areas, and you have institu- 
tions which have been chartered—and the same Raval be true of com- 
mercial banks and savings banks—which have been serving people in 
the hard core of the cities. Those same people whom they are servic- 
ing are now going out into the suburban areas. I would assume that 
is one of the basic problems which has arisen in New York State with 
respect to its current consideration of branch and holding-company 
legislation. 

Mr. Brown. [have no further questions. 

The Cuatrman. Mr. McDonough. 

Mr. McDonovucu. No questions. 

The Cuatrrman. Mr, Patman. 

Mr. Parman. I would like to ask the chairman of the board about 
its policy concerning insurance being made available to borrowers from 
the home-loan bank associations. Do you encourage people to take life 
insurance to cover the amount of their indebtedness ? 

Mr. Rogertson. The board has no policy on that subject. 

Mr. Parman. It has no policy for or against it? 

Mr. Rosertson. That is right. 

Mr. Parman. You certainly would not look with disfavor on a 
borrower carrying insurance? 

Mr. Rosertson. No, it has become rather a common practice, and 
we would have no objection to it. 
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Mr. Parman. You issue no regulation for or against it? 

Mr. Rosrertson. I am sure we do not. 

Mr. Hatxanan. No, Mr. Patman, there are no regulations which the 
Board has issued prohibiting this. It has been the custom of many 
associations to do this. In our examinations we know that institu- 
tions are doing it, and it is one of those matters which does not re- 
quire regulations, actually. We recognize it is going on, and cer- 
tainly give no discouragement to it because it actually affords addi- 
tional protection for the mortgagor as well as to the institution. 

Mr. Parman. I agree with you. I would like to read a paragraph 
of a letter I have received, which disturbs me. 

Through the control of huge assets, the large life-insurance companies are 
able to perpetuate insurance sales using means not available to the smaller 
companies. For example, it is a well-known fact that a loan may be secured 
from the X life-insurance company for the purchase of a house only if the 
applicant also buys a rather high-premium insurance plan. More and more 
agencies and other large companies receive lists of mortgage commitments as 
prospect lists. 

That is controlled business. But you can see what a tool this is in the hands 
of their agents. 

Have you had occasion to frown upon that practice at all, Mr. 
Chairman ? 

Mr. Rosertson. No, I don’t believe that practice would touch us 
at all. I think that is a practice of the insurance company which 
makes the loan and writes the insurance. 

Mr. Parman. But. you would not give your consent to an association 
to encourage a large company to tie a sale of life insurance with the 
granting of the loan, would you? 

Mr. Ropsertrson. No. 

Mr. Parman. You would not encourage that ? 

Mr. Roperrson. No. 

Mr. Patman. And you would frown upon it; you wouldn’t like it? 

Mr. Roserrson. Quite right. 

Mr. Patrman. I think the Federal Trade Commission and the 
Department of Justice have at different times taken a look at this 
thing, and threatened to take action against these insurance com- 
panies if it isn’t stopped, have they not? 

Mr. Roserrson. | don’t know, sir. 

Mr. Parman. I have only a limited time, Mr. Chairman, but I have 
a lot of questions I want to ask these gentlemen. You see, they have 
suggested 19 substantial changes in this bill, and these are rather 
far reaching. 

For instance, one of these would give the Board here in Washing- 
ton a lot of power. It takes the autonomy away from the regional 
banks, as I see it, and places the authority here in Washington. I 
think that is going rather far, and we are going to have to look into 
this rather carefully, I believe. 

What I am referring to is in one of the changes recommended by 
the staff, or pointed out by the staff, to the effect that on page 177 of 
the committe print of the bill there is this language : 

The Board shall have power by regulation or otherwise to define for the 


purposes of this subsection management or home financing policy of a character 
inconsistent with sound economical home financing for the purposes of this act. 
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I would like to know how far that goes. It occurs to me that gives 
you the absolute power to overrule the regional banks, and it places 
tremendous power in the Board here in Washington, a power that 
you have not had in the past. 

Is that assumption correct or incorrect, Mr. Robertson ? 

Mr. Roszertson. Well, I would think, sir, that that would not be 
our idea. We feel—and I would like to be corrected by my associates 
if I am wrong—that the fundamental authority rests with the Board 
here in Washington; that the authority of the district banks is 
limited—specific authority is limited largely to the extension of credit, 
but the matter of regulations and the interpretation of the statutes 
rests with this Board, and is transmitted by the Board 

Mr. Parman. I understand my time has expired; when I get around 
to you again I will want to ask you other questions. But I hope 
some member will ask these members of the Board if they were con- 
sulted in writing this bill. If they were consulted, it occurs to me 
they would not be offering 19 substantial changes. I just wondered 
who dictated the writing of the amendments in this bill. 

The Cuairman. Mr. Widnall. 

Mr. Wipnautut. Mr. Robertson, I note on the bottom of page 13 that 
the Board requests a new provision with respect to the conversion of 
insured institutions from mutual to nonmutual operation. There has 
been a great deal of discussion on this question for several years, and 
I believe that several bills are pending. 

Let me first ask, if you believe the language you have requested 
will completely resolve the problem and make it certain that all con- 
versions will be completely equitable to the mutual savers and without 
any possible windfall to the inside management. 

Mr. Rosertson. That would be the purpose of the Board, to see 
that those conversions were made equitably. Now, whether it is 
possible that you would have complete equity is hard to say in ad- 
vance. But that would be the intent and the purpose of it. 

Mr. Wiwnatt. That was going to be my next question, whether it 
was possible, as a practical matter, to develop a formula that would 
be fair to all parties as well as being workable. 

Mr. Rosertson. It would be difficult, but I think it would be 
possible. ’ 

Mr. Wiwnatu. Wouldn’t it be a more clear-cut position if we 
solved it by saying that a mutual institution must remain mutual 
and a stock institution a stock association? In other words, would 
the Board object if we simply said we couldn’t continue the insurance 
of accounts of institutions which converted ? 

Mr. Roserrson. It would certainly be simpler, and I doubt if the 
Board would object. 

Mr. Wrnatt. I feel that would be a better solution, because it 
wouldn’t affect any of the existing stock companies and it wouldn’t 
prevent the formation of new ones. It would simply say that a 
mutual institution can’t change its operation to the nonmutual type. 

Mr. Ropertson. It would be easier that way. 

Mr. Wipnatt. Another matter: In recent months a number of sav- 
ings and loan associations that are not members of the Federal Sav- 
ings and Loan Corporation have been advertising that their accounts 
are insured. In the small type of these ads it is indicated that this 
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is commercial insurance, to the extent of $10,000, and the format of 
the ad is such that you would almost think it was FDIC insurance. 

I understand that two leading companies in the field are not Ameri- 
can companies and that they are established in Panama and Morocco. 
Does that situation exist ? 

Mr. Ropertson. Yes, sir; it does. 

Mr. Wipnatu. Has the Board made investigation of the position 
of these companies, to tell whether or not the insurance programs 
are adequate protection for the public? 

Mr. Rosertson. We made inquiries but we do not have any real 
information. The information is apparently very hard to get, and 
such as we have received has been very sketchy. 

Mr. WipNnAL. Have you seen these ads? 

Mr. Ropertson. Yes; I have. 

Mr. Wipnatt. Do you not think that they tend to mislead the 
public? 

Mr. Rosertson. I am sure they do. 

Mr. Wwwnatt. I think we all realize we cannot control State- 
chartered institutions, but could we not at least prohibit a savings 
and loan association which is a member of the Federal Home Loan 
Bank System from using and advertising commercial insurance, since 
that is not fully sound and approved by the Board ? 

Mr. Rosertson. I don’t know that I can answer that question 
categorically. 

Mr. CreicutTon. You might make it a condition that that would 
be a condition for removal of membership if they did that. Or you 
might make it a condition of membership that they should agree 
to do such thing. 

Mr. Roszertson. Mr. Widnall, at the moment, there are no mem- 
bers using that insurance. Those which do are nonmembers and non- 
insured State institutions over which we have no jurisdiction. 

Mr. Wwnatt. This, again, is a case where we could lock that barn 
door before the horse is stolen. 

Mr. Ropertson. Yes. 

Mr. Wiwnatu. Thank you very much, Mr. Chairman. 

The Cuarrman. Mr. Rains. 

Mr. Rarns. I have a question or two, Mr. Chairman. 

The other day, in testimony before the Housing Subcommittee, 
the question of a large savings and loan association in the State of 
Massachusetts arose. 

The president of a savings and loan association in Massachusetts 
gave an outstanding bit of testimony. 

Among other things, he suggested that in the light of the fact that 
the Federal Reserve Board is so powerful in the control of the flow 
of credit, and since the Home Loan Bank Board and therefore the 
member institutions of the Savings and Loan Board are dependent 
largely on the flow of credit, he suggested it would be wise to have 
a member of the Home Loan Bank Board as a member of the Federal 
Reserve Board. What do you think about it ? 

Mr. Ropertson. I saw that suggestion. I think we would be honored 
to be on that Board. I feel, however, that our contacts with the 
Treasury Department and with the Federal Reserve Board, and with 
the Council of Economic Advisers, with all of those elements, are 
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such that we can make ourselves felt probably as effectively as we 
could be if we were represented on the board itself. 

Mr. Rains. Of course, the Home Loan Bank Board—perhaps the 
situation has changed somewhat—but in recent years it has been my 
observation that it has been controlled in the main by the Treasury, 
the Comptroller of the Currency. 

So, since you and the savings and loan institutions have such a vital 
stake in the action of that Board, I was rather intrigued with his 
idea and could not see any real objection to it. 

You say you would be honored to be represented on the Board, 
but I would like to drop that as a thought worth this committee's 
thinking about, if it has any merit. 

One other thing. I know, of course, that over the years there has 
been opposition to savings and loan institutions buying land for de- 
velopment, and later for housing. Among that opposition has been 
our distinguished chairman, who is very potent, and some of the rest 
of us. 

What do you think of the new idea advanced that they would not 
buy the land, but instead would develop land itself, would lend the 
money to develop the land with / 

The development of land is one of the great problems we are having 
with getting housing started. Do you think it would remove the 
danger to the sav ings and loan institutions to let them lend money 
to the roper kind of builders to develop land under the condition that 
it is ain used for housmg purposes / 

Mr. Rosertson. I am not acquainted with the history of that dis- 
cussion and do not think I could answer it very helpfully. Mr. 
Hallahan ? 

Mr. Hauianan. Well, I think it basically goes back—the back- 
ground of this situation probably goes back to the depression days, 
when it was ev erybody’s experience that the worst asset that you could 
have if you were a lending institution was one that didn’t produce any 
income. 

As a result of that, in the operations of our institutions, the Federal 
savings and loan associations, they have been restricted from 
investing or loaning on properties which did not produce an income, 
and as you all know, raw land does not produce any income. 

I presume that the question which Mr. Rains raises is whether, 
rather than investing in land for this purpose, whether it would be 

rudent and sound to permit associations, under some limitations, to 
fo an for this purpose. 

Mr. Rains. Yes. 

Mr. Hatuanan. Now, as I understand it, in the case of some State 
associations, in some States—California would be one State—their 
State-chartered associations are permitted to do so. I think in the 
case of California they are permitted to invest a small part or pro- 
portion of their reserves in land for this purpose. 


The question, in this respect, is basically, Is it sound and prudent? 

Mr. Rains. I would think it would be if you had the proper restric- 
tions tied to it, so that it would get into the prouction of homes early. 
I would not favor leavi ing it unproductive e, and I would not favor 
them buying it and owning it. But with proper safeguards, it would 
seem to me if it could be worked out, it would be a ‘safe investment 
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and would mean early income, and at the same time help greatly in 
getting development of land which is needed to get housing under- 
wa 

Mr. HaALLanan. That is not a problem, Mr. Rains, for big builders, 
because I think big builders either own or have options to own land 
3 to 4 to 5 years ahead. It would be for small builders. 

Mr. Rarys. I am thinking of the little builder. One of the troubles 
we are having is that the little builder is being squeezed out and the 
big ones can still operate. 

I would follow up with one question about something Mr. Widnall 
asked, which I believe is very important; that is, that the savings 
and loan associations, once they are mutual, not be allowed to change 
to stock org: anizations, because in doing that, are they not allowed then 
to split the stock to take out part of the proceeds, and so forth? Can 
they do it under Federal charter ¢ 

Mr. Rozertrson. No, they cannot. 

Mr. Ratns. But they can if it is a State charter? 

Mr. Rosertson. That is correct. 

We do not like the idea for many reasons. We do not feel that 
the form of operation should be permitted to change with the eco- 
nomic climate. Our thought would be, if we were given the power to 
regulate it, to make those regulations such that a conversion would 
not be attractive. 

Incidentally, Mr. Dixon has had a slight throat difficulty and finds it 
difficult to speak. If there are any questions which you would like to 
direct particularly to him, we can arrange to have those answered 
later. Or if there are any questions that Mr. Hallahan and I cannot 
answer, we shall ask Mr. Dixon to write them up and submit them 
later. 

The Cuarrman. Mr. Betts. 

Mr. Berrs. This may not be too important. I was just wondering, 
is it desirable wherever possible to have the same statutory regulation 
apply to banks and loan companies? I was thinking of your remarks, 
Mr. Hallahan on branch banking, and the same with respect to removal 
of directors. 

You have come up with a suggestion that would change the method 
of appeals; isthat right? Directly to the court of appeals ? 

Mr. HaLianan. That is right. 

Mr. Berrs. In the interests of simplification, is there any area in 
which there could be one common statute that would apply to both 
banks and savings and loan associations ¢ 

Mr. Hatianan. Of course, that is the determination that you gen- 
tlemen are about to make. 

With respect to—— 

Mr. Berrs. May I interrupt just a moment? 

Your remark concerning Mr. Brown’s bill, is that approaching that 
area / 

Mr. Hatianan. I think with respect to the manner in which you 
have asked your question, yes. I think the provisions of Mr. Brown’s 
bill with respect to branches, as far as branches are concerned, more 
than just approaches it. I think it would come close to hitting it right 
on the nose. 
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With respect to review procedures, I would assume that, ordinarily, 
if the review procedure is good enough for one phase of this operation, 
it should be good enough for any of the others, because basically the 
problems are the same. 

You asked me whether I think the review should be the same in both 
eases. I wouldsay “Yes.” 

Mr. Berrs. So far as removal of directors, I do not suppose there 
would be any difference there; would there? 

Mr. Ha.ianan. No, but without attempting to speak for the 
banks—— 

Mr. Berts. I understand that. 

Mr. Hauianan (continuing). With respect to this matter of re- 
moval of directors, as our chairman has testified, one of the problems 
in that regard which we see is that if there is a good cause for removing 
a director—in other words, if he has his hands in the till, or if he is 
engaging in self-dealing or doing something else which results, or 
might result, in the dissipating of the assets of the institution—we 
think that the course of prudence would dictate that that particular 
person, or any other persons so engaged, should be removed from the 
institution, rather than having a statutory requirement which said 
“You have to warn him first.” 

Now, in our operations, we examine our institutions once a year, so 
usually what we find has already taken place, because that. is the na- 
ture of the examination process. 

In a process in which you find, by postaudit and postexamination, 
how the affairs of a particular institution have been conducted, and 
if we find there are people of this character on the boards, or officers 
of .institutions, then we believe they should not be permitted to do 
these acts once and then have to catch them the second time. 

If the acts are so bad in themselves that their doing them once is 
sufficient cause for removal, we think they should be removed. You 
don’t have to give anybody a warning against stealing or embezzle- 
ment, or self-dealing, or these other things. Those are just inimical 
to the positions which they occupy. 

Mr. Berrs. Now, to make it clear in my mind, the proposed law, 
proposed bill, does not have that provision. In other words, you have 
to give them a warning. Is that correct? 

Mr. Hatianan. That is correct. That is not under the present law, 
but under the bill as you have it here. As far as the present law is 
concerned, in our case, we don’t have that problem. We don’t have 
any specific provision in it. 

But I think in the case of the banks, I believe there is a warning 
requirement. But that is one of the fundamental problems in this 
respect. 

You have people who are handling the investment of other people’s 
money. Are there certain offenses or actions which they either com- 
mit or pursue, which in and of themselves should disqualify them 
from further membership, or do you want them to be warned and do 
it the second time they do it ? 

Mr. Berrs. In other words, you want to take care of it in one bite? 

Mr. Hautianan. To put it another way, would you feel secure if the 
funds which you invested in an institution were being managed and 
directed by people of this character? That is another way to put it. 
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Mr. Berts. I think you have made an excellent statement as to the 
‘problem. 

Mr. Hasxanan. That is the problem as we see it. 

The Cuairman. Your time has expired. 

Mr. Multer. 

Mr. Mutter. Thank you, Mr. Chairman. 

May I at the outset compliment the gentlemen for the example they 
are setting to the other agencies. It is very rare to have three mem- 
bers of a board come before us. Usually, only one comes before us, 
and we do not have a chance to address our questions to the others. I 
hope the other agencies will follow your example and submit them- 
selves as a board, rather than sending a representative. 

I think that is typical, however, of the manner of your operations. 
From the small number of complaints that come to Members of Con- 
gress about your Board. I think it is safe to say that you have been 
doing an excellent job. 

Now, may I direct myself to your statement, Mr. Robertson, which 
you have read for the members of the Board. 

You start with the assumption that there is no need of discussing in 
detail those provisions of the bill on which your Board is in 
agreement. 

May I direct your attention to the fact that we are proceeding a 
little differently than they did on the Senate side. You will re- 
member the Senate had a staff study and an advisory committee of 
nonmembers of the Senate, who made a study and reported back, and 
then they had their public hearings. 

We have not had the benefit of that. We have had the Senate bill 
before us, and the Brown bill, which is the Senate bill with some 
changes, 

Our staff has prepared and submitted to us a committee print, 
which shows the changes in existing law as would be effected if the 
Senate bill were enacted, but we have no comparison of the changes 
between the Senate bill and the Brown bill and existing law. 

It may very well be that there are changes in this act as it affects 
your Board and the savings and loan associations, that this com- 
mittee may not be in agreement with, and that your Board, neverthe- 
less, is in agreement with. 

Of course, your Board is primarily concerned with titles IV, V, 
and VI of the bill, and addressing ourselves just to those three titles, 
could your Board prepare for us a statement showing the reasons for 
each of the changes suggested, either in the Senate version or the 
Brown version of the bill we have before us, from existing law, with 
the reasons why you support such changes ? 

Mr. Ropertson. Yes, sir. 

Mr. Mutter. Could we have your views on that? 

Mr. Rosertson. Yes, sir. 

Mr. Mutter. I know to the extent that I have made comparisons, 
there are some of those sections, some of the changes, that, I might 
not be prepared to go along with. I might change my mind if I 
see the reasons why the Board is prepared to support them. 

Mr. Ropertson. We shall do that. 

Mr. Mcvrer. I am sure they will prove helpful to us. 

Now, the whole concept of savings and loan associations has 
changed over the years, has it not, Mr. Robertson ? 
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Mr. Roserrson. Well, I am sure it has. They have grown very 
rapidly, and I am sure they have changed. 

Mr. Mutter. Originally, they were small local institutions of 
friends and neighbors in an immediate community, taking the savings 
of those neighbors and friends and reinvesting them in the imme- 
diate community. 

Mr. Rozerrson. There are many of those remaining, but they are 
the small ones. In size. But there are a great many of them. 

Mr. Haxxaran. I think the basic concept hasn’t changed, Mr. 
Multer, which is the promotion of thrift and home financing. 

I think the institutions have grown as our country has grown, but 
I think on the whole they still invest their funds in their own 
communities. 

Mr. Motrer. I wonder how true that is. I accept your amend- 
ment of my statement that the basic concept of promoting thrift is 
still behind the entire movement and the entire operation, but is it 
not a fact that in many of the large cities today most of the funds 
which come from the people living in those communities are being 
invested outside of the immediate communities / 

Mr. Hatxanan. No, sir, there you get back to this present-day 
living. When you are dealing with the large cities—and let’s take— 
now, New York may be an exception, but I wouldn’t put it in the 
exception category necessarily, 

Let’s take Chicago, Philadelphia. We have a requirement that any 
institution which is insured by the Federal Savings and Loan Insur- 
ance Corporation shall lend its funds within 50 miles from its home 
office. 

There are certain exceptions to that. And one of them is a statu- 
tory exception, in the case of GI loans. In that case, they could ex- 
ceed those limits. 

Mr. Mourtrer. And FHA. 

Mr. Hatxianan. In the case of FHA, they can go a hundred miles, 
but not beyond, without approval of the Board. 

But as a matter of practice, in most of these large communities— 
Los Angeles, Chicago, Philadelphia—as I see, to a great degree in 
New York, although there are some New York institutions that are 
investing funds outside—those funds are basically being loaned in 
their own metropolitan areas. 

Mr. Mutter. Do we not get into a conflict of competition between 
the State institutions and the Federal institutions where the State in- 
stitutions can go outside of the immediate community ? 

Mr. Hatxianan. If they had that authority and actually were ex- 
ercising it prior to 1934, they can still exercise it under our statutes 
and regulations. 

The Cuarrman. Mr. Mumma. 

Mr. Mumma. I pass for the present. 

The CuHatrMan. Mr. Barrett. 

Mr. Barrerr. No questions, Mr. Chairman. 

The Cuatrman. Mr. McVey. 

Mr. McVey. Thank you, Mr. Chairman. 

I would like to ask Mr. Hallahan to repeat what he has said about 
the conditions regarding branch banking in the State of Florida. 
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Mr. Hautanan. Mr. McVey, what I said was in the case of Florida, 
they do not permit branch operations for any of their State chartered 
financial institutions, whether savings and Joan associations or com- 
mercial banks. But as a matter of practice, holding company and 
group and chain banking is and has been prevalent in the State of 
Florida, and those who are engaged in that practice are able to secure, 
either by purchase or new charters, additional facilities. 

Now, when you are talking about branches, you are speaking about 
additional facilities. And we have followed the policy that where 
that practice actually exists, we would treat it as branching and per- 
mit branches of our institutions. 

Mr. McVey. Do you find that policy existing in Illinois? 

Mr. Hanntanan. No, sir, we permit no branches of Federal savings 
and loan associations in the State of Illinois. 

Mr. McVey. What is the difference between the laws of the State 
of Illinois and Florida? 

Mr. Haxianan. I believe there are no differences in the law, Mr. 
McVey, but there is a difference in the practice. To our knowledge, 
bank holding-company operations in the banking field are not prac- 
ticed in the State of Illinois, and therefore we permit no branches of 
Federal savings and loan associations in the State of Illinois. 

Mr. McVey. Would it be too much, Mr. Hallahan, to ask for your 
feelings with regard to branch banking ? 

Mr. Hartianan. Well, as I said, Mr. McVey, with respect to 
branches—we should look at the conditions which actually exist, and 
I am sure they exist in the banking field as well as in our field. Let 
us take the city of Philadelphia, for instance—and I am sure that 
some of the studies which your Housing Subcommittee has been mak- 
ing would bear this out—in a number of areas—and it is true in New 
York City and other great metropolitan areas—you lave a gradual 
disintegration of the habitable core of these large metropolitan areas; 
and, as a result, a great deal of the population is moving out into the 
suburbs. It is true right here in Washington; it is true in Chicago; 
it is true in Los Angeles; it is true in any large city that you can men- 
tion. All of the new building is going on in the suburban communities. 

Now, our institutions, and I would assume the same to be true of 
the banks, have been accepting the savings of the people in their 
present offices—in our case we are taking those savings and investing 
those in homes which are being built in the suburban peripheral areas 
of these great metropolitan areas. 

We would like to go out with the people and continue to serve 
them. 

Mr. Brown. Will you yield? 

Mr. McVey. I yield. 

Mr. Brown. It is my understanding that savings and loan asso- 
ciations, under present law, cannot establish any branches now in 
Florida; isn’t that true? 

Mr. HatiaAnan. State chartered cannot, Mr. Brown. We have 
permitted Federal associations to do it, because they have a group 
and bank holding company operation in the State. 

Mr. Brown. They don’t have branch banking, though ? 

Mr. Hattanan. No; they don’t have any branch banking. They 
use the other facilities. But those are the facts of life, Mr. McVey. 
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Mr. Brown. You treat them just like they treat the banks in 
Florida ? 

Mr. Hatianan. That is right. 

Mr. McVey. Thank you, Mr. Chairman. 

The Cuarman. Mrs. Sullivan. 

Mrs. Sutuivan. I have no questions at this time, Mr. Chairman, but 
I would like to ask Mr. Robertson, of Mr. Hallahan, is it possible to 
have a list of the locations of all the Federal home loan banks ? 

Mr. Rosertson. Yes. 

Mrs. Sutiivan. I don’t have one in my files, and I would be in- 
terested in having one. 

Mr. Ropertson. We have a printed list which we shall be glad to 
send you. 

Mrs. Sutiivan. Thank you. 

The Cuarrman. Mr. Bass. 

Mr. Bass. Mr. Robertson, I am referring to the statement which 
you made on page 1 of your prepared testimony, reading as follows: 

The provision of both bills relate to a Federal home loan bank member which 
does not have insurance by the Federal Savings and Loan Insurance Corporation. 

How many home loan bank members are there that do not have 
such insurance ? 

Mr. Rosertson. I can give you the precise figure later, but [think it 
is approximately 570. (The precise figure is “729”.) 

Mr. Bass. Thank you. 

That is all. 

The CHatrman. Mrs. Griffiths. 

Mrs. Grirrrrus. No questions, Mr. Chairman. 

The CHatrman. Mr. Henderson. 

Mr. Henperson. Mr. Robertson, it has been an experience of mine 
in the past to note that the. various State legislatures spend a good bit 
of time amending the statutes:with regard to financial institutions so 
that State-chartered organizations may have some of the same privi- 
leges that Federal associations have. 

‘Now, with the enactment of this legislation, won’t there be another 
rash of that same operation? Will not State-chartered organizations 
again want to amend their legislation to give them some of the 
orivileges or some of the rights, or some of the advantages that are 
being afforded to federally chartered associations ? 

Mr. Rosertson. I don’t think I can answer that. 

Mr. Hallahan would like to answer it. 

Mr. Hatianan. Congressman, I don’t believe that there are any 
additional rights being given to Federal savings and loan associa- 
tions under the terms of this legislation. 

I think, on the other hand, the bill would be restrictive on most of 
them. 

Mr. Henperson. Well now, some of the suggested changes you have 
presented here are those which would give federally chartered organi- 
zations some of the privileges which State-chartered organizations 
now enjoy ; isn’t that so? 

Mr. Hatianan. With respect to branches under the policy which 
the Board has been operating, the Federal associations have those 
privileges now. And in some cases they are greater than those of the 
State-chartered associations. 
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With respect to branches, for instance, there is nothing in this bill 
which would give Federal associations any ‘greater branch authority. 
On the other hand, the provisions in both bills would ‘restrict that 
authority in some respect. 

Mr. Henperson. As I have listened to the discussion which has 
gone on here this morning, most of it has dealt upon situations where 
a differentiation is being made between the powers of a State char- 
tered association and those of a Federal chartered association. Is 
er being done to attempt to resolve some of the conflicts which 
exist 

Mr. Hatianan. There are two trade organizations in this business. 
They each hold a number of conventions and conferences. We have 
a statutory Federal advisory council under the Federal Home Loan 
Bank Act, with which we meet twice a year; we have meetings, cur- 
rently 3 or 4 times a year, with our bank presidents, where these mat- 
ters are all dacunset, and I think that is probably the only way in 
which these things can be handled as a practical matter, where legis- 
lation is not required. That is, by the conference and study method. 

But I would like to repeat, there is nothing in the provisions of 
these bills that is going to enlarge either the investment authority of 
Federal savings and loan associations or their branching privileges. 

In the latter case, there would be restrictions. 

Now, in some of these areas, Congressman, to which you refer, 
which would normally come up, for instance, like the question which 
Congressman Rains raised a little while ago about whether Federal 
associations should be permitted to loan rather than invest in raw 
land and in its development, might fall into the regulation field. As I 
say, on the loan side, if the Board were so disposed, it could probably 
handle it by regulation, although this committee has expressed a real 
concern in this field in previous years. 

There are a number of those things which do not require legislation 
and are talked about constantly. 

I do not believe that these bills would give rise to the situation that 
you originally mentioned, because there is no enlargement of the 
authority of Federal savings and loan associations in any of the 
measures that are currently before this committee. 

Mr. Henverson. Thank you. Now, turning your attention to the 
testimony on page 4, would you restate just exactly the position of 
the Board with regard to the matter of the Civil Service Act and its 
application to the Board ? 

Mr. Rosertrson. All that the Board is asking is that it be relieved 
from the requirements of the Classification Act. In other words, that 
the Board would be free to fix its salaries and compensation inde- 
pendently of that act. The reason is a real one: The Board finds itself 
in competition with the Comptroller of the Currency, with the FDIC, 
and with the Federal Reserve, in the matter of its examining and 
supervisory staff, and it has been very difficult for us to recruit and 
to maintain an adequate examining and supervisory staff. It is not 
only difficult to recruit new examiners, but it takes some time to train 
them. If you have too great a turnover, it impairs the efficiency of 
the staff. 

Mr. Henpverson. But exactly what is the effect of this language, 
which you would add? ; 
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Mr. Rosertson. Just that, that we could fix our own salaries. 

Mr. Henverson. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Vanik. 

Mr. Vanix. Mr. Chairman, I would like to ask Mr. Robertson and 
the other members of the Board a question. A short time ago I was 
driving through California and I saw a sign advertising a Los Angeles 
County savings and loan association, formerly a Federal association. 
I am concerned whether there was anything in this act which would 
preclude or protect the rights of depositors in a conversion of a Fed- 
eral savings and loan association to a State stock company. 

I would assume that if that kind of an operation would take place, 
the people endeavoring to make the change would say to the depositors, 
“If you don’t approve of this we will give you your deposits back,” 
which they could readily do, but in that case the residual interest of 
the depositors would be liquidated to the advantage of the people 
acquiring the stock of the stock company. I see the possibility of 
somebody making a very fine and easy windfall if this were per mitted. 

What is there in this legislation that would protect the residual 
equitable interest of the depositors ? 

Mr. Ropertson. We are asking in this legislation that we be given 
the same authority over State mutuals. 

Mr. Vanrx. Where is that spelled out in what you have presented 
here? 

Mr. Rosertson. It is on page 14 of my statement, and is contained 
in amendment No. 4, attached thereto. 

Mr. Vantk. Oh, yes; I see it. Thank you very much. 

Now my next question is: in my community—and I presume in other 
communities—I have seen a great deal of confusion about interest 
dates. As a matter of fact, a Jawy yer that I know was caught short. 
He made the deposit of some trust funds in a Federal savings and 
loan, discovering later that he lost 4 or 5 months’ interest on a con- 
siderable sum of money because it didn’t fit within the interest declara- 
tion dates, one of the characteristics of Federal savings and loan asso- 
ciations. I don’t know that this fact is generally known by depositors. 
These funds would have accumulated a c ‘onsiderable amount of interest 
in a commercial bank. They were put in a Federal savings and loan, 
and for a 4- or 5-month period between interest declaration dates 
no interest was received. 

Is there anything in this legislation that clears up the point? In 
other words, you can put money in after the 15th of January and 
withdraw it before the end of June and receive no interest. Isn’t 
that correct? 

Mr. Rosertson. That is right. 

Mr. Vanik. I think people generally ought to know that, because 
ever so many have been caught short. They assume they get 214, or 
314, or 414 percent, whatever the interest rate is, for the time the 
money is in the institution. That is the way the advertising reads. 
Yet when they draw their money out before a certain date, they get 
no interest. The institution has used money with their money, and 
the depositor receives nothing. Is there anything in this legislation 
which you have submitted which will he Ip cure that situation ? 

Mr. Roserrson. There: is nothing in here. I would guess that the 
great majority of the people who are users of the savings and loan 
associations would be familiar with the interest dates. 








FINANCIAL INSTITUTIONS ACT OF 1957 917 


Mr. Vanik. Not enough. All they see is the advertised interest 
rates. 

Mr. Rosertson. If they are not, it is the responsibility of manage- 
ment to explain it. 

Mr. Vanik. Don’t you think we ought to have a big sign saying 
“You get no interest if your money is here for a period less than 
from the 15th of January to the 30th of June”? 

Mr. Hattanan. May I comment on that? 

Mr. Vanik. It is a vital problem. Because I have had people call 
me inquiring about their failure to receive interest. They don’t under- 
stand. The advertising of the institutions covers up that fact com- 
pletely, the depositor has no awareness of it. 

Mr. Hatianan. Mr. Vanik, in that respect—and it will show, I am 
sure, on the statement of any association—the institutions try to dis- 
courage the withdrawal of savings between dividend dates. Now, the 

way the gentleman that you mentioned could protect himself, and 
the way that most savers do protect themselves, if they withdraw 
between dividend dates, is to take a loan on their shares. 

Mr. Vani. If they go into a home improvement loan they are going 
to be paying 514 percent discount. 

Mr. Hatianan. We are not talking about home improvements. 
I am talking about a loan on their shares, and most institutions will 
make that saver a loan on his shares at a rate of interest probably 
not exceeding one percent over the dividend that he is receiving. 

Mr. Vanrk. My next question is this—and this is also a source of 
great confusion: that is the time from which interest begins to run. 
In my community, some institutions say you can deposit as late as 
January 10 and receive interest from the ist of the month. Some say 
you can bring it in as late as January 15. Some say they will take 
deposits even later than that. I sense in this a great deal of competi- 
tion. This is a very highly competitive business, and I see where the 
institutions are trying to lure as many depositors as possible, which is 
all right. 

Should there be competition of this type? Is there any way we 
could work out a standardization in this business, and eliminate the 
confusion in the minds of the citizens? 

Mr. Hautanan. Well, this question bears on one of the questions 
that Congressman Henderson raised. Now, with respect to Federal 
associations—and the Board controls that through its regulations— 
Federal associations are permitted to accept savings up until the 10th 
of the month, and to pay savings on those for all of the days during 
that month. 

Mr. Vanrk. Federal savings and loan associations ? 

Mr. Hau tanan. That is right. The State-chartered institutions 
will differ with respect to the authority in their respective States. 
Some of them can do it up to the 15th, some up to the 20th, some of 
them can do it from the date of investment to the date of withdrawal. 
As you said, that is one of those competitive situations. 

Now, the basic reason for the Board’s regulation, which only per- 
mits Federal associations to go up to the 10th of the month, and the 
basic reason, really, for the ‘institution only paying dividends with 
respect. to those funds that stay with them up to and including a 
dividend period, is that these institutions are savings institutions. 
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Mr. Vanix. Yes, sir; I understand that. 

Mr. Hatianan. And you don’t get the use of savings if the money 
comes in one day:and goes out the next. 

Mr. Vanix. I don’t argue with that. 

Mr. Hauianan. I wanted to give you the philosophy behind our 
regulations. 

Mr. Vantg. Yes, sir; I don’t argue with that. I argue about the lack 
of dissemination of information on that fact, which a great many 
people and citizens, generally, seem to be unf: umiliar with. 

The Cuamman. Mr. V anik, your time has expired. 

Mr. Healey. 

Mr. Heater. No questions. 

The Cuatrman. Mr. Coad. 

Mr. Coan. No questions. 

The Cuarman. Mr. Seely-Brown. 

Mr. Srety-Brown. I would like to ask a question, if I may, in 
connection with the question asked earlier by Mr. Bass. It is my 
understanding that you have approximately 500 members of the Fed- 
eral home-loan bank who are not members of the Federal Savings and 
Loan Insurance Corporation; is that correct ? 

Mr. Rozertson. Yes, sir. 

Mr. Sreety-Brown. Do you have any comments as to whether or 
not they should be? 

Mr. Rozertson. Well, they are in so many different categories— 
there are some very, very small ones which operate 1 or 2 nights a 
week. They are little social groups. I think they probably don’t 
want insurance, and I doubt very much if it would be desirable to in- 
sure as many institutions of that kind as exist. On the other hand, 
there are 2 or 3 very large uninsured institutions which are content 
to remain uninsured. 

Mr. Srevy-Brown. As a result, you are not advocating any compul- 
sion as regards to being a member of both ? 

Mr. Rozerrson. No. We encourage it. Our bank presidents en- 
courage insurance where they think it is needed, and where they would 
qualify, but we don’t have compulsion in mind. 

Mr. Berrs. Would you yield? 

Mr. Srety-Brown. [ yield. 

Mr. Berrs. I don’t understand this statement in the light of your 
statement on page 18, with respect to membership in the Federal Sav- 
ings and Loan Insurance Corporation. 

Mr. Rosertson. If I understand your question correctly, we are 
speaking only with regard to new ones. 

Mr. Berrs. Then you would almost have to revise the statement 
you made to Mr. Seely-Brown; as far as new membership is concerned, 
you would require insurance of deposits? 

Mr. Roserrson. That is right. That is all we are asking. 

Mr. Sreiy-Brown. Requiring it for new ones, but those which have 
been in existence without that requirement, there is no compulsion 
with regard to those ? 

Mr. Rosertson. That is right. You must understand that the sys- 
tem started several years ahead of the Insurance Corporation. 

Mr. Seety-Brown. Yes, sir. 

Mr. Rogertson. So, some of them just didn’t come in. 
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Mr. Seeiy-Brown. Thank you, Mr. Chairman. 

The Cuatrman. Mr. Breeding. 

Mr. Breepine. Thank you, Mr. Chairman. 

Mr. Robertson, I come from an area of the United States which is 
a rural area, and I want to ask this question: Last — was my first 
year in Congress. This bill came up, S. 1451, and I have 153 banks in 
my district. I have heard from most of those banks, supporting and 
favoring S. 1451. Now, I get a flood of telegrams and letters from 
insurance companies saying, “Vote against S. 1451, because they are 
going to run us out of business.” Can you give me your thinking on 
that? Why are the insurance companies against this S. 1451? 

Mr. Rosertson. I don’t believe that is in our field, sir. 

Mr. Breepine. Well, it would be in connection with the banks, I 
presume, since the banks do have a lot of insurance companies and do 
sell insurance, in many areas. 

Mr. Rozertson. It is not in our area of jurisdiction. 

Mr. Mutter. Mr. Breeding, that is under the national banking title. 

Mr. Breepine. Thank you. 

The Cuarrman. That concludes the questioning under the 5-minute 
rule. Does anyone desire to ask further questions ¢ 

Mr. Parman. I want to ask some questions, Mr. Chairman. 

The Cuarrman. Mr. Patman. 

Mr. Parman. Mr. Hallahan, I received your note, and, in order to 
make the record clear, I will read it, if it is all right with you. It 
reads: 

I stand corrected concerning your question as to whether we have a regulation 
pertaining to life insurance from association borrowers. The regulation we 
have does permit Federal associations to require life insurance to be assigned 
to it by its borrowers as additional collateral for lodns on the security of real 
estate. 

That doesn’t require them to have the borrower take insurance? 

Mr. Hatxianan. That is right. 

Mr. Patman. It merely permits the association, where the borrower 
has the insurance, to assign the insurance to the association as addi- 
tional protection ¢ 

Mr. Hatianan. That is right. 

Mr. Parman. Does that make it all right now ? 

Mr. Hatuanan. Yes, sir. 

Mr. Parman. Now, Mr. Chairman, I want to ask these witnesses, 
these members of the Board, several questions, and in order to make it 
plain what I am going to cover, I will go over the questions briefly, 
so that you will know, and so that the other members of the committee 
will know. 

First, on page 2 of the testimony of Mr. Robertson on behalf of the 
Board, it is stated that the practice of giveaways, for opening or 
increasing accounts, has in some quarters developed to increasing 
lengths in recent years. That dovetails into a recommendation made 
by the Federal Reserve Board concerning the National Bank Act, 
which would permit the banks to give premiums to depositors who 
keep with them demand deposits, and such premiums would not be a 
violation of the law, which is now to the effect, that it is unlawful for 
a bank to pay anything of value for the use of demand deposits. 

I want to ask you about that more fully. 
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Then, on page 172 of the bill—that is, the committee print, I notice 
that you are making a change in the number of years that an amor- 
tized home mortgage loan can run, and you leave out the word “install- 
ment” and substitute “amortized.” I want to know why that change 

was made. 


An amortized home mortgage loan shall, for the purposes of this Act, be a home 
mortgage loan to be repaid or liquidated in not less than 6 years, 


this is a change from 8 years— 


from the date the loan was made by means of regular weekly, monthly, or quar- 
terly payments. 

I don’t understand why you are making that change. 

Then on page 172, in Deaton 4: Eligibility of Members , you have a 
statement : 

Any building and loan association, savings and loan association, cooperative 
bank, homestead association, insurance company, or savings bank, shall be eligi- 
ble to become a member of a Federal home-loan bank if such institution— 
and you set out the qualifications. 

But in the brackets, indicating you have left out language, you left 
out “a nonmember borrower.” In other words, you are changing the 
law so that nonmember borrowers may not come under this section 
and I want to know why that is done. 

And in section 4 you have inserted : 

And the Board shall have power, by regulations or otherwise, to define the 
term “time deposits” as used in this sentence. 

That is new language, Mr. Robertson. You have never had that 
power before. I want to know whether or not you are going to issue 
regulations that will permit discrimination between the time deposi- 
tors, when I get to that. 

Then on page 173, under “Limitation on Interest Rate,” it is stated : 

No institution shall be admitted to or retained in membership, or granted the 
privileges of nonmember borrowers, if the combined total of the amounts paid 
to it for interest, commission, bonus, discount, premium, and other similar 
charges, less a proper deduction for all dividends, refunds, and cash credits of 
all kinds, creates an actual net cost to the homeowner in excess of the maximum 
legal rate of interest or, in case there is a lawful contract rate of interest appli- 
cable to such transactions, in excess of such rate (regardless of any exemption 
from usury laws), or, in case there is no legal rate of interest or lawful! con- 
tract rate of interest applicable to such transactions, in excess of 8 per centum. 

IT want to know about that in connection with a provision which is 
to change the law as it relates to national banks. There is a provision 
in this bill which is new, which would, in effect, repeal the Federal 
usury law as the law applies to national banks. And there is another 
provision which could, in effect, repeal all the State usury laws as 
these relate to national banks. I say, with all due respect, and exon- 
erating the authors of the bill of any intent to do this, or certainly any 
intent to do anything wrong, I think this would make loan-shark 
offices out of every national bank i in the United States 

I know that every bank will not take advantage of it. Tt will be 
the exceptional banks, but laws are made for the exce ptions. Under 
these new amendments, the national banks would be permitted to buy 
what are known as conditional sales contracts, even though these 
contain usurious interest charges on the original borrower. And 
they would be permitted to by such contracts, as well as promissory 
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notes, and other securities, in what they term the “open market,” at a 
discount, say a 50-percent discount, even though the maker of the 
note gives a full recourse guaranty, ’and it is in effect a loan to him. 
And they would not be charged with violating the usury laws. I will 

want to know whether or not this is a similar provision which would 
apply to the Federal Home Loan Bank Board’s member associations. 

I will want to go into that rather thoroughly, because I think these 
amendments to the National Bank Act is the most terrible thing that 
I have ever witnessed during the years that I have spent in the United 
States Congress. 1 have never known a proposal like that, so bold, 
so cruel, and so devastating, to be presented to a Congress. 

In fact, I think it ought to be known as the “Ebenezer Scrooge 
Amendment,” because Scrooge is the only fellow that would know- 
ingly propose anything like that. 

Still, I exonerate all Members from this, because I know they did 
not personally write these things into the bill. 

Next, on page 177: I referred a while ago to the language which 
states that the Board shall have the power to define for the banks 
management or home-financing policy for the purposes of this act. 
I will want to know how much power will be given to the Board in 
that case, and whether or not it is similar to the power which was given 
to the Federal Reserve Board in 1935, when a central bank was 
created and practically all powers were taken away from the regional 
banks. 

I want to know if that would be comparable to that. 

Now, it says on page 186, under Section 15: Obligations of Banks, 
after the language: 

Obligations of the Federal home-loan banks issued with the approval of 
the Board under this Act shall be lawful investments, and may be accepted as 
security, for all fiduciary, trust, and public or other funds the investment or 
deposit of which shall be under the authority or control of the United States, 
the District of Columbia, Puerto Rico, or any Territory or possession of the 
United States, any county or municipality of any of the foregoing, any political 
subdivision of any of the same, any court or any corporate or other agency or 


instrumentality of any of the preceding, or any officer or officers, employee or 
employees, or agent or agents of any of the above: Provided— 


now this is new language: 


Provided, That nothing in this sentence shall authorize the investment of funds 
of any Federal Reserve bank in such obligations. 

I will want to know why you will not permit the Federal Reserve 
bank funds to be invested in any of these obligations, when under the 
original Federal Reserve Act, which became law December 23, 1913, 
these w ould be eligible for investment by Federal Reserve banks. 

And on page 189, it is stated : 

It shall not be lawful for any employee of the Board or the Federal Savings and 
Loan Insurance Corporation to accept employment with any member of the 
Federal home-loan bank within two years after terminating his employment with 
the Board or the Corporation except upon approval of the Board pursuant to 
regulations prescribed by the Board. 

I will want to know if that could be used as a hunting license by 
these examiners to find better jobs, and if it would not probably 
impair the service that is now being rendered under that limitation of 
2 years. 
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{ will go back now, Mr. Chairman, and start the questions over in 
the order in which I have indicated them. 

I believe you said, Mr. Hallahan, that under the present law the 
savings and loan associations cannot make loans outside a radius of 
50 miles? 

Mr. Hatianan. With certain exceptions, Mr. Patman. 

Mr. Parman. Of course, you put in the category of loans the use 
of the funds whiich would be investments, too, do you not? 

Mr. Harnawan. Yes, sir. 

Mr. Patman. Why would they invest in Government bonds? They 
are 50 miles beyond most of these associations. 

Mr. Hatxianan. Well, I wasn’t thinking of that as one of the ex- 
ceptions. There is a requirement in one of our statutes that all of 
our member institutions have to maintain a liquidity equal to 4 to 8 
percent of their investments in savings capital, and those investments 
must be in either cash or Government obligations, obligations of the 
United States Government. 

Mr. Parman. I see. 

Personally, I think the commercial banks are doing a great disservice 
in loading up with Government bonds. They hold about $60 billion 
worth now. They are thereby depriving people in many instances 
of an opportunity to get needed credit, because they have such huge 
investments in Government bonds. I think the Congress should give 
that some attention. 

On page 2 of your statement, Mr. Robertson, you state with vefereiice 
to these giveaway programs, for accounts, that you want a limit of 
$2.50. Would that include any presents, like tickets to My Fair Lady. 
or something like that ? . 

Mr. Rosertson. Yes, it would, sir. I think the history is such 
that for a while there was a great rash of extravagant giveaways, 
television sets, washing machines. Each association tried to out-do 
the other, and it simply got out of hand. 

Consequently, the Board put a cost limit of $2.50 on them. 

Mr. Parman. Would this limit it to new accounts, say, on promo- 
tion days, or would it include subsequent times when the association 
officer might call the good investor in and say “Well, now, you have 
a good account with us, and we will give you some advantage of some 
kind,” like tickets to My Fair Lady, or a -“ somewhere, or some 
premium or present. Would it permit that, too 

Mr. Rozertson. That isn’t what we had in mind. 

Mr. Parman. But you did not mention that. You just said it would 
provide a rule for a giveaway for the opening of an account. 

Mr. Rosertson. As a matter of fact, they didn’t call the customers 
in, but simply advertised or broadcast. The advertisement looked 
like a novelty store advertisement rather than a saving and loan asso- 
ciation. 

Mr. Parman. I thoroughly agree with you, and I think the amend- 
ment is a good one, but I just wanted to make sure that it also applies 
to existing accounts without reference to any promotion. 

Mr. Rosertson. Well, it is essentially promotional. 

Mr. Parman. I am trying to find out whether or not it would just 
be confined to promotion, or whether it applies to existing accounts 
or investments. 
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Mr. Rosertson. I would say promotion. 

Mr. Parman. It would not apply to existing accounts. 

Do you not think it just important to have it apply to existing in- 
vestments, on the theory that if a person has $10,000 thetaned, ‘a 
$20,000, and the officer is going to give that person a certain ween 
he should be obligated to give ‘the others, under similar circumstances, 
a similar amount ? 

Mr. Rosertson. That wasn’t the problem we had in mind. 

I would like to have Mr. Hallahan add to my answer. 

Mr. Hauxanan. Mr. Patman, this again is fairly directly related 
to some of the questions that Mr. Vanik raised about these different 
dates, such as the time of the month, as to when your investment could 
draw dividends. 

The problem in this respect was that this practice of promotion had 
become so widespread that the money which was being obtained was 
not staying in the institution. In other words, it was not savings 
money. It was going around from institution to institution, and we 
as a bank system, in many cases, had to finance the turnover of that 
money. 

Our institutions are basically, as I said, savings institutions, and it 
is savings money that our institutions are after. 

The Board addressed itself to the problem, which is a problem of 
promotion and not the one that you mentioned. I am not aware of 
any instance occurring of the kind that you mentioned. Our regula- 
tion does not address itself to the problem which you raised. 

Mr. VantK. Will you yield? 

Mr. Parman. [ yield. 

Mr. Vantx. I would like to ask whether the Board or anyone else 
has made inquiry of the Internal Revenue Department as to whether 
or not any inducements received for deposits shall be considered as 
a gift or should be considered as income. 

Has that been ruled upon ¢ 

Mr. Hatianan. We don’t know. 

Mr. Parman. I heartily agree with you again, Mr. Hallahan, but 
[ think you fall short of another problem which is equally as serious. 
It exists in the banks right now. And if it exists in the banks, it will 
certainly exist in an institution like your own, where deposts are 
handled under similar circumstances. Of course, they are called in- 
vestment funds, but the circumstances are similar. 

The banks have this problem, and it is so widespread that they 
want an ex cemption to the extent that they can give premiums and 
rewards and prizes for demand deposits to certain | depositors without 
this being considered as paying for those deposits. 

That being so widespread in the banks at this time, evidently there 
must be some of it in your institutions. Would you not agree to an 
amendment action, to the effect that the limitation would also apply 
to investments outside of promotion days and make it a limit of $2.50 ¢ 

Mr. Roserrson. I nial think so. I feel as Mr. Hallahan does, 
that we are not aware of this problem which you outlined. 

Mr. Parman. You are not aware of it? 

Mr. Rorerrson. No. 

Mr. Parman. But you admit it would be an evil in your associa- 
tions, just as it is in the commercial banks ? 
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Mr. Hauxianan. I think, Mr. Patman, if that were considered a 
bonus for that account holder leaving his account in, it would be 
prohibited as far as we are concerned. In other words, all investors 
are treated alike with respect to the return which they receive on 
their investment. 

Mr. Parman. Well, the banks treat their depositors alike by paying 
none of them anything. That is the way they treat them alike. But 
they want the privilege of giving some of them prizes and benefits, 
trips, bonuses, premiums and rew: ards, and if it exists in the banking 
business, it ought to be provided against in your business, because it 
is the same situation. 

Mr. Hatnanan. We wouldn’t have, I am sure, accounts of the size 
that some of the banks do have. But with respect to your specific 
question, I think it would be treated as a bonus to a particular share- 
holder as far as we are concerned, and would not be permitted under 
those circumstances. 

Mr. Parman. If you knew it. 

Now, on page 172, Mr. Robertson, why did you change the years 
from 8 to 62. And w hy did you change the word “installment” to 
“amortized” ¢ 

Mr. Hatuanan. Section 10 of that same act, Mr. Patman, with 
respect to advances, permits advances on amortized loans of at least 
6 years, and this is really just a conforming change. 

Mr. Parman. I did not hear you. 

Mr. Hatianan. This is really just a conforming technical change. 
What we have under existing law is a definition of an amortized loan 
as being one that was at least 8 years in maturity. But in section 10 
of the same act, which provides for the making of advances, and secu- 
rity therefor, to member institutions, it provides that they can make 
advances on the security of amortized home-mortgage loans with 
maturities of at least 6 years. 

So, here, what we are doing is taking the reference to 6 years out of 
section 10, and putting this whole thing in the definition. In other 
words, in our existing statute, we have 8 years and 6 years, and the 
6 years prevails. 

Mr. Parman. I will accept your explanation. 

Mr. Hatxanan. With respect to the word “installment,” it is not 
used any place in the act, and an amortized loan is an installment loan. 

The Cuarrman. The House will soon be in session. It is obvious 
that we cannot conclude with these witnesses today, so I will ask the 
gentlemen to come back tomorrow morning, and I hope we can get 
through with them at that time. 

We have postponed the appearance of the scheduled witness for to- 
morrow morning until afternoon. 

Mr. Parman. Mr. Chairman, may I suggest that, although I was 
anxious to sit yesterday afternoon, because it seemed a good time, I 
cannot agree to sit tomorrow afternoon while the House is in session, 
because I have a special matter and a special order, and I want to use 
the time. 

The CuarrMan. Iam going to ask to sit tomorrow afternoon. 

Mr. Parman. I hope the gentleman does not do that; I should be 
constrained to object for the reason I have given, although I would be 
glad to meet any afternoon when I can be here. 
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The Cuairnman. The committee wants to expedite this matter. We 
cannot prolong this indefinitely. We have other business in the com- 
mittee, too. 

Mr. Parman. Mr. Chairman, you have a bill here that would nor- 
mally ts ake 10 years. 

The Cuairman. I know, and the way we are going that is what it is 
going to take. 

Mr. Parman. There are many loopholes in it. 

The CuatrmMan. You are probably right. It will take 10 years to do 
all we have to do, so we have got to expedite matters. We will sit to- 
morrow morning. We will try to sit tomorrow afternoon. I feel it is 
my duty to sit tomorrow afternoon to expedite the hearings on this bill. 

We will ask you to come back tomorrow morning, gentlemen, and we 
hope to get through with the Board tomorrow. We are very glad to 
have your views, and we are always glad to see you come before us to 
give us the benefit of your experience. 

Mr. Roserrson. Thank you, sir. 

The Cuarmman. We will adjourn, to meet tomorrow morning at 10 
o'clock. 

(Whereupon, at 11:55 a. m., the committee was adjourned to recon- 
vene at 10 a. m., Thursday, January 16, 1958.) 
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THURSDAY, JANUARY 16, 1958 


Houser or Representatives, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, Hon. Brent 
Spence, chairman, presiding. 

Present: Messrs. Spence, Brown, Patman, Multer, Ashley, Vanik, 
Coad, Anderson, Talle, McDonough, Widnall, Betts, Mumma, McVey, 
Hiestand, Bass, Seely-Brown, Henderson, and Chamberlain. 

The Cuamman, The committee will be in order. 

Mr. ParMan. May I resume, Mr. Chairman ¢ 

The Cuamman. | just want to ask Mr. Robertson a question before 
you do, Mr. Patman. 


FURTHER STATEMENT OF ALBERT J. ROBERTSON, CHAIRMAN, 
FEDERAL HOME LOAN BANK BOARD, ACCOMPANIED BY IRA 
DIXON AND WILLIAM J. HALLAHAN 


The CuarrMan. You are desirous of being made exempt from the 
Classification Act? 

Mr. Ropertson. Yes, sir. 

The Cuarrman, Is that all that you ask for, with reference to civil- 
service provisions ¢ 

Mr. Ropertson. Yes, sir. 

The CuatrMan, You may resume, Mr. Patman. 

Mr. Parman. Thank you, Mr. Chairman. 

The Board has charge of the Federal Savings and Loan Insurance 
Corporation, Mr. Robertson ? 

Mr. Roperrson. Yes, sir. 

Mr. Parman. Will we have anybody testify concerning the Federal 
Savings and Loan Insurance Corporation, Mr. C hairman? If not, I 
want to interrogate these gentlemen about it. But if we are going to 
have a witness from the organization 

The Cuarmman. I think these witnesses should be the people to 
testify. They have control of the Federal Savings and Loan Cor- 
poration. 

Mr, Parman. All I want to know is if we are going to have another 
witness. Otherwise, I will ask these gentlemen. 

The CuarrMan. These gentlemen are the proper persons to speak 
with regard to the F ederal Savings and Loan Association. 

Mr. Roperrson. We also have Dr. Husband, General Manager of 
the Corporation, with us, if there are any technical questions. 

Mr. Parman. He is General Manager of the Corporation ? 
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Mr. Ropertson. Yes, sir. 

Mr. Parman. Do you have your statement for last year before you? 

Mr. Roperrson. Yes, sir. 

Mr. Parman. How much do you have as surplus or reserves to take 
care of your insurance ? 

Mr. Roserrson. Dr. Husband will answer that. 

Dr. Hussanp. In round figures, as of December 31, 1957, roughly 
$250 million in reserves, plus our stock of roughly $25 million. 

Mr. Parman. The stock of the associations ? 

Dr. Huspanp. The stock of the Corporation owned by the Treasury. 

Mr. Patman. Owned by the Treasury / 

Dr. Huspanp. Yes, sir. 

Mr. Parman. You have borrowing authority from the Treasury 4 

Dr. Hussanp. Up to $750 million. 

Mr. Parman. As distinguished from $3 billion for the Federal 
Deposit Insurance Corporation. 

Dr. Huspanp. Yes, sir. 

Mr. Parman. You don't have to pay anything for that commitment, 
do you? 

Dr. Huspanp. No, sir. 

Mr. Parman. How much lability did you have that this reserve 
is supposed to take care of ? 

Dr. Hussanp. Roughly, the insurance liability amounts to approx- 
imately $40 billion, but in appraising the adequacy of reserves, of 
course, consideration must be given to the loss reserves of our insured 
member institutions, which amount to about $2,800 million. 

Mr. Parman. Well, of course, that is for anyone who evaluates it 
to consider ? 

Dr. Huspanp. Yes, sir. 

Mr. Parman. But you have, as a corporation, $250 million? 

Dr. Huspanp. Yes, sir. 

Mr. Parman. To take care of the insurance on $40 billion? 

Dr. Huspanp. Yes, sir. 

Mr. Parman. How much is that per hundred dollars? 

Dr. Huspanp. The ratio of our reserves to our Insurance risk is 
approximately six-tenths of 1 percent. 

Mr. Parman. Six-tenths percent ? 

Dr. Huspanp. Yes, sir. 

Mr. Parman. In other words, 60 cents per $100? 

Dr. Huspanp. Yes, sir. 

Mr. Parman. As distinguished from the Federal Deposit. Insurance 
Corporation, which as $1.44 per $100 of liability ? 

Dr. Husspanp. Yes, sir. 

Mr. Parman. Do you consider that adequate, Mr. Husband / 

Dr. Huspanp. So far it has been. I wish it were more. 

Mr. Parman. Well, do you consider it a safe, sound reserve, or do 
you think it should be increased ? 

Dr. Hussanp. I would like to see the reserve increased, sir. 

Mr. Parman. What is your ratio now, of payments? What is 
your percentage? In other words, what do you collect from the 
associations, per annum, to put into that reserve ? 

Dr. Huspanp. Our premium is one-twelfth of 1 percent of the sav- 
ing shares of the insured members, plus any creditor obligations, 
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and our total income from that source per year now amounts to ap- 
proximately $28 million. 

Mr. Parman. Per annum ? 

Dr. Huspanp. Per annum; and, of course, we get income on our 
investments. Our total annual income is roughly $35 million per 
year at the present time. 

Mr. Parman. In view of the Treasury’s commitment of $750 million, 
and other factors and considerations entering into the matter, do 
you consider this insurance liability an obligation of the United States 
Government 4 

Dr. Huspanp. Legally, it is not. Morally, it has become so, be- 

cause so many outst ‘anding people from the Congress and from the 
administration have so declared that I think it has become a moral, 
if not a legal, obligation, sir. 

Mr. Parman. Would it be correct to say that it is generally recog- 
nized as a moral obligation of the United States Government ? 

Dr. Huspanp. Yes, sir, I think that is a correct observation. 

Mr. Parman. Where did you get your original or initial capital 
stock of $100 million ? 

Dr. Huspanp. It came from the Home Owners’ Loan Corporation. 

Mr. Parman. That was 

Dr. Huspanp. And then transferred tothe Treasury. 

Mr. Parman. Did you pay it back? 

Dr. Huspanp. We have paid it all back except a little less than $25 
million. 

Mr. Parman. Did you pay interest on it, or pay the interest that you 
received from the Government bonds you were holding during that 
time / 

Dr. Hussanp. We paid a return on the capital equal to the cost of 
money to the Treasury from the time we were organized. 

Mr. Parman. That doesn’t completely answer my question. You 
know about the FDIC—that they took the $139 million that was 
transferred from the surplus funds of the Federal reserve banks, 
and the $150 million from the Treasury ? 

Dr. Huspanp. Yes, sir. 

Mr. Parman. And they bought Government bonds immediately ? 

Dr. Huspanp. Yes, sir. 

Mr. Parman. And then they held these Government bonds during 
that time, and when they paid their capital back, they lacked $40 
million vf paying back what they had gotten out. I just wondered 
what the situation was with reference to the Federal Savings and 
Loan Insurance Corporation. You said you paid interest at the going 
rate. That isnot the answer. 

The question is, did you pay back what you received from those 
bonds? 

Dr. Huspanp. The bonds were never segregated so that they could 
be identified as coming from that source, Congressman Patman, and 
the rate paid was specified by the Congress itself, up to 1950, and the 
Congress further provided that from that point on we would pay the 
rate established by the Treasury as the going rate. 

Mr. Parman. Of course, that gave you an advantage there, didn’t 
it, which is all right; I am not “objecting to it, but it gave you an 
advantage ¢ 
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Dr. Huspanp. I can’t be sure, sir, because if you go back to the 
thirties, as you recall, the rate of return was low, and since that time 
it has been higher. So it would be an average. It would be very. 
hard to have a sure answer on it. 

Mr. Parman. Are you making any recommendations to increase 
your assessment so as to have a more satisfactory and sound reserve? 

Dr. Huspanp. I think my Board should answer that question. 
Because that is a question of policy. 

Mr. Parman. Mr. Robertson. 

Mr. Rozerrson. We do not have it in mind at this time. 

Mr. Parman. Do you consider the reserve adequate ? 

Mr. Rosertson. That is a very difficult question to answer. I don’t 
know that I could answer it. 

Mr. Patrman. Would you say, if you were making a categorical 
reply to the question, that the reserve is adequate or not? 

Mr. Rosertson. I would say, as Dr. Husband has just said, that we 
would like to see it higher. 

Mr. Parman. You don’t believe it is adequate as it is, then? 

Mr. Rosertson. I think that is only a matter that could be demon- 
strated. 

Mr. Parman. Sixty cents on a hundred dollars is a pretty small 
amount. If you had your life insured in a company that had only 
60 cents per $100 to pay back the policyholders, you wouldn’t feel very 
secure; would you? 

Mr. Rosertson. No: but that is hardly comparable, because I am 
certain at some time to be a claim. We are not sure that these asso- 
ciations will ever be claims. 

Mr. Parman. Well, isn’t it a fact that the reason that you are so 
confident that this can safely go on is the fact that it is a moral 
obligation of the United States Government ? 

Mr. Rozserrson. I don’t think I should look at it that way. 

Mr. Patman. But isn’t that the way it is generally regarded in of- 
ficial and unofficial circles? 

Mr. Rozerrson. I would suppose that it might be so regarded, al- 
though we undertake—the administration of the Board undertakes to 
make clear the exact nature of the obligation. 

Mr. Parman. Those are all the questions I care to ask about the 
Federal Savings and Loan Insurance Corp., but I want to return to 
the time deposits. 

What kind of deposits does a local association take? They accept 
some as investments; do they not? 

Mr. Rosertson. I am going to ask Mr. Hallahan to answer that 
question. 

Mr. Hatianan. Mr. Patman, that question which you stated yester- 
day, pertaining to the definition of time deposits, only relates to the 
definition of time deposits for mutual savings banks. 

Mr. Parman. Oh, I see, in the 17 States ? 

Mr. Hatxiauan. That is right. And the reason we have this pro- 
vision in the bill is that the Board may now define time deposits for 
that purpose. 

Mr. Parman. That explains the matter. 

I was bothered about that. I couldn’t understand it. 
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Mr. Hatnanan. Originally that definition of time deposits was in 
the Federal Reserve Act and it was repealed some time ago. And as 
long as it is in our statute, we merely put this provision in so that we 
could define time deposits. 

Mr. Parman. And relating to mutual savings banks only ? 

Mr. Hatianan. Only; yes, sir. 

Mr. Parman. Because all the others are investments; aren’t they ? 

Mr. HaLnanHan. Yes, sir. 

Mr. Parman. That is right. Now yesterday you referred to branch 
savings and loan associations in certain States. How is Texas classi- 
fied in your regulations? Can they have branches in ‘Texas / 

Mr. Hatianan. Yes, sir. 

Mr. Parman. Do you mean to say the savings and loan associations 
can have branches ? 

Mr. Hatntanan. Savings and loan associations do have branches in 
Texas, Mr. Patman. 

Mr. Parman. I had heard about that. It disturbed me some, be- 
cause our constitution prohibits banks from having branches. Our 
constitution is very specific. It says that no bank shall have over 
one business office and, in effect, says that the whole bank must be under 
one roof, with no outside branches ee 

Now, I can’t understand why, since there is such a great similarity 
between the two, we could have iowa hes of savings and loan associa- 
tions. 

Mr. Hatianan. I don’t think there is any such constitutional pro- 
hibition in the case of State-chartered savings and loan associations. 
[ understand that the legislature has been considering that matter for 
the last couple of years in Texas, and if they prohibit them for State- 
chartered institutions we would likewise prohibit them under our 
present policy for Federals. 

Mr. Parman. There is a case where banks don’t have branches, and 
yet you do. Why couldn’t you have stopped that by regulation ? 

Mr. Hanianan. We could stop it by regulation. We could stop 
branches of Federal associations anywhere by regulation. 

Mr. Parman. Why did you ever permit it, since you don’t want to 
get into a race with the banks, do you? In other words, where banks 
don’t have branches, if you put in branches, that gives the bankers an 
opportunity to come in and say, “Well, they have “brane hes, so give us 
an opportunity to have branches,” and so have a race between the 
Federal savings and loan associations and the banks in all the States. 

Then when the Congress and the different States equalize it, the 
result will be branches all over the Nation. In Texas the banks will 
try to equalize it. If you do that in all the States, the result will be 
that you have brane hes all over the country in both banks and Fed- 
eral savings and loan associations. 

It occurs to me that you should not provoke a race like that with 
the banks. Where it is against the law in a State to have bank 
branches, you should issue regulations to forbid branches in Federal 
savings and loan associations. 

Mr. HatiaHan. Mr. Patman, it is not against the Texas law for a 
State-chartered savings and loan association to have a branch. 

Mr. Parman. I know it is not, because they didn’t have any savings 
and loan associations when the constitution was written. 
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Mr. Hatianan. I don’t believe we have provoked the branch pat- 
tern in the State of Texas. We are following a pattern in effect for 
State-chartered institutions. 

Mr. Parman. I am looking at it solely as a matter that you have 
the power to determine, and I question the wisdom of a board here 
in Washington setting up a state of facts that would induce a State 
to change its unit banking system. Texas has a unit banking system. 
They can’t have branch banks. And you come along and, although 
they don’t have to have branches, you let them have branches. That 
is the part that I question, Mr. Hallahan. The policy of the Board 
in going out of its way to induce banks, you might say, to get into 
the branch banking system. 

Mr. Hatwanan. Mr. Patman, on that question I don’t think we are 
the inducer in that respect. I would like to say again that State- 
chartered savings and loan associations do have branches, and we 
have merely been following their policy. 

Mr. Parman. You mean the State savings and loan associations had 
branches first ? 

Mr. Haunanan. Yes, sir. 

Mr. Parman. Of course, that would enter into it, and I can see 
where you would be persuaded under those circumstances. 

Mr. Wipnatb. Will you yield? 

Mr. Parman. I yield. 

Mr. Wipnatt. That was the point I was trying to make. You say 
that in Texas the State-chartered associations do have branches? 

Mr. Hatnanan. Yes, sir. 

Mr. Parman. I admit that is pretty persuasive and should be con- 
sidered by the Board. But in States where they don’t have a law 
permitting branches—Mr. Multer called my attention to the fact that 
in Florida the State law does not permit State savings and loan asso- 
ciations to have branches, and the Board permitted branches for 
Federal savings and loan associations in that State. 

Mr. Hatianan. The reason for that, Mr. Patman, as we said yes- 
terday, was that although—I think there are only four State-c hartered 

savings and loan associations in the State of Florida, to begin with— 
but in the case of banks, although they are not permitted to have 
branches, they do, in effect, own and control more than one banking 
office. 

You have a number of group and holding company banking opera- 
tions in the State of Florida. 

Mr. Mcurer. But they are completely independent, one from the 
other. You are referring to their chain banking system / 

Mr. Hatianan. Yes, sir. 

Mr. Mvtrer. Each institution is independent of the other ? 

Mr. Hattanan. That is true. 

The CuHarrman. Isn’t the fundamental reason for the differences in 
the laws with reference to banks and savings and loan associations, 
that the banks were here a long time before the savings and loan as- 
sociations came along and were regulated through the years, and the 
savings and loan associations, having come later, were not regulated ; 
isn’t that the fundamental reason ? 

Mr. Roserrson. I suppose that is true, that the banks have had a 
much longer history of regulation than the savings and loan associ- 
ations. 
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Mr, Parman. Are you through, Mr. Chairman ? 

The CuarrmMan. Lam through. 

Mr. Parman. In regard to limitation on interest rates, on page 173 
of this committee print, it is stated that no institution shall be ad- 
mitted to membership if the combined total of the amount paid to it, 
and so forth—that is fixing the rate not exceeding 8 percent, where 
there is no legal rate provided in the State. And where the State 
does not speak on the subject, you say 8 percent. 

[s this new law that you are asking for here ? 

Mr. Hatitanan. This is a restatement of a provision in the original 
1932 act. 

Mr. Parman. How do you cover cases like this: Suppose an asso- 
ciation buys mortgages at such a low discount that the interest rate 
is above 10 percent; what do you do about that ? 

Mr, Hatitanan. I have never heard of a first mortgage, Mr. Pat- 
man, based on simple interest, in which the interest is paid on the 
outstanding balance providing such a yield. In other words, the 
amortized mortgage on simple interest—— 

Mr. Parman. I know, but there is a way of computing it? 

Mr. Hatnanan. There is a way of computing it, but I just can’t 
imagine an institution or any mortgage-holder selling a mortgage 
based on the rate which is determined on the simple interest basis, 
selling it on a basis that would return 10 percent. 

Mr. Parman, What would a veteran’s mortgage have to sell for to 
yield 10 percent interest? Fifty or 75 percent of its value ? 

Mr. Ante. It would pores be less than that. Let’s take 
a GI mortgage at 414 percent, a 444 mortgage that sells for, let’s 
say, 90. 

Mr. Parman. All right. 

Mr. Hatianan. A 25-year mortgage. If that were figured on 
about a 10-year maturity, even though it was a 25-year mortgage—in 
other words, if it were paid off or refinanced within 10 years, so that 
you were computing your yield on a 10-year basis rather than the 
25-year basis provided for in the mortgage—the effective yield on 
that mortgage would be about 414 percent, plus half a point for each 
t points of discount. 

Mr. Mutrer. May I suggest if you took 10 years and 10 percent dis- 
count, you would have L percent, you add I percent a year to your 
yield? 

Mr, Hatitanan. I was not computing in that way. 

Mr. Murer. That is a very simple way to arrive at a quick approx- 
imate answer. If it was going to run for 10 years with a 10 percent 
discount when the $100 mortgage is sold for $90, you are getting the 
interest called for based on $100, although your investment 1s only S90, 
plus the equivalent of approximately 1 point more per year as your 
yield, if you hold it to maturity. 

Mr. Hatianan. To maturity, the 414 GI mortgage would yield 5. 
and on a 10-year basis it would probably yield—it would be 5.56. 

Mr. Parman. What we are saying here, then, is that you will not 
permit, meee any circumstances, an association to directly or indi- 
rectly, or by any device or means whatsoever, collect more than 8 per- 
cent Sad a homeowner, although it bought the mortgage in the open 
market and did not buy it directly from the homeowner, that you will 
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not permit the local association to collect more than 8 percent from the 
homeowner ¢ 

Mr. Hatianan. I would not want to categorically answer that ques- 
tion “Yes.” This hasn't arisen in our business because our rates gener- 
ally are on a simple interest basis, and you have to have a very large 
discount to get in the area that you are talking about. 

But I think that this provision in the Bank Act—and T do not 
believe that there have been any interpretations on it because, as I say, 
I don’t believe we have had this particular problem—probably runs to 
the origination rather than the subsequent transfer or sale in the 
secondary market. 

Mr. Parman. I do not believe I am unreasonable in insisting on an 
interpretation of this from the Board. Am I correct in assuming that 
if this passes, it is your intention not to permit a local association to 
charge more than 8 percent interest to the homeowner, directly or 
indirectly, or by any other means or device of any kind wh: atsoever / 

Mr. HariaHan. To the homeowner; that is correct. That is our 
understanding. 

Mr. Parman. That is your understanding ? 

Mr. Hatianan. Yes, sir. 

Mr. Parman. Regardless of what they buy that for. Suppose you 
were to run into a case where they bought that mortgage for such a 
low price that they were collecting 9 percent from the homeowner, 
when it was usury in that State to charge anything over 8, how would 
you handle that ? 

Mr. Hatxianan. Let me answer this way: Suppose that institution 

had to sell mortgages at a distressed price, which gave rise to the situ- 
ation that you mentioned; in other words, let’s assume the mortgage 
was made at par, it had been paid down for 5 years, it was : 20- or 
25-year mortgage, and that institution found itself in a distressed 
position and had to dispose of that mortgage at a loss to it and at a 
considerable discount, that wouldn’t increase the payments which the 
mortgagor had been making for that 5-year period, nor would it 
increase the payments which he would bem: iking for the balance of 
that period. 

So, actually, the net cost to the homeowner in that particular case, 
with respect to interest charges, would not be changed one bit. 

It is also true that if, in that particular instance, the yield to the 
subsequent purchaser would be considerably increased, the cost to the 
homeowner would not be increased. 

Just speaking off the cuff, I don’t know how we would construe 
that under the provisions of this act—we probably wouldn’t require 
a resetting of the mortgage under those particular circumstances. 

Mr. Muurer. May I ‘suggest, Mr. Patman, that the vice we are to 
address ourselves to if we consider it a vice, are the charges made to 
the mortgagor, the home buyer, at the time of placing the mortgage. 

What happens later does not affect the mortgagor. 

Mr. Hatianan. That is correct. 

Mr. Mutter. I think what the Board has in mind is to make sure 
that the original borrower, the home owner, when he places his mort- 
gage, will be protected. 

What happens to the mortgage at a later time—they are very much 
interested to make sure that the security and the assets of the associa- 
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tion are not impaired— -but that does not concern itself so much with 
the interest rate as with what they do after they acquire the mortgage. 

Mr. Parman. I am very much persuaded by the logic of your argu- 
ment, but suppose it is a case where the homeowner was in a position 
to have to pay 9 percent to a local corporation. You would take 
action then, would you not ? 

Mr. Hatitauan. I think we would have to, Mr. Patman, certainly. 

Mr. Parman. Yes. 

Now, turn to page 177 of the committee print. This is new lan- 
guage, ’and it looks very much like making a central bank out of the 
Federal Home Loan Bank Board, to make it comparable to the Fed- 
eral Reserve Board as it relates to banks. 

Up until 1935 we had a regional banking system. In 1935 all the 
powers were transferred to the Board here in “Washington. There is 
not an important power residing with the regional banks now, not 
one. And I just wonder if this is a step in the same direction for the 
Federal Home-loan-bank boards. 

In order to get the matter straight, and so as not to take up too 
much time, I wonder if I could ask you to file a statement with your 
testimony, ‘that we can see and examine and rely upon, in which you 
outline the powers that you would have under this, which you do 
not have now, and the powers that you contemplate exercising under 
this, that you do not exercise now. 

Would that be reasonable, Mr. Robertson ? 

Mr. Roserrson. We will undertake to do that. 

Mr. Parman. In other words, the full intentions, 100 percent 
spelled out, as to what you propose to do under this provision. 

Mr. Roserrson. Yes, sir. 

Mr. Parman. Because it is rather broad. It says the board shall 
have power, by regulation or otherwise, to define for the purposes of 
this subsection, management or home- financing policy of a character 
inconsistent with sound economical home financing or with the pur- 
poses of this act. 

Now, that phrase “purposes of this Act,” is a sort of a Mother Hub- 
bard provision, by which you could just cover everything. 

With that understanding, I will not interrogate you further about 
that point. 

(The data referred to above is as follows :) 

FEBRUARY 10, 1958. 

In connection with the testimony of the Federal Home Loan Bank Board on 
January 16, 1958, on H. R. 7026 and S. 1451, Representative Patman called 
attention to the provision which would be added at the end of subsection (i) of 
section 6 of the Federal Home Loan Bank Act, which subsection would be 
redesignated as subsection (e) by the bills. 

The provision in question appears at page 187 of the bills and at page 177 of 
the committee print dated May 24, 1957, showing changes in existing law which 
would be made by S8. 1451 as passed by the Senate. It reads as follows: “The 
Board shall have power by regulations or otherwise to define, for the purposes 
of this subsection, management or home-financing policy of a character incon- 
sistent with sound and economical home financing Or with the purposes of this 
Act.” 

Mr. Patman brought up two matters: (1) as to whether the provision would 
represent a transfer of power to the Board from the regional Federal home-loan 
banks, and (2) as to what are the intentions of the Federal Home Loan Bank 

soard with respect to the taking of action under the provision. 


With respect to the first point, the provision in question would not eliminate 
any power which the Federal home-loan banks now have or transfer from them 
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to the Board any of their existing powers. It would be an implementation of a 
power which the Board already has. 

With respect to the second point, it should be noted that it is provided in 
the present act that no institution is eligible to become a member if, in the 
judgment of the Board, the character of its management or home-financing policy 
is inconsistent with sound and economical home financing or with the purposes 
of this act. The original act also provided that the Board might, after hearing, 
remove a member from membership if in the opinion of the Board such member 
had failed to comply with any of the provisions of the act or regulations of the 
Board made pursuant thereto, but it did not provide specifically for taking such 
action on the ground of the character of the institution’s management or home- 
financing policy. 

In 1955 the act was amended to provide specifically for removal of any 
member by the Board, after hearing, if, in the opinion of the Board, the institution 
“has a management or home-financing policy inconsistent with sound or eco- 
nomical home financing or with the purposes of this Act.” 

The principal objective of the Board in seeking the proposed amendment is to 
obtain express authority to define by regulations certain fundamental elements 
of management or home-financing policies which would be regarded as being of 
a character inconsistent with sound and economical home financing or with 
the purposes of the act. The Board already has the power to make this deter- 
mination on a case-to-case basis but it feels that it would be advantageous both 
to the institutions and to the Board if the Board had express power to issue 
regulations for the guidance of all persons concerned. The Board would, of 
course, still have its existing authority to make determinations in individual 
cases except to the extent that such determinations might be inconsistent with 
any regulations issued. 

If the requested authority were granted, the Board would expect to proceed 
to exercise it in a spirit consistent with the purposes of the act as a whole 
and only after thorough study and consideration of all relevant factors. 

Mr. Parman. On page 185 of the comparative print, at the bottom 
of the page, it says: 

Nothing in this section shall affect the applicability of the Public Debt Act 
of 1941, as amended, and in force immediately prior to the effective date of this 
sentence, or as heretofore enforced. 

What does that mean? Why do you refer to the Public Debt Act 
there? Do you want to make income from these securities taxable ? 
Is that your point ? 

Mr. Hattauan. No, sir. 

Mr. Patman, before the passage of the 1941 act, our obligations were 

2 :. 
exempt from taxation by the Government of the United States. 

Mr. Parman. You mean your securities were exempt / 

Mr. HaLtLanan. Yes. 

Mr. Parman. Including the interest. 

Mr. Hatianan. That is correct. Because we are reenacting this 
particular section, and because the Public Debt Act of 1941 made them 
subject to taxation by the Federal Government, we put this provision 
in so that the present status, in other words, the tax status, will be 
preserved, rather than going back to the exemption that existed before 
1941, 

Mr. Parman. In other words, the exemption prior to 1941 is still 
present ? 

Mr. Hatianan. Well, we don’t have any outstanding system obli- 
gations dated prior to 1941. Our oldest issue is dated July 15, 1957. 

Mr. Parman. In a comparable organization, the Federal Reserve, 
that in 1941 act affected their so-called capital stock. It isa misnomer, 
but they call it capital stock. And at that time there was about $132 
million outstanding, of so-called stock, in the Federal Reserve banks, 
and this act affected that stock this way: 
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All the stock that was issued after 1941, the banks have to pay an 
income tax on—that is, the 6-percent income that they receive from 
that so-called stock; whereas the income they receive from the stock 
that was issued prior to 1941 is still tax exempt. 

And they have over $100 million now upon which they pay no taxes 
whatsoever. This isa comparable situation. 

Mr. Hatnanan. Exactly. Except our capital stock at that time 
wasn’t $132 million. But the situation is exactly comparable with 
respect to capital stock. 

Mr. Parman. I just wonder, on these mergers, when they have to 
issue new stock, if that is taxable. 

Mr. Hat tanan. The answer is no. 

Mr. Parman. It is not taxable / 

Mr. Hattanan. Not the stock issued before 1941, the income on that 
stock is not taxable. 

Mr. Parman. Suppose the First National Bank in New York merges 
with the National City Bank of New York, which they did. Each 
bank had stock that was issued before 1941 which was tax exempt. 
After they have merged, and new stock is issued, would that be tethhie 
or not‘ 

Mr. HaLitanan. | just couldn’t give you an answer because I do 
not know anything about their statutory provisions in this respect. 

Mr. Parman. I will ask Mr. Cardon and Mr. Fink to study that 
and give us the answer, and we will not pursue it further at this time. 

Now on page 186 of the committee print, there is a statement about 
obligations of Federal home loan banks being lawful investments for 
all these different trusts and different funds, which I shall not mention. 

Then there is new language which provides that nothing in this 
sentence shall authorize the investment of funds of any Federal Re- 
serve bank in such obligations. 

Why should you have that in there? Why should you object to 
the funds of the Federal Reserve banks being invested in these obli- 
gations of yours? You permit everybody else to buy them. Why do 
you object to Federal Reserve bank funds being invested in them ? 

Mr. Havitanan. The reason that provision is in there, Mr. Patman, 
the Federal Reserve Board, I believe, have stated that their act—that 
is, that without this prohibition in there, the language might be con- 
strued as broadening the investment authority of the Federal Re- 
serve banks, and they have asked 

Mr. Parman. In other words, you are doing this at the request of 
the Federal Reserve Board ¢ 

Mr. Hatnanan. Yes, sir. 

Mr. Parman. I want to request you to take it out. 

Mr. Hattanan. Well, that is up to you gentlemen. 

Mr. Parman. All right. 

And here is the reason: You see, this so-called stock, now $350 
million, as distinguished from $132 million in 1941, that has never 
been invested by the Federal Reserve banks at all. It has remained 
idle and unused. 

If that had been invested at 3 percent from the beginning of the 
system, it would have helped the Government to the tune of $600 
million, approximately, over these 44 years. Also the Federal Re- 
serve surplus funds today aggregate $1,148 million. They have also 
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never been invested. They have just remained idle and unused, and 
have served no purpose whatsoever. They are not needed by the 
Federal Reserve feiie and they are not used by the Federal Reserve 
banks. 

Now, if those funds had been invested at 3 percent, Uncle Sam’s 
Treasury would be worth $2 billion more this morning. But they 
were not invested. Instead of encouraging the banks further to not 
invest their funds, it occurs to me that they ought to be encouraged 
to invest their funds in these securities. Certainly the surplus, and 
the so-called capital stock, because on this so-called capital stock the 
Government is paying 6 percent on about $20 million a year, and is 
getting nothing to offset it. Whereas if they invested it, even at 3 
percent, they w ould save $10 million. 

So, your proviso here would continue that arrangement and dis- 
courage them from investing these funds which are idle and unused. 

I want to object to that at the right time. I will not pursue it 
further now, because I am anxious not to take up too much of the 
committee’s time. 

On page 189 of the committee print, there is something about em- 
ployees accepting employment within 2 years’ time with the people 
they have been examining. 

That applies to examiners, does it not ? 

Mr. Ropertson. Yes, sir; largely. It applies to everyone. 

Mr. Parman. Largely to examiners? 

Mr. Ropertson. Yes. 

Mr. Parman. They are the ones who use their jobs often as a step- 
ping stone toadvance. I am not against people advancing. I am not 
against people doing the best they can for themselves. 

“In fact, I have had a rule all my life that anyone who works for mh 
any time he can do better, it is all right for him to go out and get a 
better job. 

But in this case, it occurs to me that this should be considered: 
Whenever you let examiners know that there is a chance of their getting 
a job with any of these assoc lations they are examining all the time, 
daily, weekly, or monthly, that it is possible that a relationship will 
come about that would not be a very healthy one for the Government 
and the Federal Home Loan Bank Board. 

In other words, this examining job could be construed by the excep- 
tional person who is not too conscientious about his work, as a hunting 
license for a better job, and he could be on the alert at all times, when 
he examines these places, to be looking out for a better job. 

Do you not think that might enter into the efficiency of his work, 
Mr. Robertson ? 

Mr. Roserrson. I think it might. 

Mr. Parman. And as a rule you would not look with favor on it, 
would you? 

Mr. Roserrson. No, sir. 

Mr. Patman. This language is the same as that being proposed for 
the National Bank Act. 

Did you gentlemen discuss that before you put it in ? 

Mr. Ropertson. We did. 

Mr. Parman. And you all agreed to put it in? 

Mr. Roserrson. I don’t know that we discussed it with the C omp- 
troller of the Currency. We discussed it among ourselves. 
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Mr. Parman. But you knew the Comptroller was putting it in, too? 

Mr. Rozerrson. I think we did. 1am not sure. 

Mr. Parman. There is one member of the Federal Reserve Board 
now who has the most valuable hunting license on earth. He has an 
exemption from this 2-year waiting period. 

Mr. Murer. We gave it to him. 

Mr. Parman. Yes; we gave it to him. 

The Federal Reserve Board asked for it, the Chairman tells us, but 
it brings about an odd situation. The Open Market Committee, which 
makes credit policy for the country, is divided 7 Federal Reserve Board 
uember's, as public members, to 5 members selected by the representa- 
tives of the private banks, and the balance is rather close. 

I have no charges to make about it, but I do not think it is a healthy 
situation. 

Mr. Murer. May I suggest, Mr. Patman, that this recodification 
would give us a chance to take that hunting license back, when we get 
to that ‘point in the act. 

The CHairMan. The Board requested us to do it and the committee 
unanimously passed it. 

Mr. Parman. Upon the Chairman’s request. We always cooperate 
with the Chairman. 

Mr, Hattawan. Mr. Patman, with respect to this provision—— 

Mr. Parman. I say to the fullest extent possible, when the Chair- 
man is reasonable. but, of course, the Chairman is human like the rest 
of us. 

Mr. Hatianan. In this particular provision, there is no such limita- 
tion in our statutenow. ‘This really is a limitation—— 

Mr. Parman. It is a new law. 

Mr. Hattanan. That is right. 

‘There is no such limitation now. 

Mr. Parman. Do you not think there should be / 

Mr. Hatiawan. ‘the Board recommends the adoption of this pro- 
vision. We think that it will serve the purpose for which it is 
intended. 

Mr. Parman. Mr. Chairman, I have taken more time than I should 
have, and I would like to yield. It is possible 1 will have other ques- 
tions when the other members get through. 

The CHairman. Do other members desire to interrogate the 
witnesses ¢ 

Mr. Muurer. Mr. Chairman, I would like to take the witnesses, if I 
may. 

‘Lhe Cuatrman. Mr. Multer. 

Mr. Murrer. During the 5-minute rule I had just about gotten to 
the point of asking you gentlemen to discuss the change in our whole 
economy as it affects the institutions we are talking about, the savings 
and loan associations, and 1 would like to pursue it for a moment or 
two. 

Today, by and large, the savings and loan institutions have cer- 
tainly gotten as large as many of our savings banks, and in some in 
stances considerably larger, both as to deposits and asseis. is cat 
not so ¢ 

Mr. Roverrson. Yes, sir. 

Mr. Muvier. Is there today any real distinction any longer between 
savings banks aid savings and loan institutions / 
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Mr. Ropertson. Yes; I think there is. TI am only acquainted really 
with one savings bank, but the savings and loan associations limit their 
investments, with the exception of their liquidity requirements, to 
home-mortgage loans, while the savings banks are free to buy a much 
broader portfolio. I think that is the essential difference. 

The savings bank with which I was acquainted in the early days, 
before the building and loan associations became as active as the Vv are, 
was a very large investor in municipal bonds and other forms of long- 
term investments, while the savings and loan associations direct them- 
selves entirely, with very minor exceptions, to home mortgages 

Mr. Mutter. Well, the limitation on the investments of savings 
banks will vary from State to State. 

Mr. Roserrtson. I am sure that is true. 

Mr. Mcurer. I had in mind primarily the State of New York and 
the savings banks through the New E nel: ind area, where I think the 
right of investment is very much the same for the savings and loan 
associations as it is for the savings banks. 

Mr. Rosertson. I can’t spe ak about that with any authority, but I 
understand the New England savings banks can even buy stocks a 
commercial banks, and in many cases are large holders of stocks i 
commercial banks. 

Mr. Mcutrer. I think that comes within the limitation, however, of 
not more than 5 percent of their capital assets and surplus may be 
invested in common stocks. 

Mr. Rorertson. I am not acquainted with the limitation, only the 
fact. I know that they do own stocks in commercial banks. 

The CHarman. What is the difference between the percentage of 
investment in home mortgages of savings banks and savings and loan 
associations ¢ 

Mr. Roserrson. That would vary from time to time. We would 
have to get curre nt reports to find out. I think the management of a 
savings bank would make its investments in the market in which it was 
opers ating. 

If at some particular time it found it more profitable to buy long- 
term bonds than to buy mortgages, it would increase its hol lings In 
those securities. 

If, at a time when there was a strong mortgage demand, and mort- 
gage rates were good, and there was a consi lerable availability of 
goo od mortg ages, it might buy more mortgages. 

So I would expect the ratio to vary from time to time. It wouldn't 
vary r apidly. 

The Cuairman. Do you know the percentage of assets of savings 
and loan associations that are invested in mortgages / 

Mr. Ronertson. I can’t tell vou exactly. 

The Cuarrman. What percentage of the assets of the savings and 
loan associations are invested in mortgages ¢ 

Mr. Hatnanan. About 83 or $4 percent, Mr. Chairman. 

The Cuarrman. What would you say, generally, would be the per 
centage of assets of savings b: inks so invested ? 

Mr. Hatianan. Dr. Husband says it isaround 50 percent. If I had 
to guess, I would say probably between 55 and 60 percent at the 
moment. 
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Mr. Roperrson. I think we could make a survey, from a few reports, 
and come to a reasonably precise figure. 

The CHarrMAN. I am not requesting it. 

Mr. Murer. You might supply that to us for our records, a brief 
statement of the comparison of percentages of assets. 

Mr. Rozertrson. It wouldn’t be very accurate but it would give you 
an idea. 

(The data referred to above follow :) 


Selected mortgage data for savings and loan associations and mutual savings 
banks, Dec. 31, 1956 


[Amounts in millions} 


Savings and | Mutual sav- 
loan associa- | ings banks ? 





tions ! 
Total assets $42, 875 $33, 311 
Total mortgage loans held $ 2¢ $19, 745 
Residential-mmortgage loans held $35, 300 $17, 703 
Percent to assets 
1 otal mortgage loans held 83.3 59.3 
Residential-mortgage loans held 82.3 53.1 


' Source, Operating Analysis Division, Federal Home Loan Bank Board 
2 Source, Federal Deposit insurance Corporation 


The Cuairman. Are they in active competition? Do savings banks 
preclude the field where generally savings and loan associations have 
operated, or do they operate together in those States where saviig’s 
banks are authorized ¢ 

Mr. Rozserrson. | would think together, particularly at a time like 
this, when there is a demand for mortgages. 1 am sure that there 
would be cooperation rather than competition. 

The Cnainman. That is all, Mr. Multer. 

Mr. Murer. Of course, it all depends on the money market. In 
a tight money market, the demand for the mortgage money is much 
greater, and the money supply being shorter, it brings you into more 
direct competition in seeking mortgages. 

Mr. Roserrson. That is r ight. 

Mr. Murer. If there is plenty of money available and the housing 
industry is booming, and there is enough to go around, then the 
competition is on a lesser scale. 

Mr. Roserrson. ‘That is correct. 

Mr. Murer. Competition does go along almost side by side all the 
time between the savings banks and the savings and loan associations, 
in seeking the deposits or savings of the citizens among whom you 
try to promote thrift. 

Mr. Rowerrson. Yes, sir. 

Mr. Hatntanan. On the thrift and savings side, there is a great 
affinity between the savings banks and savings and loan associations, 
because that is one of the cardinal objectives for the existence of both. 

Mr. Muurer. Actually, in the banking field it is almost impossible 
to distinguish between the functions of the two sets of institutions. 

They are primarily carrying on, with more or less restrictions as to 
vhere they put their money, or whether or not a person who puts 
th» money with the institution has a right to elect a trustee or not, 
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leaving aside those differences, they are primarily both engaged in 
a banking function. 

Mr. Roeertson. They are both engaged in the promotion of thrift, 
and the saving of money. 

Mr. Mourer. Yes. 

The Cuarrman. How do their interest payments to depositors com- 
pare in the two types of institutions ? 

Mr. Rozertrson. Much the same, sir. 

Mr. Mutrer. As a matter of fact, that is 1 area of competition 
between the 2 sets of institutions, if we leave aside the gift device 
to entice the shareholder or saver to the institution, that is the only 
competition to attract money to the institutions, the interest rate that 
is paid. Is that not right ? 

Mr. Roserrson. Yes, that, and I think the popularity of the man- 
agement, and the convenience. 

Mr. Murer. Do you think there is any differentiation in the mind 
of the average lay person who is looking for a place to put his sav- 
ings, between an institution which is a member of the Federal Home 
Loan Bank and an institution that is insured in the Federal Sav ings 
and Loan Insurance Corporation ? 

Mr. Rozertson. I think there should be, and I think in some areas 
there is. 

Mr. Mvtrer. When the average person is looking for a place to put 
his money, his savings, when he sees an advertisement “Member of 
Federal Home Loan Bank,” does that not convey to the average person 
that this is an institution which is protected by the U nited States 
Government ? 

Mr. Hatxuanan. I think, Mr. Multer, you mean the Federal Savings 
and Loan Insurance Corporation. 

Mr. Murer. No; not at the moment. I did mean Federal Home 
Loan Bank. I am making a distinction. I am not trying to catch 
you. I think you know what I have in mind; if not, I will make it 
clear. 

There is membership of savings and loan associations in the Federal 
Home Loan Bank, and then there is membership in the Federal Sav- 
ings and Loan Insurance Corporation. 

Mr. Haunanan. Yes. 

Mr. Murer. There are institutions that are not in both; is that not 
correct ¢ 

Mr. Hatianan. That is correct. 

Mr. Mutter. Now, the institution that is a member of the Federal 
Home Loan Bank only, may advertise and does, and usually in big 
letters in its advertisements, that is, “Member of Federal Home Loan 
Bank.” 

Now, the institutions that are insured will use the advertisement 
“Member Federal Home Loan Bank,” and also “Member Federal Sav- 
ings and Loan Insurance Corporation.” 

There is no doubt that nobody can be mistaken about the fact when 
they see that advertisement, that it is an insured corporation, the 
United States Government is behind it and it is safe to invest their 
money or leave it on deposit with them up to the extent of $10,000. 

That is a fair statement; is it not ? 
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Mr. Roperrson. Well, we have had the experience of misunder- 
standing and that is one reason why we are asking for this change, 
so that all new member institutions hereafter must be insured. 

Mr. Mutrer. That would mean that any State institution that 
wants to be a member of the Federal Home Loan Bank must be 
insured in order to have that membership ¢ 

Mr. Hatianan. Yes. 

Mr. Rosertrson. It must apply and qualify for insurance before it 
can get membership. 

Mr. Mvtrer. Do you require that all Federal Savings and Loan 
Associations be insured ? 

Mr. Roserrson. They are by law. That is required. 

Mr. Muurer. Are there any which have been organized heretofore 
under Federal law, prior to the establishment of the Federal Savings 
and Loan Insurance Corporation, that do not have that insurance 

Mr. Rosertson. No, sir. 

Mr. Muurer. So, it is safe to say that every Federal institution is 
insured ? 

Mr. Rosertson. That is right. 

Mr. Muurer. However, there are State institutions that are not 
insured ¢ 

Mr. Roperrson. Yes, sir. 

Mr. Mutter. Some of those State institutions that are not insured 
are members of the Federal Home Loan Bank ? 

Mr. Rogertson. Yes, sir. 

Mr. Mutrer. Do you recommend that we require those that are in 
the Federal Home Loan Bank now, and that are not insured, to 
become insured as a condition of continuing their membership ¢ 

Mr. Roserrson. No, sir. 

Mr. Mutter. Do you not think we should ? 

Mr. Rozertson. Well, it presents a great many problems. As I said 
before, many of those associations are very small. They are part- 
time, more or less, social institutions, and we think that would be 
undesirable to have them overinsured. 

There are other well-established, well-managed associations that 
don’t want insurance, and are content to get along without it. 

We are trying constantly to bring them into the Insurance Corpora- 
tion, where we feel that they are qualified, and where they want to 
come in. But I think to say categorically that everyone must, would 
present some problems that would be very difficult to handle. 

Mr. Motrer. Are there any of these State institutions that are 
insured under a State program, such as the savings banks have in 
Massachusetts? Is there a similar program for State savings and 
loan institutions? 

Mr. Roserrson. I think there is one in Massachusetts and also one 
in Ohio. 

Mr. Muurer. Would your comment be the same if I limited the 
question solely to those State institutions that do not have any State 
insurance or Federal insurance, to require them, as a condition of 
membership in the bank, to be insured ? 

Mr. Roserrson. I would think so, at this time; yes, sir. 

Mr. Murrer. What advantage does there accrue to a State institu- 
tion that is uninsured, but is a member of the Federal Home Loan 
Bank ? 
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Mr. Rosertson. It has access to the credit facilities of the System ; 
I think that is the biggest one. 

Mr. Mutter. Would you recommend that those uninsured institu- 
tions, that are insured neither in a State insurance program or a Fed- 

eral program, but who are members of the Federal Home Loan Bank, 
ahéuha be prohibited from advertising the fact that they are members 
of the Federal Home Loan Bank in order to avoid the possibility of 
some people being confused by that advertisement and thinking that 
their accounts are insured 

Mr. Rozerrson. No, sir; I don’t think so. If they are members of 
the System, we feel that it is their right to say that they are. 

Mr. Mutter. Would you go along with the recommendation that at 
least. those institutions be required, before they take the initial deposit 
from a new member or customer, to advise them in writing, at that 
time, before taking the deposit, or selling them shares for the first 
time, that their account is not insured ¢ 

Mr. Rosertson. I do not know how to answer that. 

Would you, Mr. Hallahan ¢ 

Mr. Hatianan. Well, going back to your question before that, Mr. 
Multer, there is a provision in the Senate bill which would give the 
Board authority to control their advertising in the respect that you 
mentioned. We have proposed a substitute for that. 

There is a provision in Mr. Brown’s bill bearing on that which would 
prohibit advertising practices. We have given a lot of consideration 
to these very points that you are bringing out, and it seems to us that 
it may be a little too harsh to prevent an association, which is a mem- 
ber of the system, from advertising that membership. 

We had hoped, with possibly some control in that respect, and the 
provision that Mr. Brown has in his bill, regarding misleading or 
false information, which would be a grounds for termination of mem- 
bership, plus the requirement that all new members become insured 
members, that eventually this thing would take care of itself. 

Mr. Muurer. Under the Brown provision, would that give you the 
right to issue a regulation requiring members of the Home “Loan Bank, 
that are not insured, to advise new depositors or shareholders that their 
accounts are not insured ? 

Mr. Hatianan. No, sir. 

Mr. Motrer. Don’t you think you should have that right? 
Shouldn’t the discretion be vested in your Board, so that if there is an 
abuse, you can say to the member of the bank that they must advise 
their customers and depositors and shareholders that membership in 
the bank does not insure the account ? 

Mr. Rosertson. I have been thinking about that, Mr. Multer. It 
would be very difficult to enforce. I don’t know how we would ever 
know that enforcement was being complied with. 

Mr. Murer. Could you require that their passbook carry a nota- 
tion to that effect ? 

Mr. Ropertson. Yes, sir; that could be done. 

Mr. Mctrer. That is one very simple way. 

The Cuamman. Will the gentleman yield ? 

Mr. Mctrer. Certainly. 

The Cnatrrman. You can hardly punish a man for telling the truth 
when he is advertising. When he says he is a member of the Federal 
Home Loan Bank, he is advertising a fact. 
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Mr. Murer. You are quite right, you can’t punish him for telling 
the truth, but I think you can require him to tell the whole truth when 
the lay public is being confused by a statement which is true in itself, 
and which yet, so far as he is concerned, is a half truth. 

The impression is growing throughout the country, and you can’t 
convince the average lay person of the country that the United States 
Government is behind all of this insurance, both for banks and savings 
and loan associations. 

The Cuairman. Of course, if he makes a truthful statement and ac- 
companies it with some misrepresentation, that would be another 
thing. But when he advertises that he is a member of the Home Loan 
Bank Board, I don’t see what you can do about that. 

Mr. Hattanan. That is quite a difficult area. I would like to give 
you some examples that don’t apply to the one you brought up, be- 

cause the institutions are in no way affiliated with us. 

There is at least one institution, which is neither a member of our 
bank system nor insured by us, which advertises in its annual report 
that it is the holder of X dollars of Federal Home Loan Bank obli- 
gations, which it, like any other organization, is eligible to purchase, 
and it puts a footnote on the bottom of its statement that these hold- 
ings of Federal Home Loan Bank obligations are additional security 
to the investors in this institution that their money is safe. Now, 
those are all true statements, and we like to have a widespread holding 
of our obligations. But the question is, Do these statements mislead 
the public into believing the institution is a bank member ¢ 

In the case of another institution, which is in the same position, 
neither a member of our bank system nor a member of our Insurance 
Corporation, it used to stamp in its passbook, with every entry, that 
the investor was an insured shareholder, and in that case they had a 
group life policy on its investors up to $1,000 or $2,000. That wasn’t 
& misstatement of fact, either. The question whether those state- 
ments could mislead the public into believing their savings account 
was insured might be another proposition. In either case, there is 
nothing that the Board can do about it, because they are not subject 
to our jurisdiction. 

You get into that area where a statement of fact is one thing, and 
whether the statement of those particular facts might be misleading to 
the public. Itisa very difficult thing to deal with. 

Mr. Mutrer. Those are the things I had in mind, and that is the 
reason I brought it up. 

When we are recodifying this act, this is the time to give you those 
additional powers so that when those situations do confront you, you 

can issue appropriate regulations. I know our chairman is a very 
fine lawyer and knows there can be an active fraud and a passive 
fraud. In some instances it is just as much a fraud to sit back and 
say nothing to somebody, or to tell them something which is true, 
in and of itself, and not go the rest of the way and not tell them some- 
thing else that he should know to get the whole story. 

I say that when you say to people “This institution is a member 
of the Federal Home Loan Bank Board,” that person doesn’t make the 
distinction between what membership in the bank carries with it, and 
what membership in the Insurance Corporation carries with it. He 
oftentimes goes away with the thought that he is putting his money 
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in an insured institution. And it is so simple to notify him in the first 
instance, and tell him the whole story. That membership in the bank 
is not insurance, if there is no insurance. 

That brings me to the other point. Those are the advertisements 
of some of these institutions which say “insured” in big letters, with 
a little asterisk, and, down at the bottom of the ad, in small type, you 
will find “commercial insurance.” 

I haven’t seen any of those commercial insurance policies. I don’t 
know what they insure against. The insurance may be just a policy 
for which a very nominal premium is paid, and there may be no pro- 
tection at all of any consequence to the person who is putting his money 
into the institution. It may be that he will get a percentage return 
on his money, which may be very small. It may be that he will get a 
percentage of his principal returned in the event of liquidation. It 
may be merely insurance against loss by embezzlement. 

T believe that in this field you should have the right to prohibit 
that kind of advertising. I think we have the right to say we have 
set up Federal insurance for banks and savings and loan associations, 
just as we can stop any corporation from using the word “bank,” just 
as we can stop any institution that is not a national bank from using 
the word “national” in front of the word “bank,” and just as you 

can stop any savings and loan associations from using the word “Fed- 
eral” as a part of its name if it is not federally chartered, I think you 
should have the power to stop that kind of advertising, "and prevent 
the use of the word “insurance,” unless they are insured in the Federal 
Savings and Loan Insurance Corporation. 

Mr. Rogpertrson. We don’t have that power now. And we certainly 
would 

Mr. Mutter. Wouldn’t you welcome it ? 

Mr. Ropsertson. Yes, sir; if it could be given to us. 

Mr. Mutrer. And then leave it to you, according to the circum- 
stances as they develop from time to time, to issue appropriate regu- 
lations ? 

Mr. Rogertson. But those offenders are State-chartered associations 
which are neither members of our system and, of course, not insured, 
so at the moment they are completely outside our jurisdiction. 

Mr. Motrer. They might be, but at the same time, with the very 
broad definitions given to interstate commerce by our Supreme Court, 
with which the Congress apparently goes along because we have made 
no attempt to change the law in that respect, I think you might, to 
that extent, bring them within your jurisdiction. 

Mr. Rozerrson. It would be very helpful to us if it could be done. 

Mr. Mouurer. That brings me to the next subject I would like to 
explore with you, briefly, and that is this: Shouldn’t the insurance 
and the supervision and chartering of institutions be completely sepa- 

rate and apart, one from the other? Shouldn’t there be an entirely 
separate set of persons, in a separate organization, doing the insuring 
and checking on the insured organizations, as against the org anization 
that does the chartering and supervising ? 

Mr. Rosertson. No; we don’t think so, for the reason that the same 
criteria are applied for chartering as for insuring. The Board looks 
at the application from the standpoint of its usefulness and probability 
of success, and need, and also as to the quality of its management. In 
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other words, the criteria that are applied for the granting of insurance, 
and the criteria that are applied for chartering, are identical. 

Mr. Muurer. What about when we come to the question of super- 
vision for the purpose of determining whether management is in all 
respects proper ¢ 

Mr. Rosertson. The same is true. 

Mr. Mutter. Then let me go to the next question on this subject of 
insurance. Assuming that the Comptroller of the Currency should 
be removed from the Board of the Federal Deposit Insurance Cor- 
poration, so that you do not have on that Board a person so closely 
allied with the commercial banks, in the main, and with the savings 
banks, incidentally, and you had three persons, of the caliber, say— 
and I don’t mean to in any way say anything derogatory to the Comp- 
troller of the Currency—but if we had men of the caliber of Jesse 
Wolcott, the new Chairman of the FDIC, or his codirector, Ear] 
Cocke, and men drawn from similar w: alks’ of life, why coul In’t we 
combine the two institutions and have but one for all the s savings 
institutions and commercial banks? Why shouldn’t one insurance 
corporation for all of these banks and associations be sufficient ? 

Mr. Rozerrson. I would say that theoretically that would be pos- 
sible from an insurance underw riting standpoint, but the primary 
difference is in the supervision. They are different types of institu- 
tions, and a different type of supervision is required. For that rea- 
son, I would say that if you combined the two, I think they would 
probably have to be again separated into two sections, one for the 
savings and loan institutions, and the other for the commercial banks, 
so far as supervision was concerned. 

Mr. Mutter. They would be almost the same, however, and even 
if you had two divisions, you could put the savings banks and savings 
and loan associations in one division, could you not ? 

Mr. Roserrson. Well, they are more alike. There is a greater 
similarity between them; yes, sir. 

Mr. Mutter. Is there a difference today in the rate of assessment 
paid by the savings and loan associations and that paid by savings 
banks? 

Mr. Rosertson. Yes, sir; there is. 

Mr. Mutrer. The savings banks and the commercial banks pay a 
lower rate ? 

Mr. Rozertson. They pay a lower percentage rate. 

Mr. Mutter. Yes. 

Mr. Rosertson. But I think there is one difference that has to be 
kept in mind, and that is a much greater proportion of the savings 
of savings and loan associations are insured than the proportion of 
deposits in commercial banks. 

Mr. Moutrer. In the advertising of most of the savings and loan 
associations, they use the expression “banking hours,” do they not? 

Mr. Rozertson. I don’t know. Some of them do, I suppose. Of 
course, that is a very difficult subject to generalize on, because some of 
them are banks. The cooperative banks in Massachusetts, and I 
think in some of the other States, are called banks. 

Mr. Mutrer. Are any of the Federal savings and loan associations 
referred to as banks in their title? 

Mr. Rosertson. No, sir. 
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Mr. Mutrer. What real objection is there to calling them banks? 

Mr. Rosertson. The banks. 

Mr. Mutrer. Other than the objection of the savings and com- 
mercial banks. 

Mr. Hatzanan. There is a hereditary and historical feeling on that 
subject, I think, Mr. Multer. 

Mr. Murer. Do the members of your Board have any preference ? 

Mr. Rogerson. Yes, sir, I think we would like to have them stick 
to the legal and orthodox terminology. 

Mr. Parman. W ould the gentleman yield ? 

Mr. Mutter. Yes, sir. 

Mr. Parman. If the bill goes through as written, will it be unlawful 
to refer to the “blood bank,” or “soil bank’’? 

Mr. Muurer. You don’t want that to happen, do you? 

Mr. Roserrson. I think—— 

Mr. Murer. Is it not a fact that most of the officers and directors 
of savings and loan associations would like to call their institutions 
banks ? 

Mr. Rosertson. I don’t think so. I would guess that most of the 
actual difficulty we have has originated with the advertising agency, 
or the man who writes the advertising. I think that is where we run 
into a good many of these overstatements, due to the zeal of the man 
who is writing the advertising. 

I don’t think there is any intention to infringe. 

Mr. Mcturer. In the minds of the persons who actually own the 
savings and loan associations, is there any difference in their minds 
between bringing his money there as savings, and depositing them, 
or buying the shares? Does he re: ally know the difference? And is 
there any real difference ? 

Mr. Roserrson. Well, there is a real difference; whether the share- 
holder really meditates on that difference or not, I don’t know, but I 
think many of them, if you asked them, would know the difference. 

Mr. Muurer. There is an additional privilege that goes to the depos- 
itor who is a shareholder, in that he has a right to vote. But other 
than that, he can withdraw his money on demand except with the res- 
ervation that the institution can require notice, which these days is 
never required. That is so, is it not? 

Mr. Rosertson. That is right. 

Mr. Mcrrer. And as a matter of fact, the savings banks, while they 
may advertise they pay interest, don’t pay interest at all, they pay div- 
idends; isn’t that so ? 

Mr. Rosertrson. I don’t know. 

Mr. Murer. Well, in the State of New York, and in most of the 
States, they don’t pay interest. They may advertise that they pay 
interest, but actually they pay dividends as voted by the trustee or 
directors, quarterly. Sometimes semiannually. Most of them pay 
quarterly. 

To that extent, the shareholder in the institution doesn’t get inter- 
est, either. He only gets a dividend as and when voted; isn’t that so? 

Mr. Ropertson. I wasn’t aware of that distinction. 

Mr. Mutrer. But in the savings and loan association, he doesn’t 
get interest ? 

Mr. Rosertson. No. 
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Mr. Muurer. He may call it interest, and sometimes it is advertised 
as interest, but actually what he gets is a dividend on the money he 
has in the institution ¢ 

Mr. Roserrson. That is right. 

Mr. Muurer. And the amount he has with the institution can vary 
from week to week, both up and down, money in and out, and he gets 
a passbook, and instead of it being refer red to as a passbook, it may be 
marked “account book,” or “share book,” and his deposits are entered 
in that book and his withdrawals are entered in that book ? 

Mr. Rosertson. That is right. 

Mr. Murer. Is there anything in the law today that permits the 
Home Loan Bank Board to fix the maximum dividend rates that may 
be paid ¢ 

Mr. Roserrson. No, sir. 

Mr. Mutrer. Shouldn’t you have that authority ? 

Mr. Rozerrson. I would say probably not, although there are times 
when we think we might like to have it in individual cases. But this 
is a nationwide system. Interest rates, and consequently dividend 

rates are higher in one part of the country rather than in another, 
and to fix a maximum rate that would prevail clear across the country 
would be quite difficult. It would be equally difficult to fix it region- 
ally, because it would have to be fixed by State lines, and that would 
be difficult. We think that the best way to control it, and I might 
add probably the most difficult, is by supervision of the operations of 
the institution. In other words, not to permit them to pay a higher 
dividend than they earning safely. That is the hard way to do it, 
but probably the fairest way. 

Mr. Muurer. I like to think that this country has grown to the 
extent that you are absolutely right in what you say, but the Federal 
Reserve Board has a different idea about it: I have been trying to 
get them to think aleng that line for probably 5 years or more, “but 
they still think it is necessary to have regions, and have different inter- 
est rates in the regions. Eventually they may all become the same 

rate, but they will change it from region to region, as they see fit, the 
rediscount rate, and the reserve requirements vary from place to 
place. 

You probably recall that we have three types of reserve cities, and 
that was set up because most of the money, they contended, was 
located in Chicago and in the city of New York. Today you have 
the opposite situation, so far as savings and loan associations are 
concerned, most of the money is going from the east coast to the west 
coast. I think California is attracting most of the money. Chicago 
is attracting a lot of that money too, Because they are paying a 
higher dividend or interest rate. I am speaking now specifically 
about savings and loan institutions. 

Don’t you think you ought to have the power to control that 
situation ¢ 

Mr. Roperrson. I would like to have one of my associates comment. 
I have expresssed myself as I understand the feeling and experience 
of the Board. 

Mr. Hatnanan. I would agree with what Mr. Robertson has said 
generally, Mr. Multer. Also, I think you have to give consideration 
to the fact that, as you would in savings banks, that these are mutual 
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institutions, and one of the rules of operation of mutual institutions 
is that after you have provided for your liquidity requirements, your 
reserves, and undivided profits, and anything else out of earnings, 
that your loan portfolio is strong and sound, and after you have ms ade 
all the provisions that a reasonable management can made to hi ave a 
good, strong, sound institution, that the balance of the earnings 
should be distributed to the shareholders. 

Mr. Murer. Yes, sir, but what I am looking at is this situation, 
which is a very real one: You have an institution on the east coast, 
which is earning and can afford to pay, without disturbing its liquid- 
ity or its reserves that are necessary to be sure that it will continue to 
operate as a good, sound institution, 314 percent. That is their reg- 
ular dividend, if they paid 4 percent or 41, percent, your examiners 
would step in and the Board might say, “You can’t afford to pay 
that and must stop.” 

Mr. Hatnanan. We might do that, and do actually do that. 

Mr. Muurer. But now every local newspaper in the area of this 
institution on the east coast carries advertisements of west coast asso- 
ciations, “Put your money here at 414 percent,” and out in the West 
they might even be paying 5 percent. Because they are getting mort- 
gages with higher interest rates. They have been able to buy bonds 
and mortgages at big discounts. They are able to pay more. Of 
course, the bonds could have been bought here at a discount, too. 
But the interest rate is much higher on the Pacific coast, and because 
they are getting higher interest rates, they can afford to pay more. 

Now, suppose we get into that kind of competition. The institu- 
tions on the east coast, in order to save their customers, are forced to 
increase the rate of 44% or 434 percent to keep their depositors or 
shareholders. Where are you going to draw the line if the Board 
doesn’t have the right to determine what should be done in those 
cases { 

Mr. Harnanan. I think we would like to approach that in a dif- 
ferent manner. We would like to have the authority to control the 
geographical extent to which associations could advertise, which I 
don’t think we can do now. It might be considered a violation of the 
Antitrust Act. But I think the Board would like to be able to do 
that. Because these are basically local institutions. 

Another aspect of that is the use of brokers. There is no question 
about the advertising of rates by out-of-community institutions, there 
is no question but what that advertising does create in many cases very 
undesirable pressures on many institutions to either increase their 
dividend rate in order to increase shareholdings or to retain the ones 
they have, and the problem does concern the Board, but we think if we 
had some of these other authorities with respect to adv 
we have had this broker matter up for some time—that we might 
be able to control it. Because when that money goes from one insti- 
tution to another institution within our system—our bank system is 
the one that finances those transfers, and it can be not only unsettling 
from that standpoint but also from the one that you mentioned w ith 
respect to the pressures it creates on the ins stitutions in the lower earn- 
ing areas. 

Mr. McDonovuen. Will the gentleman yield ? 

Mr. Mutter. Certainly. 
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Mr. McDonoven. Concerning California Federal savings and loan 
associations advertising in the eastern markets, and so forth, isn’t 
the reason for the higher rate of interest paid on loans because of the 
demand for money, ‘and isn’t the lesser rate of interest paid on the 
east coast because of the lesser demand for money ? 

Mr. Mutrer. Not the demand for money, but because the earnings 
are higher on the west than the east coast. There is nothing invidious 
in what I say about what happens on the Pacific coast. The situation 
in California is such that you can demand, because the traffic will 
bear it, a higher interest rate, and the institutions and directors would 
pr obably be criticized if they made loans at 6 percent when the market 
was paying 8 percent. But we don’t have that market on the east 
coast, except possibly in Florida. 

Mr. McDonovcH. That is what I mean. The demand for money is 
greater out there, and therefore there is more reason to pay the higher 
rate of interest. 

Mr. Mutrer. But if that theory applies there, certainly it ought to 
apply in reverse. So far as the commercial banks are concerned, you 
have got just the opposite situation. You have got regulations by 
the Federal Reserve Board which are doing the opposite, so far as New 
York and Chicago are concerned, so that they will keep that money 
there and not send it to the rest of the country. 

But here the savings and loan institutions can siphon the money 
out of New York and Chicago to California and Florida. 

Mr. McDonovucu. You have a greater demand for commercial loans 
on the east coast than on the west coast. 

Mr. Mutrer. That was true once, but it is not today. 

Mr. McDonouen. You have the reverse, as far as real estate loans 
are concerned. 

The Crarrman. These advertisements are not made by the savings 
and loan associations themselves, but by investment brokers, are they 
not? 

Mr. Mutrer. It is done both ways. The broker may carry his own 
advertisements. And then, of course, he will seud the money out to 
the various institutions that are on his list. On the other hand, there 
are many of these institutions which are trying to save the brokerage 
by doing the advertising directly. If you pick up the Wall Street 
Journal, the New York Times, or the New York Herald Tribune, on 
any day, you will find advertisements of out of New York State in- 
stitutions advertising at higher interest rates than are paid by the 
New York institutions. 

The Cuamman. I have seen 4 percent advertised. Now, who pays 
the commission ? 

Mr. Mutter. There is a Federal savings and loan association in Mr. 
McDonough’s district, which runs its own advertisements. They pay 
for that advertising. Immediately on the same page, on another 
column, you will find a broker’s ad, which doesn’t name any institu- 
tion and which offers the same rate. 

Mr. Hatnanan. I might say on this general subject that if we had 
an application for a Federal associations, say in California, we have 
to make certain determinations. One, that there is a need for the 
institution in the locality and that the locality can support it. And 
as I say, we still consider these from the savings standpoint and the 
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lending standpoint, as local institutions. If, as part of their applica- 
tion, they are going to state that they are going to advertise in the 
eastern areas, or use brokers to get money, we wouldn't give that in- 
stitution a charter. 

Mr. McDonoven. Does your application ask that question / 

Mr. Harianan. We attempt to get that information, Mr. 
McDonough. 

The Board, this last spring, permitted insured associations to par- 
ticipate in mortgage loans which are originated by other insured 
institutions, which was designed specifically to bring savings from 
surplus areas into areas where there were not sufficient savings to 
meet some mortgage demands. 

For instance, an eastern savings and loan association can now 
purchase a 50-percent interest in a mortgage originated by a Cali- 
fornia association, so long as that originator retains a 50-percent 
interest in it. In that way, we feel that we have protected the ele- 
ments that make for sound mortgage loans when you get away from 
the area in which you generally operate. The institution that makes 
it has appraised it and evaluated it, and the institution that is going 
to participate can do likewise. At the same time, there is no raiding 
of those particular areas with respect to lending. 

So we have attempted to keep as much as is possible, the local 
character of these institutions, in order to give stability not only in 
the savings field but in the lending field as well, and I think if we 
had, for instance, this authority to put limits on their advertising, 
that might help in some respect. And the bank system itself is de 
signed to provide funds for areas which do not have sufficient mort- 
gage money. We feel that isthe better approach. 

Mr. Mutrer. I think when you limit your request for authority to 
control the advertising, you are touching only one facet of your 
problem. You are not getting at the root of the problem. 

I think you must have the power to control the dividend rate. I 
think you must have the right to license and control the brokers. 
Otherwise, you are going to leave one phase of the problem outside 
of your discretionary power to control. 

As was suggested before, if an institution is paying 414 percent, 
and advertises that it is paying 414 percent, what is wrong about it? 
It is telling the truth. How can you stop them from advertising 
they are paying 414 percent if they are paying it ? 

But if the 414 percent is too high, and you say to them “We won't 
let you pay the 414 percent because you are paying an exorbitant fee 
to the broker,” and if you don’t have the right to control or license 
the broker, then you cannot get to the root of the problem. 

You have got to broaden this statute so that you have those powers. 
I do not think this committee is going to try to tell you how to 
operate, but I think you ought to have the power in the first instance. 

Mr. Harianan. In order to preserve or maintain stability, even 
with respect to that higher rate institution, I am sure that nobody 
would say that we should permit all institutions to invest directly in 
that particular area. In other words, such action might take all of 
their loans away, and might undermine their ability to make local 
loans, in other words, they wouldn’t be able to invest the funds even 
at their current dividend rate. 
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So, I think you have to give a great deal of consideration to this 
matter of stability. 

Mr. Muuter. That is right. 

Mr. Hatranan. And that can be done by having control over the 
areas in which the institutions can lend, and on the savings side, IL 
think it can be done if we had some contro] over adver? ising. Adver- 
tising in itself is one thing and other forms of solicitation are an- 
other. 

Getting back to the brokers, the brokers actually solicit by mail, 
and that is a little tougher than advertising. 

Mr. Muurer. And by newspaper adv ertising. 

Mr. Hattanan. That is right. 

Mr. Murer. And some of that advertising is definitely false and 
fraudulent. 

Mr. Hattanan. Well, I will give you an illustration. There is a 
broker who, during this month, has advertised a rate of 414 percent 
by a small southern association, and this broker has offices all over 
the United States, and that advertising has gone all over the United 
States. And this institution is about a $4 or $5 million institution. 
And any institution that size cannot afford to take any considerable 
volume of new money in any short period. 

Yet, the mere fact that that advertising is being done on a national 
scale, creates these same pressures that you speak about in those areas 
sn ut are not only not at 41% percent, not at 4 percent, but at 3, 314, and 

14 percent. 

There can’t be a lot of money that will go to this institution because 
the institution can’t handle a lot of money, but through such adver- 
tising and solicitation these same pressures are brought to bear on 
other institutions nonetheless. 

Mr. Muvrer. Once the broker has the lead, he may steer the man 
somewhere else. He may steer him into one of these institutions that 
carries no Federal insurance but only commercial insurance. 

Mr. Hatianan. That is right. 

But it does create a lot of pressure on institutions in lower earnings 
areas to increase their dividend rate, when they shouldn’t increase 
their dividend rate. 

It is another item in the pile that goes into that total consideration, 
and it is a matter with which the Board is very, very much concerned. 

Mr. Mvuurer. I think we should say, too, in fairness, that there 
are decent. brokers who are doing the right thing, that by and large 
the industry is doing a good job, ‘and they are honest and on the level 
with the people they deal with. 

That is so, is it not? It is the exception among the brokers who 
engage in unfair practice ? 

Mr. Rosertson. Those are the ones that attract the attention. 

Mr. Murer. Does that not point up the fact that there must be 
something put into this statute that will give you the right to license 
these brokers and require that these institutions deal only with 
licensed brokers, so that you can control them and weed out the un- 
desirables, so that at least the insured institutions will not deal with 
an unlicensed broker who violates these fair practices? Is that not a 
necessary thing to have in the statute ? 
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Mr. Rozertson. Some way of controlling the brokers would be help- 
ful, if it is decided that brokers are necessary and perform a useful 
function. That is the first question to be resolved. 

Mr. Mumma. When you invest some money with that broker, what 
assurance does he give you that it is with an insured outfit ¢ 

Mr. Mourer. That is just it. The unscrupulous broker is going 
to put the money where he gets the greatest return. The one who is 
on the level will have e you draw your check directly to the institution, 
and you will get a receipt from the institution and your passbook 
and every thing else, to indicate that it is insured and so forth. They 
will indicate that to you. Usually, the one who is on the level will put 
your money only in an insured institution. 

Mr. Patman. Will you yield? 

Mr. Mutter. Yes. 

Mr. Parman. Yesterday, Mr. Chairman, I objected to sitting this 
afternoon, but since I have finished with the witnesses substantially, 
if the request is made today, I shall not object. 

The CHarrman. We do not have the witnesses. The witnesses 
are coming tomorrow. 

Mr. Patman. I mean I will not object to the committee’s sitting 
to finish these witnesses. 

The CHarrman. I think we are through with them. I do not see 
why we should go on any more this afternoon. 

Mr. Parman. Mr. Multer does not seem to be through. 

Mr. Vantk. I have one question. 

Mr. Mourer. I have had the witnesses for less than 40 minutes. 

The Cuarrman. I know, but we are going to adjourn at 12 o’clock. 

Mr. Mutrer. That is the prerogative of the Chair, of course, but all 
[ am asking for is an opportunity to complete my examination of 
these gentlemen. I think this is being very helpful to us. 

The Cuarrman. I want to say this: we must try to avoid getting off 
schedule. Many of our witnesses come from distant places. There is 
a designated time for them to come here and be heard. When we 
find it is impossible to hear them as scheduled, it disarranges the en- 
tire schedule. 

Most other committees work on a schedule, and we particularly 
ought to, because our witnesses come from all sections of the country. 
Next week we have witnesses coming from various parts of the coun- 
tr y: We invite them here and then find we are unable to hear them. 

I do not see any reason for continuing this afternoon. We have 
gone over everything. 

Mr. Mutrer. Mr. Chairman, I am not suggesting when these wit- 
nesses should come back, but I do insist on the right to continue my 
examination. I know that no member of this committee has ever 
objected to your conveniencing witnesses whether they come from 
distant places or near places. 

I am not suggesting that these men come back at a time that is 
inconvenient to them. But we have hardly touched on this subject. 
This is the first time in the 10 years or more that I have been on 
this committee that we have ever touched these 3 titles that are con- 
cerned with the savings and loan institutions and the savings and 
loan insurance. And [I certainly think that every member should 
have a full and fair opportunity to develop the entire matter. 
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I think their testimony is very helpful to us. I do not intend to 
tell the chairman when witnesses should come here. I think we can 
convenience those witnesses who come from distant places, hear them 
at the times designated and have these gentlemen come back at a 
time convenient to them and to you, Mr. Chairman, so that we can 
continue this examination. 

The CuAarrman. I was willing to— 

Mr. Mutrer. I have not gotten beyond the third page of their 
statement. 

The Cuatrman. I was willing to go on this afternoon. Mr. Pat- 
man had a right to object and did object to it. Other witnesses were 
coming here this afternoon. We were going to get through with these 
witnesses today at noon. 

Mr. Parman. Mr. Chairman, we have 19 amendments which these 
gentlemen have proposed, about which we have not been able to ask 
1 question, and [ do not think the chairman will want to take the 
responsibility of cutting members off from asking questions about 
these 19 amendments. 

The CuarrMan. We have a heavy schedule for next week. The 19 
amendments can continue to be heard next week. 

We have got to get through with the witnesses before we con- 
sider the bill. 

Mr. Murer. Mr. Chairman, all of this is coming out of my time 
without my even being asked to yield the witness. I am trying to 
find out when it will be convenient to all concerned so that I can con- 
tinue to examine the witness. 

The CuarrMAN. We will continue for another 15 minutes. 

Mr. Mutrer. We cannot do that, Mr. Chairman; we only have 8 
minutes until 12 o’clock. 

The Cuairman. We will go to 12 o’clock, and then we will adjourn. 

Mr. Motrer. When will these witnesses be able to return, Mr. 
Chairman ¢ 

The Cuatrman. I do not know. Tomorrow, we are going to have 
the credit unions. 

Mr. Mvuurer. Tomorrow ¢ 

The CHarrMAn. Yes. 

I said I was going to try to have this afternoon devoted to hearing 
some witnesses. The credit union witnesses. Because of an objec- 
tion, we are unable to meet this afternoon. 

Mr. Parman. I was told there would be no hearing Friday, and I 
made arrangements to testify before the Ways and Means Committee 
in the morning, based upon the statement of the chairman that there 
would be no hear ing tomorrow. 

The Cuamman. No, I said before we adjourned last night that I 
was going to try to have unanimous consent of the House to meet this 
afternoon. You objected to it. 

Mr. Parman. That is right. 

The CHatrmMan. I said at that time, if we do not meet in the after- 
noon, we are going to meet Friday. 

Mr. Muurer. Mr. Chairman, I do not know to whom it was said. 
It is not on the record. It was agreed early in the week there would 
be no Friday session this week. 

I have made other arrangements, so I cannot be here tomorrow. 
But that is not the point I am concerned with now. Obviously we 
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cannot finish with these gentlemen by 12 o’clock. I would like to know 
when they can return so I may continue my interrogation of these 
gentlemen and so that other members may have an opportunity to do 
so. 

The CHAIRMAN. Nobody has asked for reco gnition. 

Mr. Murer. Mr. Vanik has asked for recognition. 

The Carman. No one else has asked to ask questions but you and 
Mr. Patman. 

Mr. Vanirx. Mr. Chairman, I have a few questions I would like to 
ask at some later time, whenever it suits the convenience of the chair- 
man. 

The Cuamman. We have already set the hearing for tomorrow. 
We will adjourn at 12 o'clock today. 

Mr. Vanik. I was allowing for the questions of some of my col- 
leagues which I knew would take up about three-quarters of the time. 

The Cuatrman. Proceed, Mr. Multer. 

Mr. Morrer. I will, Mr. Chairman. 

Mr. Robertson, during the 5-minute rule that we were observing, I 
referred to the fact that our staff had not prepared a comparison of the 
House version and the Senate version of the 2 bills. 

My attention was directed to the fact that on July 11, 1957, the staff 
had prepared such a comparison of the two bills and I want the record 
to be corrected accordingly. 

I do hope, however, “that you will, as you indicated, give us the 
benefit of the thinking of your Board on the changes that are recom- 
mended by those two bills, which you have not commented upon in 
your principal statement. 

Now, I would like to return for a moment to the question of giving 
you the authority that I think you need for both licensing brokers 
and controlling dividend rates and the like. 

If the committee sees fit to write such authority into the bill, 
there any reason why the Board could not exercise that authority ¢ 

Mr. Hatianan. | think, Mr. Multer, to be fair, the Board is and has 
been giving serious consideration to prohibiting the use of brokers 
by our institutions altogether. 

Mr. Mutrer. I assume that means that one of these days you will 
send up an appropriate recommendation to us / 

You could not prohibit such activity without legal authority writ- 
ten into the statute; am I right? 

Mr. Hatianan. I do not know about that. 

Mr. Rosertson. We think we can through the control of sales prac- 
tices. We have broad authority. 

Mr. Mutrer. I seriously doubt that you can make such a prohibi- 
tion without legislative authority. 

But along with that, I would suggest that you also consider the 
authority to license brokers, rather than prohibit. I think you would 
be on safer ground if you licensed and regulated them rather than 
prohibiting the activity altogether. 

I hope you will consider that matter, too. 

Now, on the question of branches, where an application is filed by 
a new group for a new institution, what is the policy, as between that 
kind of an application and an application by another going institu- 
tion for a branch in the same area ? 
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Mr. Rosertson. Well, I think the broad question is whether or not— 
let’s put it this way: It is much easier to establish a branch and much 
less expensive on the part of the people who are doing it, than it is 
to organize a new institution. And I think that the criterion is this, 
if the Board is convinced that the area will support a new institution, 
that the preference would be in favor of the new institution. 

If, on the other hand, it is an active but small area where the con- 
venience of the saver is the principal question, then I think the Board 
would lean toward a branch. 

Mr. Mutter. In other words, the policy is consistent with the idea 
of trying to keep these institutions localized to the extent that they 
are representative of the community and acting for and in the com- 
munity and for the benefit of the community ? 

Mr. Rosertson. That is right. 

Mr. Mutter. Is there —" criterion that you use in determining 
priority between applicants? Suppose there are two different groups 
that come in, and one files today, and next month another group files 
for the same area. 

Mr. Rosertson. Well, the one who filed first would certainly be 
given that prior consideration. 

Mr. Mutter. And the same would apply if after an application is 
made by a new group, another group comes in which is already in 
existence and operating and wants a branch in that particular area, 
you would take into account all of the relevant facts, and if they are 
on an equal basis the prior application would probably get preference ? 

Mr. Ropertson. Yes; I think that is a fair statement. 

Mr. Hatianan. There are other considerations, as you well know, 
Mr. Multer. 

In some cases, where you have a fast-growing area, and you have 
a lot of new institutions, the stability that you are after may make 
you lean over to the branch. 

Mr. Mutter. Now, as to the matter of court review. You touched 
on that in your statement. I would be inclined to make the court 
review broader than that in the statute, rather than restricting it more, 
as you have indicated. 

Maybe it is my legal background that leads me toward that. I am 
not trying to make more money for the lawyers, believe me, but I do 
think that there ought to be—and this is directed not only against the 
Home Loan Bank Board but against the Federal Reserve Board, the 
Comptroller of the Currency, and all of our regulatory agencies, in- 
cluding the FDIC—I think their decisions should be subject to review 
in an appropriate court. 

I think in order to get that kind of review, agencies like yours— 
and mind you, I am not indicating that there is any specific case in 
which if I were sitting as a judge I would have done anything differ- 
ent than you have done—I do not have any particular case in mind, 
but just the broad general principles—I think you ought to be re- 
quired in making determinations, particularly with reference to appli- 
cations for new charters, applications for branch offices, and more par- 
ticularly where it concerns the removal of officers or directors of an 
institution, I think you should be required to make findings of fact 
and conclusions of law in much more detail than just taking as a con- 
clusion the language of the statute and giving that as a reason for 
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what you are doing, so that there could be a court review in an appro- 
priate case. What is wrong with that thinking ¢ 

Mr. Rozertson. I am not a lawyer. I will jet Mr. Hallahan answer 
that. 

Mr. Harianan. You are talking about the broad area of adminis- 
trative law ? 

Mr. Muurer. Yes. 

Mr. Hatxanan. And this is a part of that broad area. I think his- 
torically, when you are dealing with financial institutions, this dis- 
cretionary authority to decide on the granting of new charters or new 
facilities under the standards established in the law, have never been 
subject to review as far as Federal financial institutions have been con- 
cerned, and I would assume the same thing would be generally true 
with respect to State-chartered institutions, especially in the older 
States in our country. What you are dealing with in this particular 
field, presumably, is the judgment of people who have been appointed 
to make these determinations. 

The Name question, of course, is, as you present it, should these 
judgments be subject to review. In other words, in that process, will 
or can, or would you permit, the courts to substitute their judgment 
for that of the people who have been designated to make it. 

Mr. Mutter. Whenever there is a review board there is a substitu- 
tion of judgment. I do not think that is what we want to do, of 
course. 

Mr. Hauianan. Well, you get into that area, Mr. Multer. For in- 
stance—and you run into a lot of practical difficulties—let’s assume 
that you had that procedure and you provided some method of court 
review. Let’s assume there is more than one group seeking a charter or 
facility in a particular place. If a board or oflicer of the Government 
makes that judgment, and that judgment is contested, then you go into 
the courts, and you can be in there 2, 3, or any number of years before 
the people concerned have the use of any facility in that particular 
area. 

It seems to me that you have to weight all of the good things and 
bad things on the one side, and all of the good things and bad things 
on the other side before making a determination to change the present 
procedure. 

I am sure that with respect to individual cases, maybe there are some 
inequities that arise, but I think it is something that you have to look 
at from the overall view. 

Mr. Mourer. I do not think we ought to color our thinking with the 
caliber of men now sitting on this Board. 

I do not think we will have any trouble while you gentlemen are 
members of the Board. But I think you all remember some sad in- 
stances that had to go to the courts before any of you men joined the 
Board. 

I believe Mr. Hallahan was clerk of this committee at the time some 
of those matters were presented here. These matters requiring review 
should be expeditiously handled and not permitted to lag. 

Mr. Hatxanan. The particular case you are talking about is already 
11 years old, and I don’t know when it is going to terminate yet. 

Mr. Mutrer. I hope that is the exception. I think it makes for 
better administration in the various agencies, if the men sitting there 
know that their actions are subject to review by a court. 
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Mr. McDonovuenu. Will you yield? 

Mr. Mutrer. Surely. ; 

Mr. McDonovueu. in you referring to the arbitrary authority exer- 
cised by a member of the Board in connection with the California 
case ¢ 

Mr. Muxrer. Yes. 

Mr. McDonoven. That is the only one of that nature that we have 
had. 

Mr. Mutter. If possible we want to prevent another one like it. 

With these gentlemen, I am sure we will not have it. We do not 
know who will be sitting there after these gentlemen are gone. 

Mr. Hatianan. There is court review provided in our statute with 
respect to that particular case or any repetitions of it. 

Mr. Mutrer. Does any recommendation you make affect that 
situation ? 

Mr. Hattanan. No, sir. Such cases would have court review. 

Mr. Murer. Mr. Chairman, I would like to have these witnesses 
back at a convenient time. 

It is now 6 minutes after 12 o’clock. 

The CHarrMan. I am sure the committee has a paternal affection 
for the Home Loan Bank Board. This committee created it. And I 
am sure we are very well satisfied and pleased with the way it is now 
constituted. 

We want to thank you for coming up here and giving us the benefit 
of your views, which I know are sincere and honest. We may have you 
back at some future time. 

The committee will now adjourn, to meet tomorrow morning at 10 
o'clock. I want it understood that the chairman is not attempting to 
force anybody to vote for this bill. He only wants the committee to 


function, and we have got to go along on a schedule or we just do not 
function. 


The committee is now adjourned. 
Mr. Rosertson. Thank you, Mr. Chairman. 


(Whereupon, at 12:10 p. m., the committee adjourned, to reconvene 
at 10 a.m., Friday, January 17, 1958.) 
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FRIDAY, JANUARY 17, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a.m., pursuant to adjournment, Hon. Brent 
Spence, chairman, presiding. ; 

Present: Messrs. Spence, Brown, Talle, Widnall, Betts, and Siler. 

The CuHarrman. The committee will be in order. 

We will resume the hearings on S. 1451 and H. R. 7026. 

We have with us this morning Mr. Gannon, Director of the Bureau 
of Federal Credit Unions, Department of Health, Education, and 
Welfare. 


STATEMENT BY J. DEANE GANNON, DIRECTOR, BUREAU OF FED- 
ERAL CREDIT UNIONS, DEPARTMENT OF HEALTH, EDUCATION, 
AND WELFARE 


Mr. Gannon. Mr. Chairman and members of the committee, I 
would like to read a statement. 

The CHarrman. You may read your statement without interrup- 
tion, and then you may be subject to interrogation. 

Mr. Gannon. I am J. Deane Gannon, Director of the Bureau of 
Federal Credit Unions, Department of Health, Education, and 
Welfare. 

Title VII of S. 1451 and H. R. 7026 would revise the Federal Credit 
Union Act in a number of respects, largely in accordance with our 
recommendations to the Senate Committee on Banking and Currency. 
Inasmuch as many of the changes are of a relatively technical nature, 
my comments will be confined to the few more substantive changes. 

We observe that three of the original recommendations made by the 
Department have not been included. One of these proposed that the 
supervisory committee (sec. 16) should not include persons who are 
involved in or responsible for any operations of the Federal Credit 
Union. We still believe a provision to this effect would be desirable. 
Another was related to the need indicated by credit unions for author- 
ity to provide for a loan officer. We have believed that there was 
merit in this proposal so long as the delegated authority was held 
within well-defined limitations. The third was the proposal with 
respect to section 15 for authority to be vested in the director to pre- 
scribe maximum loan limits within the statutory limit of 10 percent 
of the credit union’s paid-in and unimpaired capital and surplus. 
This, we believe, ae enable us to establish a more meaningful 
limitation, especially for the larger credit unions. 
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Section 7 (b) provides new authority with respect to adequate in- 
ternal audits of Federal credit unions at least once each year. The 
Bureau is very much concerned with the development of internal 
control and audit and has recently issued a comprehensive manual 
which should enhance the quality of audits performed by the super- 
visory committees and independent auditors. As part of our regular 
examinations we expect to provide help to the internal auditors so 
that their performance will be more comprehensive and effective. 
Moreover, section 14 would authorize compensation for necessary 
clerical and auditing assistance requested by the supervisory commit- 
tee so we anticipate that independent audits will be more extensively 
made for those Federal credit unions whose earnings will permit it. 

We believe that the role of the Government should be that of mak- 
ing examinations as provided for in section 7 (a) and that the auditing 
and internal control functions are properly a responsibility of man- 
agement. However, section 7 (b), while providing that we should 
encourage adequate internal audits at least once a year, makes an 
independent or Bureau of Federal Credit Unions audit mandatory 
only where the Director thinks such action is necessary. We would 
expect to require such audits only where, as the provision indicates, the 
action otherwise taken for this purpose is not considered adequate, 
and hence, we do not wish to interpose any objection to the enactment 
of this provision. 

Section 15 in the bills will increase the unsecured loan limit from 
$400 to $500. We believe that this increase is warranted and would 
not likely adversely affect the loss ratio for Federal credit unions. 

While the provisions of section 18 were not recommended by us, 
we recognize that the declaration of dividends by the board of di- 
rectors rather than by the members does have merit and we would not 
recommend against it. We likewise interpose no objection to the 
permissive authority for semi-annual dividends and the grace period 
of 5 days as proposed. 

Subsection (i) of section 21 is a new provision which would regulate 
acceptance of employment in a Federal credit union by any employee 
of the Bureau of Federal Credit Unions within 2 years after termina- 
tion of his Bureau employment. While we have had no unsatisfactory 
experiences in this area, we appreciate the intent of the provision 
and do not anticipate that this requirement would impose an undue 
hardship on either the Bureau or its employees. 

The existing law provides that space may be allotted to credit unions 
in Federal buildings without charge if their membership consists 
exclusively of Federal employees and members of their families. 
Section 25 in the bills wait modify this to permit allotment of space 
in Federal buildings where 95 percent of the membership consists 
exclusively of Federal employees, retired Federal employees, and 
members of their families, thus helping to meet a problem which 
exists because of the few non-Federal members in some credit unions. 

Title VIII would amend section 2113 (g), title 18, United States 
Code to make robbery of a Federal credit union a criminal offerise and 
was one of our original recommendations. 

There are a number of changes of a technical and drafting nature 
which we are submitting and which we would recommend be incor- 
porated in the bills. 

The Cuarrman. They may be inserted. 
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(The documents referred to are as follows :) 


Minor TECHNICAL AMENDMENTS TO 8. 1451 anp H. R. 7026 


1. Page 228, section 2: Amend subsection (b) to read as follows: 

“(b) The term ‘Bureau’, except when used in section 3, means the Bureau 
of Federal Credit Unions,” 

A related change is the deletion of the phrase “of Federal Credit Unions” 
from subsection (c) of section 2. 

The reason for these suggestions is the importance of using only the defined 
term “Bureau” in the rest of the provisions of the proposed Federal Credit 
Union Act, outside of the definition in section 2 (b). Since the word “Bureau” 
means “Bureau of Federal Credit Unions” each time it is used, section 2 (c) 
should not include “of Federal Credit Unions’ and an exception should be 
made for section 3 where use of the full term “Bureau of Federal Credit Unions” 
is appropriate. 

2. Page 230, section 6: The last sentence of this section, relating to the 
deposit and use of the examination fees collected, should, as it does in existing 
law, follow the table appearing in that section. This is because the preceding 
sentence states that the fees charged may not be “more than the amounts speci- 
fied in the following table”. The table is, therefore, almost an integral part of 
that preceding sentence and, if possible, should not be separated from it by an 
intervening sentence. Unfortunately, the print of the existing Federal Credit 
Union Act, which was apparently used in the drafting of this section incor- 
rectly placed the table at the end of section 5. 

3. Page 231, section 7 (b): The third sentence of the proposed section 7 (b) 
should read as follows: “Fees for such audits by the Bureau shall be fixed in 
accordance with the provisions of subsection (a) of this section, shall be 
deposited to the credit of the special fund created by section 6 hereof, and 
shall be available for the purposes specified in said section 6.” 

4. Page 235, section 15: Insert the following flush sentence at the end of this 
section: “For the purposes of this section an assignment of shares or the 
endorsement of a note shall be deemed security.” 

It is our understanding that this sentence was omitted inadvertently by the 
Clerk at the desk in the Senate. 

5. Page 236, section 18: This section should be amended to read as follows: 

“Annually or semiannually, as the bylaws may provide and after provision for 
the required reserves, the board of directors may declare a dividend to be paid 
from the remaining net earnings. Such dividend shall be paid on all paidup 
shares outstanding at the end of the period for which the dividend is declared. 
Shares which become fully paid up during such dividend period and are out- 
standing at the close of the period shall be entitled to a proportional part of 
Such dividend calculated from the first day of the month following such pay- 
ment in full, except that such proportional part of such dividend may be cal- 
culated from the first day of the month in which such shares become fully 
paid up if they become fully paid up during the first five days of that month.” 

We believe the last sentence of this alternative states the purpose more 
clearly. (We proposed the language in the bill; but further study indicates 
the desirability of the change. ) 

Mr. Gannon. We believe that these bills eliminate a number of 
obsolete provisions as well as add some new and desirable features. 
We would, therefore, recommend that title VII, and the provisions 
of title VIII referred to above, of the bills, with the technical modifica- 
tions proposed, be enacted by the Congress. 

The CHarrMan. Does that complete your statement ? 

Mr. Gannon. Yes, sir, it does, Mr. Chairman. 

The CHatrman. What are the assets of the credit unions in the 
United States now ? 

Mr. Gannon. Well, there are the State chartered credit unions, 
Mr. Chairman, and the Federal chartered credit unions. The latest 
information that we have, of course, is as of December 1956, and at 
that time the assets were in excess of $3 billion for both. 

The Cuatrman. What part of the consumer loans in the United 
States are those of credit unions? 
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Mr. Gannon. It is a small percentage. I am not quite certain, but 
I believe somewhere in the area of 6 percent of the installment con- 
sumer loans. 

The Cuairman. I have seen it stated somewhere that they made 
14 percent of the consumer loans. You think that would be high? 

Mr. Gannon. I would think that would be high. The matter of 
definition, of course, does affect the ratio. The Federal Reserve Bul- 
letin indicates a study in this area. We would be glad to submit 
that information to you. 

The Cuamman. What has been their experience with unsecured 
loans ? 

Mr. Gannon. The credit union experience has been phenomenal. 
The loss ratio on loans made has been 16 cents for each $100 loaned. 

The Cuatrman. Isn’t it a fact that because it is a cooperative or- 
ganization, and they are really borrowing from their fellow em- 
ployees, that there is a high incentive to meet their obligations? 

Mr. Gannon. We feel that is a very impelling force, Mr. Chairman. 

The Cuarrman. If a man defrauds a credit union, he would lose 
his standing with his fellow employees. 

Mr. Gannon. That is very true. 

The CHarrman. And they know that. 

Mr. Gannon. That is very true. 

The CHatrman. What is the growth of the organizations? Are 
they growing rapidly or not? 

Mr. Gannon. Well, yes, sir; indeed, they have been growing 
rapidly. Federal credit unions, during the last year, had a growth 
of about 20 percent, and all credit unions in general have been grow- 
ing quite rapidly. 

The Cuartrman. You only have three suggestions to make, three 
amendments that you are advocating: One is to raise the amount of the 
unsecured loan from $400 to $500, and the other is with reference to 
a director, or one who has anything to do with the operation, being 
on the supervisory committee, and a lean agent when the Board is 
not meeting. Is that the only recommendation you have to make? 

Mr. Gannon. That is not quite true, Mr. Chairman. The bills, as 
now drafted, include most of the original recommendations that we 
made to the Senate committee. They do not contain three of the 
original suggestions which I enumerated, divorcing from the super- 
visory committee people who have a responsibility for the operations, 
then providing for a loan officer, and then setting by the director, 
by regulation, of maximum loan limits within the statutory limits. 
They are not included in the bills as they are now drafted. 

All of the other recommendations we made are included in the bill. 

The Cuarrman. How many directors are on the supervisory com- 
mittee now ? 

Mr. Gannon. I couldn’t give you a definite answer. You see, the 
supervisory committee is elected by the members, and the present 
Federal Credit Union Act provides the majority of whom shall not 
be directors. It is our thinking that certainly none of the officers 
and none of the members of the credit committee, and no employees 
should be on the supervisory committee, because they then, in turn, 
would be auditing their own actions. 





FINANCIAL INSTITUTIONS ACT OF 1957 965 


This has not been a problem, but it just basically seems to us not 
to be right to have on the supervisory committee the same people 
who are responsible for the operations. 

The Cuarrman. Is it customary to have a director on the super- 
visory committee, or have they availed themselves of that authority 
now ¢ 

Mr. Gannon. Generally speaking, we have had no problem. They 
have been fairly well divorced. But under the terms of the act, as 
now written, it is possible that they could have 2 of the 3 members 
represent operating officers or credit committee members. 

The Cuarrman. And you feel the investigating committee ought 
not to have an operating officer on the board ? 

Mr. Gannon. That is our feeling, that he should be purely detached. 

The Cuarrman., I will call the committee. 

Mr. Brown, have you any questions? 

Mr. Brown. I notice in your statement, on the first page, that 
three of your original recommendations to the Senate are not con- 
tained in the bill. 

Mr. Gannon. That is right. 

Mr. Brown. You are not now insisting on those amendments, are 

ou? 

Mr. Gannon. No, we are not, Mr. Brown. 

Mr. Brown. As I understand your last paragraph, you are support- 
ing this bill? 

Mr. Gannon. That is right, Mr. Brown. 

Mr. Brown. That is all. 

The CuatrmMan. Are the amendments in the bill, as reported to the 
Senate, satisfactory to your department ? 

Mr. Gannon. The amendments, sir, that deleted these three recom- 
mendations ? 

The CuHatrMan. Yes, sir. 

Mr. Gannon. We still feel very strongly that these recommenda- 
tions are good, but we are insisting that they be incorporated in this 
bill. 

The Cuarrman. You are for the bill? 

Mr. Gannon. Yes, indeed. 

The Cuarrman. Dr. Talle. 

Mr. Tarte. Thank you, Mr. Chairman. I have no questions. 

The Cuarrman. Mr. Widnall. 

Mr. Wipnatt. Thank you, Mr. Chairman. 

I would just like to understand a little bit more about the operation 
of the credit unions, as to what they have done to guarantee against 
losses. Is it something that is optional with a borrower, or is there 
a full protective policy taken out by the union ? 

Mr. Gannon. Well, there is no guaranty against losses in credit 
unions, Mr. Widnall, except the many factors involving supervision, 
good management, and surety bond protection. 

Mr. Wiwnatut. What is borrowers’ protective insurance ? 

Mr. Gannon. That insures the life of the borrower. While you re- 
main indebted to a credit union your loan is covered, and should you 
die before the loan is repaid the loan insurance would pay the balance 
due to the credit union and therefore relieve your estate of liability 
for it. 
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Mr. Wipnat. How do you distinguish between that and life-sav- 
ings insurance / 

Mr. Gannon. Life-savings insurance applies only to your savings, 
the share account that you have accumulated in the credit union, and 
in the event of your death, within certain age limitations, you would 
receive dollar for dollar the full amount of your savings. 

Mr. Wipna.. In case of mismangement and deterioration of assets 
or embezzlement, what form of protection is there at the present time 
afforded the members of the credit union ¢ 

Mr. Gannon. We have a very substantial surety bond requirement 
for these credit unions, to protect them against fraud, dishonesty, and 
lack of faithful performance. 

Mr. Wipna.t. Is there any protection by way of merged assets of a 
number of credit unions, or is each credit union a separate entity ¢ 

Mr. Gannon. Each credit union is a separate entity. 

Mr. Wiwnatt. That isall. Thank you. 

The CHatrman. The insurance is held by private insurance cor: 
orations, is it not? There is no Federal agency that insures these 
unds? 

Mr. Gannon. That is right, Mr. Spence. 

The CHatrrman. What premiums do you have to pay? Are the 

premiums high for this character of insurance ? 

Mr. Gannon. You are speaking with respect to—— 

The Cuarrman. The officers. 

Mr. Gannon. Thesurety bonds? 

The Cuatrman. Yes, sir. 

Mr, Gannon. No; I would not say that the rates are high, in rela- 
tion to other surety-bond rates. 

The Cuarrman. There is a requirement, though, that all the officers 
handling funds must be insured ¢ 

Mr. Gannon. That is in the act. There are two provisions in the 
act ; one that they must be covered by a surety bond, and that the Direc- 
tor of the Bureau of Federal Credit Unions shal] set the standards. 
In other words, we prescribe a minimum requirement on the form 
of the bond. 

The Cuarrman. Is the method of procedure of credit unions some- 
what the same as that of savings and loan associations? Are the bor- 
rowing members or depositing members purchasing stock ¢ 

Mr. Gannon. That is right, Mr. Chairman. 

The Cuarrman. The borrowing member is paying on his stock, and 
when his debt is paid, the stock is withdrawn, and when he takes out 
his money the stock is withdrawn, just as in a savings and loan 
association ? 

Mr. Gannon. Yes, sir, except that a credit union is limited to a very 
specific group of people; that is, the employees of one employer, or 
members of a specific association, a church group or what not. Credit 
unions do not deal with the general public. 

The Cuatrman. What has been your record of failures? 

Mr. Gannon. Our record with respect to Federal credit unions has 
been very good. There have been more that have paid out more than 
100 cents on the dollar than have paid out less. We do have the situa- 
tion that because they are so closely affiliated with industry, 
an industry might decide to close or move away, and we have a 
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liquidation of a credit union as a result. But, as I say, in the overall, 
more credit unions have paid out more than a hundred cents than have 
paid out less, and the average losses through liquidations have been 
very small. 

The Cuarrman. And the Department would have the authority to 
liquidate one of these organizations when it would not be able to 
operate any further ¢ 

Mr. Gannon. We have the authority to place them in involuntary 
liquidation. That provision is in the law. And then, of course, there 
is the voluntary provision for liquidation, where, in an instance, as I 
spoke of, the plant would close and the members would vote to liquidate 
the credit union, and it would be done by the officials of the credit 
union. It would bea voluntary liquidation. 

The CHarrman. Would you have the authority to appoint a 
receiver ¢ 

Mr. Gannon. We do have that authority. 

The CuHarrMan. Without a court sila and just because of the 
power in you? 

Mr. Gannon. Yes, Mr. Chairman. We have the authority to ap- 
point a receiver even in the case where a credit union is in voluntary 
liquidation, if it is not properly handled. We may then step in and 
appoint a receiver and take possession. 

The Cuarmman. What has been the history of bankruptcy and fail- 
ure of these institutions ¢ 

Mr. Gannon. There have been very few involuntary liquidations 
of Federal credit unions. I couldn’t give you the figure offhand. I 
would be glad to supply it to you if you would like to know, but there 
have been very few. ‘There have been many more voluntary liquida- 
tions for the various reasons I have given you, such as changes in the 
sponsoring organization. 

The CuamrmMan. Who supervises the personnel and the management 
of these organizations? Have you any authority to see that the proper 
people are put in charge of the affairs of these organizations? 

Mr. Gannon. Well, basically, of course, all of the directors and 
members of the committees are elected by the members of the credit 
union, and they are answerable to them and make reports at their 
annual meetings, and they are answerable to the members. 

So that if the members felt that the elected directors were not acting 
in their best interests, they might replace them with other persons. 
Beyond that, of course, we supervise and examine the Federal credit 
unions, and in the course of our examination we make an evaluation 
not only of the assets of the credit union and their loaning procedures, 
and so forth, but also an evaluation of the quality of management. 
And we make recommendations in that area also. 

The Cuairman. How many of the States provide for the organiza- 
tion of credit unions ? 

Mr. Gannon. All but four States have credit-union laws. 

The CuairmMan. Have State organizations been comparatively as 
successful as the Federal ? 

Mr. Gannon. Yes, sir, they have, Mr. Chairman. 

The Cuairman. In assets and numbers, how do they compare with 
the Federal unions? 
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Mr. Gannon. Well, they have slightly more in assets and numbers. 
I would guess it is probably about 51 percent State and 49 percent 
Federal, as of the last figures we have. 

The Cuamman. Many of the State organizations were organized 
long before there was any Federal statute on the subject ? 

Mr. Gannon. That is true, Mr. Chairman. I think there were 38 
States that had credit-union laws at the time the Federal act was 
placed on the statutes in 1934. 

The Cuarrman. How long have Federal credit unions been in opera- 
tion in the United States? 

Mr. Gannon. The first credit-union law was enacted in Massachu- 
setts in 1909, but it gained great momentum in the late twenties and the 
early thirties. As I indicated, prior to 1934, 38 States already had 
legislation in this area. 

The Cuarrman. And the record through the years has been very 
successful ? 

Mr. Gannon. Yes, sir, it has, Mr. Chairman. 

The Cuarrman. For the State as well as the Federal ? 

Mr. Gannon. Yes, sir. 

The Cuatrman. It seems to me they are fine institutions. They 
encourage thrift, which is a very fine thing. The members are bor- 
rowing from their fellow employees, and it is a great incentive to pay 
back promptly and to meet their obligations. 

Mr. Gannon. We feel that way, too, Mr. Chairman. There are 
probably 5 million members in Federal credit unions, and we feel that 
if 5 million people will learn the habit of thrift, we are making quite 
a contribution to our country and its economy. 

The CHarrman. What interest do they pay depositors ? 

Mr. Gannon. We call it dividends, because in the Federal credit 
union there are no deposits. All the money that is paid in is paid in 
the form of shares, so that they participate in dividends on these 
shares. The popular rate right now would be somewhere between 3 
and 4 percent. There is some few which pay less and some few more. 

The Cuarmman. What dothey charge the borrowers? 

Mr. Gannon. By statute the maximum interest charge is 1 percent 
per month on the unpaid balance, although some credit unions may 
charge less than that statutory maximum. 

The Cuarrman. That is the limit? 

Mr. Gannon. That is the limit, Mr. Chairman. 

The Cuarmman. What is the average rate which they do charge 
the borrowers? Would it be pretty close to that? 

Mr. Gannon. I would say the majority of the credit unions charge 
1 percent per month, a smaller number would be charging less. But 
the average would be something less than 1 percent per month. 

The Cuatrrman. Do you think 10 percent is too high for secured 
loans? Is it because of the growth of some of these corporations that 
10 percent would make the loan rather out of the range of what they 
intended to do? 

Mr. Gannon. That is exactly our feeling, Mr. Chairman. To take 
an extreme case, a credit union having $1 million in shares could 
theoretically make a loan of $100,000 to 1 individual. It seems un- 
realistic, although perfectly legal. 

The Cuarrman. That is the sole reason, because of the growth of 
the corporations, that you want that? 
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Mr. Gannon. That is right, Mr. Chairman. 

The Cuatmman. Are there further questions? 

Mr. Berrs. May I ask a question ? 

The Cuarman. Mr. Betts. : 

Mr. Berrts. I am not sure you answered this, Mr. Gannon, but this 
thought occurred tome. Commercial banks are required to have some 
statutory reserve limit, and the Federal Home Loan Bank Board also 
requires certain liquidity reserves. As I understand, there is no such 
requirement which applies to credit unions; is that correct? 

Mr. Gannon. Well, we have a statutory reserve provision, Mr. 
Betts. Each credit union must set aside at least 20 percent of its net 
income to the regular reserve before they pay any dividends. In ad- 
dition to that, we have by regulation a reserve requirement which is 
predicated on the amount of delinquent loans. We have a formula, 
so that that, too, must be provided for before the payment of dividends. 

Then, in addition to that, the Federal Credit Union Act gives the 
director authority to require additional reserves when, in his judge- 
ment, it is necessary. 

So there are very definitely reserve requirements for Federal credit 
unions. There is no such requirement as to liquidity, per se. In 
other words, we do not say that 10 percent of the assets must be main- 
tained in cash or equivalent. 

Mr. Berrs. Then I understand that what reserve you have is de- 
termined by regulation ? 

Mr. Gannon. No; it is first determined by statute, 20 percent of all 
net income before payment of dividends. Then by regulation, as it 
applies to the condition of the loan account. Then, again by statute, 
in individual cases we may require additional reserves beyond any 
and all of these. 

Mr. Berrs. What is that requirement? 

Mr. Gannon. Well, on the average, we have reserves in Federal 
Credit unions of some $54 million, which is roughly about 4 percent 
of the share account, and I think about 5 percent of the total loans 
outstanding. So it is assuming quite a substantial proportion. 

Mr. Berts. For my own information, in the event—well, first, is 
there any requirement for security or cosigners ? 

Mr. Gannon. Yes, sir, under the provisions of the law, as it is 
now written, the unsecured loan limit is $400. These bills would raise 
that to $500. 

Any loan in excess of those amounts, then, would have to be se- 
cured. Security may be in the form of a comaker, form of a chat- 
tel mortgage, or any other type of usual lien. 

Mr. Brrrs. May the individual credit unions, by regulation, pro- 
pose further requirements for security below the $400 or $500? 

Mr. Gannon. Yes, sir; they are at liberty to put in a secured loan 
limit of $200, if so desired, and to place any limit on loans indi- 
vidually. 

Mr. Berrs. The reason I ask the question, the cleaning lady in my 
office a couple of years ago signed a note down at this union here 
and asked if I would sign her note too. I was wondering what the 
regulation was. 

Mr. Gannon. It is a statutory provision, as now written, $400, or as 
proposed, $500. Anything beyond that must be secured. 

Mr. Berrs. Those are all the questions I have. 
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The Cuamman. Mr. Siler. 

Mr. Sizer. I never hear of these unions down in my part of the 
country. Do you have any in Kentucky ? 

Mr. Gannon. We certainly do. At the end of last year we had 
53 Federal credit unions, and I am sure we have more at the end of 
this year. Your State law, of course, predated the Federal law, so 
that you have more State-chartered credit unions in your State than 
federally chartered. 

Mr. Stier. When you have insolvency in any particular union, is 
that because the officers have made unwise loans? Is that the rea- 
son for it? 

Mr. Gannon. Well, our experience would indicate that generally 
they have had very good management. It has been the unusual type 
of case where, as I indicated, the plant may close after many years 
of operation, and the people are left to scatter all over to seek em- 
ployment. In that type of situation, you may not realize fully on 
your assets. Our losses from poor judgment on the part of man- 
agement have been very minimum. 

Mr. Stier. One other question. As I understand it, these unions 
are entirely self-supporting, and taxpayers don’t pay out anything 
for them. Does that extend to the support of the Bureau here in 
Washington ? 

Mr. Gannon. That is right, we receive no appropriation from the 
Treasury. We operate entirely on the fees that we in turn assess 
against the Federal credit unions. 

Mr. Sizer. That supports the Bureau here? 

Mr. Gannon. That is right. 

Mr. Stuer. That is all. 

Mr. Berrs. Mr. Chairman, I have another question. 

The Cuarrman. Mr. Betts. 

Mr. Berrs. Going back to this liquidity requirement; what are your 
views on that? Do you think there should be? 

Mr, Gannon. I don’t believe it is necessary. Our experience would 
not indicate that, Mr. Betts, for this reason: that the investments— 
they may make loans to their members, and that is the primary asset 
of all credit unions—but surplus funds may be invested only in United 
States Government bonds, or securities fully guaranteed as to prin- 
cipal and interest by the United States, or in shares of savings and 
loan associations, which are insured by the Federal Savings and Loan 
Insurance Corporation. So that their investments are quite liquid. 
In addition to that, they have the power to borrow, so that if they 
wanted to hold their investments, say, for the interest date, or the 
dividend date of the savings and loan investment, they might tem- 
porarily borrow. And then, just common practice, these credit unions 
seem to feel what their liquidity requirements are, and gage it accord- 
ingly. So that I think we have a spread, say, from 5 to 10 percent of 
the assets being held in cash; in some cases higher than that, depend- 
ing upon the particular experience of an individual credit union. 

Mr. Berts. Then your observations are based on the history of 
credit unions; is that correct ? 

Mr. Gannon. That is right, Mr. Betts. 

Mr. Berrs. That is all. 

Mr. Brown. May I ask a question ? 

The Cuarrman. Mr. Brown. 
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Mr. Brown. Mr. Gannon, how many Federal credit unions do we 
have in the Nation? 

Mr. Gannon. We have, at the end of 1956, 8,818 Federal credit 
unions. Pardon me—1957—8,818 at the end of 1957. 

Mr. Brown, How many members do you have? 

Mr. Gannon. We have about 5 million. 

Mr. Brown. How many State credit unions do we have? 

Mr. Gannon. The last figures we have for the State credit unions 
are those for 1956, Mr. Brown—8,763 at the end of 1956. 

Mr. Brown. Do you know how many members? 

Mr. Gannon. 4,548,000; but I am sure that they have gained prob- 
ably another half million during 1957 also. 

Mr, Brown. In other words, in both there are about 10 million 
members ¢ 

Mr. Ganwon. Between 9 and 10 million, yes, sir, I would say. 

Mr. Brown. What advantage is there in having a Federal credit 
union instead of a State credit union ? 

Mr. Gannon. First of all, there are four States that have no credit 
union laws, and there are no local laws in Alaska, Hawaii, and the 
Virgin Islands, as I recall, where we are now operating. So that we 
fill a need there, which is not being met by any other local law. 

Then, in addition to that, the record seems to indicate that the Con- 
gress in 1934 felt that the problem of consumer credit was a national 
problem and should be best met by having a nations! law so that 
Federal credit unions might be available in all of the Siates. 

The CuHarrMan. What is the tendency now, to organize under State 
or Federal law ? 

Mr. Gannon. Well, it runs just about 50-50, Mr. Chairman. There 
are some States where organizations are largely in the Federal area, 
and there are some States where organizations are largely in the State 
area, and there are some where it is just about even. As I indicated 
in your own State, your State law, of course, predated the Federal 
law, and you had quite a development before 1934, but we are charter- 
ing Federal credit unions in Kentucky. 

The Cuatrman. Kentucky only has 53 Federal credit unions? 

Mr. Gannon. That was at the end of 1956; yes, sir. 

The Cuarrman. Certainly there must be a good many State credit 
unions ¢ 

Mr. Gannon. Yes; you had 127 at the end of 1956, under State 
charter. 

The Cuarrman. Kentucky provided for the organization of credit 
unions long before the Federal act ? 

Mr. Gannon. That is right, and I presume that in 1934, I don’t 
have that record here, but I presume that at that time you had quite 
a number of credit unions in your State. 

The Cuarrman. Are the laws of the States generally very favorable 
to the credit unions? 

Mr. Gannon. Generally, so: yes, sir. There are individual dif- 
ferences in the State laws, which are an advantage or disadvanta:re, 
as compared to the Federal law, according to some people. 

The Cuatrrman. What provisions are there in the law for reserve 
requirements ? 
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Mr. Gannon. It would be my guess that in that area the majority 
of State laws would be identical to the Federal laws, that 20 percent 
of the net income shall be set aside to a regular reserve before pay- 
ment of a dividend. I think that is quite a universal provision. The 
differences between the State and Federal laws usually come in the 
areas of the size of the loans. The Federal law, for instance, has a 
restriction of 3-year maturities. Many of the State laws have no 
such provision. 

The Cuarrman. And many of those being organized now are or- 
ganized under State law ? 

Mr. Gannon. That is right, Mr. Chairman. I would say, in gen- 
eral, that as many are being organized under State law as are being 
organized under Federal law. 

The Cuarrman. Do you think, generally, the Federal law is a de- 
sirable law, and that the provisions in it are sufficient to protect those 
who deposit in these organizations ? 

Mr. aster Yes, sir; we feel that generally it is a good law, it is 
one that will permit the credit unions to be of service to their mem- 
bers and still provide generally the safeguards that are necessary 
in this type of area. 

The Cuarrman. Is there any conversion provision which would en- 
able a credit union to change from a State charter, to a Federal 
charter ? 

Mr. Gannon. There is no provision in the Federal law, Mr. Chair- 
man, although there is a provision for liquidating the Federal credit 
union, and then applying for a State charter, if you should so de- 
sire. But there isno conversion provision in the Federal Credit Union 
Act. 

The Cuatrman. You have no authority with reference to the State 
organizations ? 

Mr. Gannon. We have no authority whatever with reference to 
State organizations. 

The CHarrman. Do the States exercise any authority over Fed- 
eral organizations? 

Mr. Gannon. No, sir. 

The Cuarrman. Are there further questions? 

Mr. Berrs. One more question, Mr. Chairman. 

The Cuarrman. Mr. Betts. 

Mr. Betts. Do the States have any liquidity reserve requirements? 

Mr. Gannon. I don’t believe so, Mr. Betts. I could search the 
record and let you know definitely if you would be interested. I 
just don’t ever recall a liquidity requirement in the State credit union 
law, but I might be wrong. 

Mr. Berrs. It might be helpful to put it in the record. 

Mr. Gannon. I will be happy to submit that. 

(The matter referred to above is as follows :) 

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
SocraL SECURITY ADMINISTRATION, 


BuREAU OF FEDERAL Crepit UNIONS, 
Washington, D. C., January 22, 1958. 


Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 


Dear Mr. SPENcE: During my testimony before your committee on January 
17, 1958, Mr. Betts raised the question as to the existence of a liquidity require- 
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ment for credit unions in the laws of various States. While I could not then 
ema” I indicated that we would determine if such statutory provisions 

We find that three States, Massachusetts, Minnesota, and Washington, have a 
liquidity requirement for credit unions. The statutes of Massachusetts and 
Washington require that at least 5 percent of total assets shall be carried 
as cash on hand, balance due from banks or in certain securities. The Minne- 
sota requirement is 5 percent of deposits and must be in cash and due from 
banks. 

While, as I indicated in my testimony, the Federal Credit Union Act has 
no liquidity requirement, the December 31, 1956, average ratio of cash, due 
from banks, United States bonds, and savings and loan shares to total assets 
was 28 percent. 

Sincerely yours, 
J. DEANE GANNON, Director. 

Mr. Berrs. Would your observations be the same with respect to 
State liquidity requirements as with respect to Federal credit unions? 

Mr. Gannon. Yes; I believe so. The only one reservation I would 
make is that I believe that some State laws do provide that credit 
unions may accept deposits. Now, accepting deposits, of course, 
might urge a liquidity requirement that you would not have when 
you do not accept deposits. In that area, it might require different 
treatment. But I would be very happy to search the record and let 
you know for the record. 

Mr. Berts. That is all. 

The Cuatrman. When was the department established to deal with 
Federal organizations, your department ? 

Mr. Gannon. The present Bureau of Federal Credit Unions was 
established in 1948, when it was transferred from FDIC to FSA. 
Prior to that, as I indicated, it was with the Federal Deposit Insur- 
ance Corporation, and prior to that with the Farm Credit Adminis- 
tration. 

The CHatrman. Do you think that under the present setup every 
provision is made to protect those who deposit their money in Federal 
credit unions? 

Mr. Gannon. Well, it is a little bit difficult to answer that ques- 
tion, Mr. Spence, outside of saying that unless you guaranteed every- 
thing, I believe that every provision is now made available. 

The Cuatrman. Who supervises the bonds that are furnished for 
the faithful discharge of the duties of the employees ? 

Mr. Gannon. That bond must be in a form which is prescribed by 
the Bureau, and if you will recall, it was right in this committee 
when that provision was being considered, and there is a provsion 
that these sureties must be eligible to write bonds for Federal Treasury 
funds. So we feel that—and they must be corporate surety bonds— 
so we feel that it is sufficient. 

The CHatrMAn. You investigate the bond and the character of 
the organization that furnishes it ? 

Mr. Gannon. Well, they meet these requirements of the law, which 
I think are quite substantial. 

The Cuatrman. Are there further questions? 

(No response. ) 

The Cuarrman. If there are no further questions, we are very glad 
to have your views. Your institutions are doing a — great service 
to the people. I think they contribute greatly to the thrift and hap- 
piness of the American people, and I congratulate you on having 


95375—58—pt. 2——_8 








974 FINANCIAL INSTITUTIONS ACT OF 1957 


such a great work in your charge. We thank you for coming here. 
If we need more information we will have you return. 

Mr. Gannon, Thank you, Mr. Chairman. I am very happy to 
hear you make those remarks. We feel generally the same as you do. 

The Cuarrman. The committee will adjourn to meet Tuesday at 10 
o’clock. 

(Whereupon, at 11 a. m., the committee adjourned, to reconvene 
Tuesday, January 21, 1958, at 10 a. m.) 
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TUESDAY, JANUARY 21, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, Hon. 
Brent Spence, chairman, presiding. 

Present: Messrs. Spence, Brown, Patman, Multer, Barrett, Mrs. 
Sullivan, Mr. Reuss, Mrs. Griffiths, Messrs. Vanik, Coad, Anderson, 
Kilburn, Widnall, Betts, Mumma, Hiestand, Bass, Henderson, and 
Chamberlain. 

The Cuarrman. The committee will be in order. 

We will resume the hearings on S. 1451 and H. R. 7026. 

This morning we will hear Mr. Cravens, chairman of the advisory 
committee. 

Mr. Parman. Mr. Chairman, before Mr. Cravens testifies 1 want to 
arise to a question of privilege. I have it written and I will read it, 
if you please. I would like to have a quorum here, if the chairman 
doesn’t object. 

The CuarrmMan. We are going on with the hearings. 

Mr. Parman. I am not asking to stop the hearings. I just want to 
make a suggestion at the end of this statement. It is up to the 
chairman as to what he does, but I think the chairman will be inter- 
ested in this, and I would like to proceed, Mr. Chairman, unless you 
want a quorum. 

The Cuarrman. I would like to proceed with the witness. 

Mr. Parman. I know, but I think that this is as to a question of 
privilege, and that has preference. 

The Coarrman. What is it? 

Mr. Parman. I will read it. Mr. Chairman 

The CHarrman. State whether it is a question. 

Mr. Parman. I find myself in a position where I have to make a 
request, which is very painful to me. It is a matter having to do 
with the integrity of this committee and, in fact, the integrity of the 
legislative process of the Congress of the United States. 

To give you a word of background, let me state this: In the course 
of this committee’s study and consideration of the financial institu- 
tions bill 

The CHarrman. Let me ask the gentleman: does he consider that a 
question of personal privilege? 

Mr. Parman. Privilege of the committee. 

The Cuatrman. I don’t think that is right. 

Mr. Parman. It involves the integrity of the committee. That is 
privilege. 
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The Cuaraw. Is it urgent? 

‘ Mr. Patman. Yes, it is, and should be in before this witness testi- 
es. 

The Cuarmman. Well, we will go on. 

Mr. Parman. Let me read this, if you don’t mind, Mr. Chairman. 

The Cuarmman. No; we want to utilize the time and we are going 
to hear the witness. 

Mr. Parman. I can do it in my time, then, when it comes to me. 

The Cuatmrman. Proceed, Mr. Cravens. 

Mr. Parman. It isa terrible thing, Mr. Chairman. 

The Cuarrman. That isn’t a question of personal privilege. 

Mr. Parman. There never was one, if this isn’t. 

The Cuarrman. It doesn’t seem to me it would be one. 

Mr. Parman. You didn’t let me read far enough, Mr. Chairman. 

The Cuarrman. Mr. Cravens, you may proceed. 


STATEMENT OF KENTON R. CRAVENS, CHAIRMAN OF THE ADVI- 
SORY COMMITTEE TO THE SENATE COMMITTEE ON BANKING 
AND CURRENCY FOR THE STUDY OF FEDERAL STATUTES GOV- 
ERNING FINANCIAL INSTITUTIONS AND CREDIT 


Mr. Cravens. Mr. Chairman and members of the committee, I am 
Kenton R. Cravens. I am a banker, being president of Mercantile 
Trust Co. of my home city, St. Louis, Mo. I do not appear before you 
in that capacity, however, but rather as chairman of the advisory com- 
mittee to the Senate Committee on Banking and Currency for the study 
of Federal statutes governing financial institutions and credit. The 
study which was made by the Senate Committee on Banking and 
Currency gave rise to S. 1451 which with its companion bill, H. R. 
7026, are the bills which are the subject of this committee’s attention 
today. 

It has occurred to me that in your consideration of these bills, both 
of which bear the title “Financial Institutions Act of 1957”, you might 
like to hear how the advisory committee came into being and what its 
function was. 

Incidentally, for the benefit of those of you who are following my 
prepared statement, the references with respect to pages and recom- 
mendations and sections of the bill are in there only for the record, 
and I will omit reading them to conserve your time. 

The advisory committee was composed of 25 members plus a vice 
chairman, a chairman, a secretary, and counsel, each of whom served 
without compensation and without cost to the Government. I have a 
roster of the names and addresses which I will not read but would like 
to submit for the record. 

The Cuatrman. It may be inserted in the record. 

(The document referred to is as follows :) 


ApvIsoRY COMMITTEE TO SENATE COMMITTEE ON BANKING AND CURRENCY FOR 
Srupy oF FEDERAL STATUTES GOVERNING FINANCIAL INSTITUTIONS AND CREDIT 


Chairman: Kenton R. Cravens, president, Mercantile Trust Co., St. Louis, Mo. 

Vice Chairman: C. Francis Cocke, chairman, First National Exchange Bank, 
Roanoke, Va. 

Secretary : James Saxon, First National Bank, Chicago, Il. 
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Counsel : Robert Neill, attorney at law, St. Louis, Mo. 
Members of Executive Committee: Kenton R. Cravens, C. Francis Cocke, John 
J. McCloy, Reese H. Harris, Everett D. Reese, William W. Pratt, Henry A. Bubb. 


SUBCOM MITTEES 


Federal Reserve Act (Board of Governors, Federal Reserve System) 

Chairman: John J. McCloy, chairman, Chase Manhattan Bank, New York, 
Pecks 

Lester V. Chandler, professor, department of economics, Princeton University, 
Princeton, N. J. 

Homer J. Livingston, president, First National Bank, Chicago, Il. 

Vivian Johnson, president, First National Bank, Cedar Falls, Iowa. 

J. V. Satterfield, Jr., president, First National Bank, Little Rock, Ark. 


Federal Deposit Insurance Act (Federal Deposit Insurance Corp.) 

Chairman: Reese H. Harris, Jr., senior vice president, Connecticut Bank & 
Trust Co., Hartford, Conn. 

W. J. Bryan, vice president, Third National Bank, Nashville, Tenn. 

J. Cameron Thomson, chairman, Northwest Bancorporation, Minneapolis, 
Minn. 

Theodore Herz, partner, Price W'aterhouse & Co., Washington, D. C. 

Joseph M. Naughton, president, Second National Bank, Cumberland, Md. 


Laws Relating to the Comptroller of the Currency and National Banks (Comp- 
troller of the Currency ) 

Chairman: Everett D. Reese, chairman, the Park National Bank, Newark, 
Ohio. 

Norris O. Johnson, vice president, First National City Bank, New York, N. Y. 

Ben Wooten, president, First National Bank, Dallas, Tex. 

Edwin P. Messick, executive vice president, First National Bank & Trust Co., 
Milford, Del. 

M. B. Spragins, president, First National Bank, Huntsville, Ala. 
Federal Credit Union Act (Bureau of Federal Credit Unions) 

Chairman: William W. Pratt, executive director, Pennsylvania Credit Union 
League, Harrisburg, Pa. 


Maxwell F. Eveleth, Sr., vice president and cashier, Ocean National Bank, 
Kennebunk, Me. 

Reed E. Holt, executive vice president, Walker Bank & Trust Co., Salt Lake 
City, Utah. 

William W. Whiteman, Jr., president, Oklahoma Industrial Finance Corp. and 
Credit Service Loans Co., Oklahoma City, Okla. 

Robert L. Oare, chairman, First Bank and Trust Co., South Bend, Ind. 


Federal Home Loan Bank Act: Home Owners’ Loan Act Title IV, National 


Housing Act (Federal Home Loan Bank Board and Federal Savings and 
Loan Associations) 


Chairman: Henry A. Bubb, president, Capital Federal Savings and Loan Asso- 
ciation, Topeka, Kans. 

Joseph A. Broderick, chairman, East River Savings Bank, New York, N. Y. 

James E. Shelton, chairman, Security-First National Bank, Los Angeles, Calif. 

W. Franklin Morrison, executive vice president, First Federal Savings and 
Loan Association, Washington, D. C. 

C. Ward Macy, chairman, department of economics, University of Oregon, 
Eugene, Oreg. 


Mr. Cravens. These men were bankers, college professors, savings 
and loan, credit union, and finance company executives, certified public 
accountants, and lawyers from every part of our country. In fact, 
these 29 men came from 23 States and the District of Columbia with 
no more than one from any State, except two from the District of 
Columbia, Missouri, and Illinois, and three from New York. In the 
case of Illinois, the second person was the secretary of the advisory 
committee and the second person from Missouri was counsel for the 
committee. 
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The advisory committee members were selected by the members of 
the Banking and Currency Committee of the Senate of the United 
States as icthowlad ged and unbiased leaders in their respective fields 
who would approach their job objectively and work in the public 
interest. 

The bill was “slowly evolved and carefully considered” (see Con- 
gressional Record of March 12, 1957, p. 3066). 

At the start, the Senate committee asked each of the Federal agen - 
cies and all interested financial groups to submit their recommenda- 
tions as to changes which should properly be made in the existing 
Federal statutes governing financial institutions and credit. The 
Federal agencies alone in October 1956 submitted 175 separate recom- 
mendations consisting of 211 printed pages. The Senate committee 
staff prepared a report on the Federal laws relating to financial institu- 
tions and credit of some 355 printed pages. Thereafter, the Sen 
ate committee sponsored hearings in which the advisory committee 
took part. These hearings were had in Washington on November 9 
and 10, 1956, and the record of the hearings consists of more than 450 
printed pages. Representatives of each of the Federal agencies and 
of various trade associations and certain individuals gave their testi- 
mony under interrogation by Senators and members of the advisory 
committee. 

Immediately upon the conclusion of this testimony, the advisory 
committee divided itself into five subcommittees which started their 
labors on the following basis: 

1. One gave consideration to all recommendations relating to na- 
tional banks. 

2. Another gave consideration to all recommendations relating to 
the Federal Reserve Act and member banks of the Federal Reserve 
System. 

3. Another gave consideration to all recommendations relating to 
the FDIC Act and insured banks. 

4. Another gave consideration to all recommendations relating to 
the Federal Home Loan Bank Act, Home Owners Loan Act, and title 
IV of the National Housing Act. 

I have asked the chairmen of these subcommittees to be with me 
today to answer any questions that might arise, and Mr. Everett D. 
Reese, who was chairman of the national banks committee, is present, 
and Mr. William W. Pratt, from Harrisburg, chairman of the Fed- 
eral Credit Union Act committee, is present. 

Also are present with me today: Mr. Robert Neill, counsel to the 
committee, and Mr. James Saxon, secretary to the committee. 

The fifth committee, the last one I mentioned, had to do with mat- 
ters relating to the Federal Credit Union Act. 

These subcommittees considered not only the recommendations of 
the Federal agencies, but also those submitted by various members of 
the Congress, the American Association of Federal Credit Unions, 
the American Bankers Association, the Association of Reserve City 
Bankers, the Credit Union National Association, Inc., and the United 
States Savings and Loan League. It also considered the recommen- 
dations which had been submitted by various individuals together 
with recommendations which were initiated by the subcommittees of 
the advisory committee. 
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Each subcommittee presented its report to the executive committee 
of the advisory committee in advance of November 380, 1956, on which 
day the executive committee, which was composed of the chairman 
and vice chairman of the advisory committee and the chairmen of the 
5 subcommittees of the advisory committee, considered the reports 
of the 5 subcommittees and agreed in principle upon a draft of the 
final report of the advisory committee. 

Such draft was circulated among all members of the advisory 
committee who, at a meeting held in Washington on December 14, 

1956, unanimously adopted a committee report, except with respect 
to three minor items. (See pp. 12, 16, and 17 of Advisory Committee 
Report for Dissent of Committee Member Lester V. Chandler on 
Recommendations Nos. 45, 52, and 56.) 

The PAYIBORY committee report of 50 printed pages was delivered 
to the Senate Committee on December 17, 1956. The report stated 
that the committee— 
in approving or disapproving of any particular recommendation * * * has not 
considered implementing language. The committee, therefore, reserves the right 
to modify or change its view on any recommendation in the event the committee 
feels that the language subsequently used to implement any recommendation 
in the bilé is not in keeping with the principle which the advisory committee 
intended * * * to approve or disapprove * * *. (See p. 2 of advisory committee 
report.) 

In preparing its report, the advisory committee screened more than 
227 recommendations. It did this critically, analytically, and pains- 
takingly with the public interest foremost in its mind. On March 
12, 1957, Senator Robertson said this to the Senate: 

* * * T wish to emphasize the fact that, although we had the advice of bank- 
ers and others engaged in financial undertakings, this is not a bankers’ bill 
which merely changes the law to make things easier for them. (See Congress- 
ional Record, p. 3069.) 

The bill in the main does two things. First, it removes obsolete pro- 
visions from the statutes and, second, it adds new authority aan 
new authority is needed to meet modern-day conditions. There has 
been no major revision overhauling or implementing the Federal laws 
relating to financial institutions since the Banking Acts of 1933 and 
1935, some 22 or more years ago. For these reasons, among others, I 
assure you that all members of the advisory committee approached 
their tasks objectively and gave unstintingly of their time and ability 
in the public interest. 

Following the report of the advisory committee, the Senate com- 
mittee on January 7, 1957, released a committee print of the bill and 
gave it broad distribution. Since then and prior to this session of 
Congress more than 3,000 pages of printed material and testimony 
have resulted from the consideration given the content and purport 
of this legislation. 

S. 1451 and H. R. 7026 are identical except for two sections—title 
IV, section 4 (d), at page 184 and title V, section 6, at page 211. 

In S. 1451 section 4 (d) provides that no uninsured member of a 
Federal home loan bank may advertise or otherwise imply off its busi- 
ness premises that it is a member of the Federal Home Loan Bank 
System except as permitted under regulations of the Federal Home 
Loan Bank Board. In H. R. 7026 this section provides that no un- 
insured member of a Federal home loan beak may advertise, or 
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through the use of insignia imply, that its accounts are insured by 
the Federal Savings and Loan Insurance Corporation. 

Both bills have the same objective of placing noninsured member 
savings and loan associations under the same regulations as are appli- 
cable to insured member savings and loan associations. I personally 
am inclined to favor the House version. 

The second difference pertains to branches of federally chartered 
savings and loan associations. §S. 1451 placed only two criteria on 
the branching of such associations. The advisory committee recom- 
mended a third criteria which H. R. 7026 incorporates, that is, that 
Federal savings and loan associations shall be subject to the same 
limitation in regard to branching as are applicable to State chartered 
commercial banks and trust companies. Accordingly, the advisory 
committee favors the H. R. 7026 version of section 7 of title V. 

In view of the lengthy testimony which has preceded me, I will not 
comment on all of the many constructive changes made by the bill, 
but rather will briefly mention only those sections which it seems to 
me have received the particular attention of your committee. 

The first of these is permissive cumulative voting. The Comptroller 
by his recommendation No. 15 recommended that title 12, United 
States Code, section 61, be amended so as to provide for permissive 
cumulative voting. The advisory committee approved such recom- 
mendation. (See report, p. 5.) Section 26 (c) of title I at page 18 
of the bill implements this recommendation. The language used is 
identical to S. 256 which passed the Senate of the 84th Congress and 
was reported favorably by this committee. 

While undoubtedly sound in theory, mandatory cumulative voting 
in practice works to the detriment of good bank management. The 
responsibilities of the members of the boards of directors of banks are 
such that any serious discord or friction might shake the confidence of 
its stockholders or depositors as well as the public. This is particularly 
true in small communities. There have been situations where a minor 
stockholder elected a director has conducted himself in a manner which 
obstructed the orderly conduct of the business of the board of directors 
or which resulted in divulging to outsiders confidential information 
about the business of the bank, its borrowing customers, and its de- 
positors. It was for these reasons, therefore, that the advisory com- 
mittee believes that a permissive provision as provided by the bill is 
greatly to be preferred to the existing mandatory provision now set 
forth in title 12, United States Code, section 61. 

The next item is stockholders’ lists. The Comptroller, by his recom- 
mendation No. 17, recommended that title 12, United States Code, sec- 
tion 62, be amended to eliminate the provision that creditors of the 
association might inspect the stockholders’ list and be further amended 
by qualifying the right of the shareholders to inspect the list by pro- 
viding that they might inspect such list only for a proper purpose not 
inimical] to the interest of the bank. The advisory committee approved 
such recommendation. See report, pages 5 and 6. Section 22 (a) of 
title I, at pages 16 and 17, implements this recommendation with re- 
spect to national banks. This section, however, does not follow the 
recommendation of the Comptroller which the advisory committee ap- 
proved, but continues the present law to the effect that the statutory 
right of inspection by a shareholder of a national bank is not qualified 
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by a requirement of showing proper purpose. The advisory committee 
agrees with the Comptroller and fails to understand the necessity for 
granting to a shareholder of a national bank a broader right of access 
to a stockholders’ list than is enjoyed by stockholders of corporations 
generally. The advisory committee, therefore, recommends that sec- 
tion 22 (a) of Title I of the bill should be amended to conform to 
the Comptroller’s recommendation which the advisory committee 
approved. 

It should be noted that section 23 (f) of title II at page 96 and sec- 
tion 27 (a) of title III at page 165 carry forward the requirement that 
State member banks and insured banks shall maintain stockholders’ 
lists and transmit copies thereof to the Board of Governors and the 
FDIC Board upon demand. While no recommendations were made as 
to this, either by the supervisory agencies or by the advisory commit- 
tee, these sections were inserted apparently on the basis of uniformity 
and on this basis are hardly subject to objection. 

Next, audits of banks: During the course of the hearings in late 
1956 the FDIC, by its recommendation No. 115a, recommended that 
the Board of FDIC be authorized to require an audit of an insured 
bank where the Board, in its discretion, determines that the affairs 
of the bank were in such state that its books and records might not 
reveal its true condition. The advisory committee disapproved this 
recommendation. See report, page 29. 

Section 48 (c) of title I at page 44 and section 24 (c) of title II 
at page 99 and section 8 (b) of title III at page 154 provide in sub- 
stance that the Comptroller with respect to national banks, the Board 
of Governors with respect to member banks, and the Board of Direc- 
tors of FDIC with respect to insured banks may, in any case they 
deem necessary, require that the particular bank involved, at its own 
expense, have an audit by an independent individual or firm of ac- 
countants. These provisions came into the bill by way of floor amend- 
ment in the Senate. See Congressional Record, March 19, 1957, 
page 3495. The advisory committee is opposed to these sections. The 
advisory committee report of December 17, 1956, at page 29, stated 
thus: 

The problem here as presented by the testimony of FDIC is that of an insured 
bank which has no internal or external auditing system in which the FDIC has 
confidence. The argument is that if it can compel the bank to have an external 
audit its examination of the books of the bank will reveal its true condition. 

Grounds for such disapproval are first that the corporation under existing 
law has ample power by its own examiners to do whatever is necessary to ascer- 
tain a bank’s true condition. It appears to the committee that section 10 (b) 
of the act—the FDIC Act—is entirely adequate in that regard. Note that it 
is at least as broad as section 5240, United States Revised Statutes, under which 
the Comptroller has operated for years. Secondly, unless precise definition is 
undertaken, it seems unwise to introduce a new concept into the statute and 
impliedly make a distinction between “audit” and “examination.” The com- 
mittee believes that the Corporation should make every effort to encourage 
insured banks to develop sound internal audits or to have external audits if 
professional accountants are reasonably available for that purpose. 

Therefore, on behalf of the advisory committee, I urge that the 
three sections now being referred to be deleted from the bill. 

Fourth, amendments to the loan-limit statutes applicable to na- 
tional banks: By his recommendation No. 24, the Glenptnelben rec- 
ommended that title 12, United States Code, section 84, be amended 
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by adding to exception No. 7 a new provision which would permit 
national banks to acquire obligations of dealers in dairy cattle which 
bear a full recourse endorsement or unconditional guaranty to a lim- 
itation of 15 percent of capital and surplus in addition to the regular 
10 percent of capital and surplus loan limit. The Comptroller’s 
reason was that comparable loans on range animals are now permit- 
ted to be made to the extent of the extra 15 percent; that as present 
law did not cover dairy cattle it was advisable that the statute be 
amended to provide the same for dairy cattle as is presently provided 
for range animals. The advisory committee approved this recom- 
mendation on the ground that the present law presents unnecessary 
and undesirable obstacles to the convenient financing of the sale of 
dairy cattle. See report, page 7. 

This recommendation was implemented by the insertion of sec- 
tion 34 (b) (7) (B) of title I at page 30 of the bill. The net effect of 
the addition of this language is to place dairy cattle on a parity 
with livestock and range animals to the extent that the loan limit 
with respect to paper arising from the sale of such animals is 25 
percent of capital and surplus. The advisory committee sees no dif- 
ference in the collateral value of livestock and dairy cattle and 
therefore believes that this provision should be retained in the bill. 

By his recommendation No. 23-1, the Comptroller recommended 
that the loan-limit statute be amended by adding a new provision 
which would permit national banks to lend one obligor not more than 
25 percent of capital and surplus against insurable perishable readily 
marketable staples under refrigeration during a loan period not ex- 
ceeding 6 months. The advisory committee approved this recom- 
mendation. See report, page 7. The bill implements this err 
dation by appropriate language found as section 34 (b) (6) (B) o 
title I at page 30. In recent years frozen-food processors = 
greatly improved their methods and refrigeration. Packaged frozen 
foods now represent a substantial proportion of foods sold in retail 
markets. As the turnover is rapid, it does not seem that a 25 percent 
limit against such collateral adequately insured is out of line. This 
new provision in the law should prove to be of great benefit to farm- 
ers, food processors and distributors. 

By his recommendation No, 23-2 the Comptroller sought an amend- 
ment which would permit a national bank to acquire either negotiable 
or nonnegotiable installment consumer paper from one seller with 
recourse or guaranty in an amount not in excess of 25 percent of the 
bank’s capital and surplus. The advisory committee disapproved of 
this recommendation of the Comptroller and made a recommenda- 
tion which consisted of that which the Comptroller had suggested 
supplemented by an additional proviso to the effect that the 10 per- 
cent limitation (as regards the maker) should apply rather than 
the 25 percent limitation (as regards the endorser) where after 
evaluation of the responsibility of each maker has been made an 
officer of the bank designated for such purpose certifies that in _ac- 
quiring such paper from the particular seller the acquiring bank is 
relying 7 upon the obligations of the makers for payment 
of the paper. The bill implements this recommendation of the com- 
mittee ales language which appears as section 34 (b) (12) of title 
I at page 39, 
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Certainly there is no valid reason to distinguish between non- 
negotiable paper and negotiable paper with respect to loan limita- 
tions and the provision now contained in the bill cures this. If the 
acquiring bank is relying primarily upon the responsibility of the 
pe, or guarantor, then a reasonable limitation should apply, but 
when the acquiring bank is looking to the maker, the transaction 
should be looked upon as a loan to the maker rather than as a loan 
to the endorser. 

Next, real estate loans by national banks: By his recommendation 
No. 35, the Comptroller recommended that title 12, United States 
Code, section 371, be amended in a number of particulars all relating 
to the type real-estate loans which may be made by national banks. 
There are four types involved here and I will comment on each briefly. 

Recommendation 35-1 pertained to construction loans and it was 
implemented in the bill by section 36 (c) of title I at page 35. This 
new section would enable national banks to make loans to finance the 
construction of industrial or commercial buildings for terms of not 
more than 18 months where there is a valid and binding agreement 
entered into by a financially responsible lender to advance the full 
amount of the bank’s loan upon completion of the buildings. 

Under present law a loan of this character does not meet the test 
of a real-estate loan; thus if made it has to be made on an entirely 
unsecured basis to the possible detriment of the depositors and stock- 
holders. The effect of the change made by the bill is to permit loans 
of this character to be made when fully protected by adequate takeout 
agreements. In addition, this change will enable national banks to 
compete with State banks in the financing of construction of industrial 
a eo facilities and further preserve the dual system of 

anking. 

Possibly I should cite you an example in this case, and this is an 
actual example and not theoretical. In St. Louis just recently, during 
the past year, it was necessary to finance the construction of a business 
district, a sales center. It required several million dollars. In this 
particular instance we had a firm, valid takeout agreement from one 
of the Nation’s largest insurance companies, the contractor had a com- 
pletion bond adequate to protect the completion, and we had to get 
a partner to help us because the loan was so large. 

We went to New York, and we could not go to a national bank, 
because had we gone to a national bank as a partner, we would have 
had to make that loan unsecured. As a result, we took a New York 
State bank, and kept the loan secure. This is a good, typical example 
of penalizing national banks as against State banks. 

The next type relates to national banks making loans on leaseholds 
which have at least 10 years to run beyond the maturity date of the 
joan and was implemented in the bill by the incorporation of proper 
language in section 36 (a) of title I at page 33. 

Under present law a national bank may not make a loan on a lease- 
hold unless the lease is for a period of not less than 99 years or unless 
it runs for a period of at least 50 years from the date the loan is made 
or acquired by the national bank. These restrictions have proved 
unrealistic and the provisions of present law have been of little Henefit 
either to prospective borrowers or to national banks. It is believed 
that these restrictions can be liberalized as is done by the bill without 
danger to the depositors of national banks. 
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Recommendation 35-3 pertained to national banks making loans to 
finance the construction of buildings upon the security of purchase 
contracts entered into pursuant to the provisions of the Public Build- 
ings Purchase Act of 1954 or the Post Office Department Property 
Act of 1954 without regard to the provisions of the section concerning 
loans on real estate and it was implemented in the bill by section 36 
(f) of title I at page 36. This new provision in the National Bank 
Act is necessary to aid the General Services Administration and the 
Post Office Department in securing the financing by private enterprise 
of the construction of public buildings. 

Recommendation 35-4 pertained to working capital loans to manu- 
facturing or industrial enterprises secured by liens on physical prop- 
erties including plant real estate, without such loans being regarded 
as real-estate loans and it was implemented by section 36 (e) of title I 
at page 35. This is a new section of the law and would permit na- 
tional banks to make loans to manufacturing and industrial businesses 
which are secured by liens on the plant real estate where the loans are 
for the purpose of furnishing working capital without such loans 
being considered as real-estate loans. 

Loans of this character are really business loans and represent ordi- 
nary business financing and should not be treated as real-estate loans 
subject to the provisions of the law relating to real-estate loans of 
national banks. To meet industrial needs national banks are making 
such loans today, but by virtue of the present statute are forced to 
make them on an unsecured basis, again, possibly to the detriment of 
the depositors and stockholders. While the bank may expect repay- 
ment of such loans through liquidation of inventory or receivables or 
through the operations and earnings expected to be derived from the 
additional facilities so financed, nevertheless they should not be denied 
the benefit of the additional collateral which could be provided by 
mortgage on the company’s plant real estate taken as a precaution 
against contingencies. 

Each of the above changes in the law were fully approved by the 
advisory committee which believes that they represent a vast improve- 
ment over present law and would be very valuable to the national 
banking system in the light of the present-day economy. 

Again, let me give you an actual rather than theoretical example. 
My own bank had a loan outstanding to one of Missouri’s outstanding 
—— They needed additional money for working capital. We 

ad to have a partner. This particular company’s bank was a New 
York national bank. We took that New York national bank as 
a partner. The new loan we made, we had to forgo our real-estate 
mortgage and make this loan on an unsecured basis simply to com- 
ply with the laws relating to national banks. In this case we had 
: weaker loan than we had when we started, but we still made the 
oan. 

Each of the above changes in the law was fully approved by the 
advisory committee, which believes that they represent a vast improve- 
ment over present law and would be very valuable to the national 
banking system in the light of the present-day economy. 

Next, issuance of preferred stock or debt obligations by national 
banks and employee stock options. Provisions with respect to these 
two very important matters are set out in title I of the bill as section 
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31 (a) (9) at page 23 and section 18 at page 14 in regard to stock 
options and section 20 at page 14 in regard to preferred stock. First, 
let me say that the bill really does not go far enough along these lines, 
however, for the advisory committee recommended that in addition 
national banks be given the power to issue subordinated debt obli- 
ations. 

. By subordinated debt obligations I mean debt subordinated to all 
credit, including depositors. 

I have purposely bracketed these two changes together because 
collectively they go a long way in answering the urgent need of 
banking, namely, the need for better management and the need for 
more capital funds. 

Frankly, banks are at a serious disadvantage competing for quali- 
fied executive personnel because they are not permitted to use the 
strong inducement provided by employee stock-option po This 
situation must be remedied if we are to improve the caliber of man- 
agement in the Nation’s banking system. At present there is no 
statutory authority by which national banks are permitted to estab- 
lish such programs. In passing, I would like to direct the attention 
of the committee to the fact that by an act approved May 21, 1957, 
the State of Connecticut gave its State-chartered institutions such 
right and power by Public Act No. 376 of the Laws of 1957. 

Equally important as good management is adequate capital. Since 
under the present law a national bank may issue preferred stock only 
as an emergency measure, the statutes in this regard are meaningless. 
Furthermore, under present law a national bank cannot issue debt 
obligations, nor even subordinated debt obligations, as a means of 
acquiring additional capital. Therefore, limiting national banks’ 
access to capital by way of common stock only is unrealistic and a 
great deterrent to the banking system’s efforts to raise the capital 
funds it needs. Preferred stock or subordinated debentures might 
well offer a better and more feasible means of acquiring additional 
capital. Then too the redemption features of such securities provide 
a flexible means of adjusting the capital requirements of the banks to 
the needs of the times. If the Nation’s banking systems are going to 
supply the needs of our present dynamic and full economy, the na- 
tional banking system must provide leadership on these constructive 
measures. 

We therefore urge that the bill be so amended to include authority 
for the issuance of subordinated debt. 

Seventh, mergers and consolidations. By their respective recom- 
mendations Nos. 42, 85, and 114 the three Federal supervisory agen- 
cies recommended that section 18 (c) of the FDIC Act (12 U.S. C., 
sec. 1828 (c)) be amended as it was amended by section 23 of title III 
at page 163 of the bill. This section provides that no insured bank 
shall merge or consolidate with any other insured bank or acquire the 
assets of, or assume the liability to pay deposits in any other insured 
bank without the prior written consent of the appropriate Federal 
supervisory authority and that in granting or withholding its consent 
the approved authority must consider the features enumerated in sec- 
tion 15 of title IIT (sec. 6 of the present FDIC Act) and also must 
take into consideration whether the effect of the transaction may be 
to lessen competition unduly or tend unduly to create a monopoly. 
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It further provides that the appropriate agency may also request the 
opinion of the Attorney General of the United States with respect 
to this question. This section was deemed important and unani- 
mously approved by the advisory committee. 

A variety of causes have resulted in an increased number of bank 
consolidations or mergers since the end of World War II and partic- 
ularly during the last 5 or 6 years. This has given rise to some appre- 
hension that desirable levels of competition in banking might not be 
maintained unless steps were taken to enact legislation requiring that 
full consideration be given to the competitive aspects of each trans- 
diction. The Federal banking supervisory agencies are not how 
action prior to being approved by the Federal agency having juris- 
required by statute to consider the competitive or monopolistic as- 
pects of merger transactions requiring their approval and bank-asset 
acquisitions are not now subject to section 7 of the Clayton Act. 

It is believed that in exercising their authority over bank mergers 
and consolidations the Federal banking authorities should be required 
to consider in addition to banking factors whether the result thereof 
might be to lessen competition unduly or to tend unduly to create a 
monopoly. This authority should be vested in the bank supervisory 
agencies as banking is a supervised and regulated industry and import- 
ant banking factors must io weighed in conjunction with purely com- 
petitive factors in arriving at sound decisions. 

These banking supervisory agencies (the Comptroller of the Cur- 
rency, the Federal Reserve Board, and the Federal Deposit Insurance 
Corporation) are infinitely better qualified to exercise this authority 
by virtue of their intimate knowledge and long experience with banks. 
Moreover, they conceive it to be sound policy to avoid scattering the 
authority over any regulated industry among many governmental 
agencies. Banking today is intensely regulated by State banking 
authorities and by the three Federal supervisory agencies. A prolifera- 
tion of the number of agencies exercising substantial authority over 
the banking industry would likely result in divisive, confusing, and 
burdensome regulation contrary to the public interest. 

Further, mergers in other regulated industries such as the com- 
munications and power industries, once approved by the regulatory 
agency vested with authority over such industry are not subject to sec- 
tion 7 of the Clayton Act and no sound reason is therefore seen for 
making a special case of the banking industry. Finally, the Banking 
Committees of the Congress, in their long jurisdiction over banking 
legislation, have acquired an intimate knowledge of the banking in- 
dustry which has been reflected in objective and nonpartisan and con- 
structive banking legislation over many years and this factor of itself 
strongly argues against any transfer from those committees any part 
of their jurisdiction over the banking business. 

There is another compelling reason that I have not included in the 
poste statement, and that has to do with the necessity of saving 

anks, sometimes by hurried, overnight merger. The Federal Deposit 
Insurance Corporation, wherever it can, would like to purchase the 
slow assets of a distressed bank and merge it with, or have another bank 
assume, the depositor liability. This saves a bank failure in the com- 
munity, and in most cases saves the FDIC a good deal of loss. 
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If such mergers, distress mergers, had to be subject to the Depart- 
ment of Justice, it would simply not work, and for that reason alone 
all bank mergers should be sabtoah only to bank supervisory agencies. 

And lastly, contributions: At page 249 of the bill, section 201 of title 
18 of the United States Code is amended by adding thereto a new pro- 
vision which makes it unlawful for any person who is an employee, 
officer, or director of any bank the deposits of which are insured by 
FDIC, or of any savings and loan association, the accounts of whic 
are insured by the Federal Savings and Loan Insurance Corporation, 
to— 
make any gift, gratuity or contribution in any form to any elective or appointive 
official who directly exercises supervisory or regulatory powers over such bank or 
institution or who has direct authority to deposit public moneys or trust funds in 
such bank or institution or to any person who is a candidate for an office having 
any of such powers. 

While I support the principle of prohibiting corporations from con- 
tributing their funds for any political purpose, I question the restraint 
against an individual because of his banking or savings and loan con- 
nection. No similar prohibitive provisions are found with respect to 
any other profession or avocation. It violates the very principle that 
makes a democracy work. Please bear in mind, gentlemen, I am not 
speaking of gifts or gratuities—I am speaking in terms of the right of 
an individual to make contributions of his or her own funds to any 
vandidate for any political office. I therefore urge that this section be 
so amended. 

In conclusion, let me reiterate—this as a good bill, with or without 
the amendments I have suggested—it is not a banker’s bill, it is a bill 
that will modernize banking legislation and benefit the Nation as a 
whole. In short, in the considered judgment of the advisory commit- 
tee, this legislation is definitely in the public interest. 

The Cuatrman. Mr. Cravens, was it the unanimous opinion of the 
advisory committee that the provisions of H. R. 7026 would be desir- 
able with reference to branches of savings and loan associations ? 

Mr. Cravens. That is correct, Mr. Chairman. It was the unani- 
mous opinion that what now turns out to be the H. R. 7026 version 
was the one they recommended. In other words, they recommend 
the three criteria. 

The Cuarmman. We will call the committee in order under the 
5-minute rule. 

Mr. Kilburn. 

Mr. Kirsurn. Mr. Cravens, on page 7 of your statement, why did 
the advisory committee disapprove of the recommendation that the 
FDIC can, at their own discretion, go in and examine a bank ! 

Mr. Cravens. You are speaking of the audit provisions? 

Mr. Kitpurn. Yes. 

Mr. Cravens. We disapproved that because the FDIC have their 
own examiners. The examiners have power to do anything they want 
todo ina bank. They can investigate any aspect of the bank, and for 
the FDIC to pass the buck to the bank to hire outside people to do 
their work we think is wrong. 

Mr. Kirsurn. Don’t you think that, in connection with branches for 
savinges and loan associations, that the very nature of savings and 
loan associations is local, whereas a bank, it seems to me is not local ? 
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Savings and loan associations make real-estate loans in their own 
section, and I don’t quite understand why your advisory committee 
recommends that they can establish branches the same as commer- 
cial banks. 

Mr. Cravens. Mr. Kilburn, let’s begin with this: there is no re- 
straint at all on federally chartered branches today. They can branch 
anywhere, across State lines or anywhere. 

Mr. Kuzurn. I thought they couldn’t go beyond 50 miles? 

Mr. Cravens. They can branch anywhere right now. What we are 
recommending is the logical restraint. Both associations and banks 
are competing for the savings of the Nation, and we think that some 
equitable treatment should be given both with respect to the restraint 
of branches. That was our philosophy. 

Mr. Krrsurn. Where did I get the idea that they couldn’t put a 
branch beyond 50 miles? 

Mr. Cravens. Probably under the regulations of the Home Loan 
Bank Board, 

Mr. Krpourn. That is not in the law? 

Mr. Cravens. No. 

Mr. Parman. May I suggest that is probably their lending limit. 
Under certain conditions they can’t go beyond 50 miles. 

Mr. Krrzurn. I am talking about branches. 

Mr. Parman. It is not in the Federal statutes. 

Mr. Kirpurn, That issimply the regulation of the Board ? 

Mr. Cravens. I assume so. I am not informed on it, but I just 
assume so. 

Mr, Krzpurn. Well, I don’t know, but I am under the impression 
that a savings and loan association, in the very nature of its business, 
should not & spread out as much as a commercial bank is, and of 
course, I want to get your idea on this, though I don’t want to take 
too much time. savings and loan association can simply make 
mortgage loans; isn’t that correct? They do not make a seasonal 
loan to a merchant, for instance? 

Mr. Cravens. No. 

Mr. Kizsurn. All right. Now, a savings and loan association 
comes into a town which has commercial banks, and those commer- 
cial banks are loaned up. They come in there with a branch and they 
drain deposits off. Then those commercial banks have got to cut down 
on their farmers’ loans, their small-business loans, and everything else, 
simply to give another outfit the opportunity to make real-estate 
loans, which may, in that case, be already adequately taken care of ? 

Mr. Cravens. Well, I would like to state, first, that you have the 
problem of State chartered savings and loan associations against fed- 
erally chartered, and it seemed to us, first, inequitable, if the State 
itself authorized State associations to have branches, why, it should 
not be proper for the federally chartered to have the same right. 
They should be on a parity in the national system as national banks 
are on a parity with State banks. 

My observation goes to your next point. The savings of a com- 
mercial bank, at least theoretically, are to be invested in long-term 
investments, and not in loans to business. It is commercial deposits 
that a bank puts into business or farmers’ loans. It almost has to 
put savings money in long-term loans to pay the savings rate. 
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Mr. Kirsurn. If I get your point, the only thing I am fearful of 
is that I don’t like to see the credit which is available to farmers and 
to small business now curtailed by some provision that we put in 
this act. 

That is all, Mr. Chairman, 

The CuarrMan, Mr. Brown. 

Mr. Brown. Federally chartered savings and loan associations are 
not permitted to cross State lines now; are they ¢ ? 

Mr. Cravens. They are permitted. by law to cross State lines, I 
don’t know whether the Board approves it or not. 

Mr. Brown. Is there any prohibition in the regulations ? 

Mr. Cravens. No, there is no prohibition. 

Mr. Brown. That is all. 

The CuarrmMan. Mr. Patman. 

Mr, Parman. Mr. Cravens, before I ask any questions, I want to 
continue the statement { started to make awhile ago; the chairman 
didn’t consider it a question of personal privilege, or privilege of the 
committee. I want to outline it and then I want to ask you some 
questions. 

The insurance agents all over the Nation are greatly disturbed—I 
have received a lot of letters. They claim that 200,000 private agen- 
cies in small towns will be put out of business if this bill becomes 
law, and I notice a provision in this bill to the effect that banks may 
act. as agents to write all kinds of insurance, including life insurance, 
and other types. 

The insurance agencies think this is an unfair advantage. I looked 
into the law and I discovered, to my amazement—in fact, I was 
shocked—that although it is carried in the Senate bill, S. 1451, this 
is a part of existing law. That instead of being existing law, it was 
repealed 40 years ago and has not been the law since that time. 

Now, I read from the report of the Senate committee, Report 121 
accompanying S. 1451. At page 19 I find this statement, referring 
to this section, which I say was repealed 40 years ago. 

This section continues the provisions of title 12, United States Code, section 
92, granting the insurance agent, real-estate broker, national banks in communi- 
ties of not more than 5,000 inhabitants, to act as an insurance agent or broker. 

Of course, this is a mistake. It does not continue that statute be- 
cause there is no such statute upon the books of this country 

Then I noticed also that the report of the advisory committee to 
Senate Committee on Banking and Currency, that is, the committee 
you are head of, made an equally misleading report. You state 
practically the same thing; that it is existing law. In fact, you state, 
turning to page 14 of the committee print of that report—that is 
going back behind the Senate report, containing the report of the 
advisory committee, of private bankers and private individuals who 
made the first draft of S. 1451, which I say is equally misleading— 
you state, in your report : 

45. (f) National banks writing insurance. Under title 12 of the United 
States Code, section 92, being paragraph 11, section 13 of the Federal Reserve 
Act, national banks in towns of 5,000 cr less may act as agents writing fire, life, 


or other insurance. Under some State laws, State banks in larger communities 
may do likewise. 
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Now, Mr. Cravens, what I can’t understand is why your commit- 
tee would recommend to the C ongress something as existing law, and 
present it to the Congress to pass on as existing Jaw, and offer amend- 
ments to it, when it was repealed 40 years ago. 

Now, to be specific about it, there was an act passed September 7, 
1916. Among other provisions it contained a provision that would 
permit banks to write insurance of all kinds, such as recited in here, 
and it also contained another provision about foreign exchange. That 
was September 7 (, 1916 

On April 5, 1918, those provisions of that law were definitely re- 
pealed. They were repealed at that time, and that is 40 years ago. 
I can’t understand, Mr. Cravens, why your lawyers—are you a lawyer 
yourself ? 

Mr. Cravens. I am not. 

Mr. Parman. Why your lawyers would not catch that provision, 
and why you gentlemen would not catch it, and why you would pre- 
sent to the C ongress a prov ision as law which is so detrimental to all 
insurance agents in this country, when it was repealed in 1918. Will 
you give me an answer to that, plea se ? 

Mr. Cravens. It seems to me you have pretty near answered it. 
Every member of our advisory committee was under the impression, 
I assume, under advice of counsel, that it was in the existing law. 
I have mv counsel here and I would like to ask him about it. 

Mr. Neill 

Mr. Patman. Suppose you ask him. 

Mr. Nei. Mr. Patman, gentlemen of the committee, if what you 
say is correct, I have no reason to doubt the veracity of the statement 
you have made with respect to that repeal. It comes as a ae 
shock and surprise to me. I was unaware of it. There is not a day 
that I don’t learn something, and I have certainly learned sethtthing 
today. 

Mr. Patman. Do you not consider it a very serious matter ? 

Mr. Netix. Of course. 

Mr. Patman. Don’t you consider it a very serious matter, Mr. 
Cravens? 

Mr. Cravens. Do I not consider it a very serious matter? 

Mr. Parman. That is right. 

Mr. Cravens. Well, we certainly would have no reason to want 
to change existing law or practices of national banks in small com- 
munities of 5,000 or less. 

Mr. Parman. I know, but that is not the law. Your group is giving 
it to Congress as a law, when it is not the law. 

Mr. Cravens. That is what you have stated. 

Mr. Parman. And your counsel admits it is not. He is shocked 
about it. 

Mr. Cravens. I don’t know whether he admits it or not. He said 
he does not know that it was repealed, and I don’t know that it was 
repealed. 

The CuatrmMan. Your time has expired. 

Mr. Parman. I can’t proceed further, Mr. Chairman ? 

The Crarrman. No; you are on the 5-minute rule. 








we" 


FINANCIAL INSTITUTIONS ACT OF 1957 991 


Mr. Parman. I think it is shocking to the chairman. I think he 
should give it attention. 

The Cuatrman. We are operating under the 5-minute rule. 

Mr. Parman. Point of order, Mr. Chairman. This really concerns 
the privilege of the committee. It goes to the integrity of their of 
their proceedings. It involves this bill S. 1451 only, because that is 
the initial bill, ‘that is the bill that was started by this group. 

The Cuamsan. That matter can be investigated 

Mr. Parman. I think the chairman ought to consider stopping right 
here and now and saying that the integr ity of these proceedings is 
inv olved, ¢ and we ought to look into that first. 

The Cuamman. Oh, I don’t think so. 

Mr. Parman. How can we believe the rest of it if we can’t believe 
this? 

Mr. Mumma. Mr. Chairman. 

The Cuarrman. Mr. Mumma. 

Mr. Mumma. I believe this is just an honest mistake this man has 
made. 

The Cuatrman. Will you speak into the microphone, please? 

Mr. Mumma. I believe this is an honest mistake this man has made. 
I don’t think in the overall consideration of this bill that it amounis 
to much. When this matter of insurance was up, I had a letter from 
a man out in Bloomington, Ill., a banker out there, whose bank had 
been interested in this business in areas of under 5,000 population, 
and all he was interested in was getting it extended so that a bank in 
a town of 10 or 12 thousand population could handle insurance. 

Mr. Muurer. Will you yield? 

Mr. Mumma. One second. 

That is the only letter I have had. Lately, I have been getting 
letters from insurance people all over the country, not thousands of 
them; I imagine a couple of dozen of them, in which they object to 
it. I feel that in a small town this matter of fire insurance is a very 
deep problem, and the ordinary agent in a small town isn’t equipped— 
the ordinary agent in a small town, that is—is not equipped to give 
the service. When they have a fire, they find out that there are so 
many different situations, that they don’t understand it. 

The Cuamman. Will the gentleman yield? 

Mr. Mumma. Yes, sir. 

The Cratrman. I understand that that law is considered as in 
effect now. 

Mr. Parman. Let me see the code, Mr. Clerk. 

The Cuarrman. The Comptroller has decided that that law is still 
in effect, and some of the courts have held that it is still in operation. 
Now, whether it has been repealed or not, I presume is a question that 
should be considered. As I understand it now, the banks in cities of 
less than 5,000 population have been selling insurance, and they have 
been selling insurance with the approval of the Comptroller and the 
courts. That is what Ihave been told. 

Mr. Parman. We will use your own code from your own office, Mr. 
Chairman, toclear up the point. 

Mr. Kirnurn. Do you agree with me that this matter doesn’t amount 
to too much, and that it should be straightened out, it seems to me, 
in executive session. 
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Mr. ParmaAn. I asked for an executive session. 

Mr. Kirpurn. When we get into executive session. 

The Cuarrman, I said we would discuss it in executive session. 

Mr. Parman. You said a week from now. 

The Cuairman. We are going to be in executive session and we can 
discuss it in executive session. 

Mr. Mutter. I think you and I received the same letter from that 
bank, and that banker indicated that today he was operating under 
that law, whether legally or illegally, his bank was acting as an in- 
surance agent. 

Mr. Patman did ask that this be taken up in executive session. 

Mr. Patman. This morning, before we convened. I think it is a 
matter for executive session. 

Mr. Mumma. It isn’t a matter sufficient to stop these witnesses, 

Mr. Parman. Will you hear me briefly on your own code, Mr. Chair- 
man, from your own office, which shows that it was repealed 40 years 
ago? 

The CuatmrmMan. No; we are going to continue under the rule. 

Mr. Parman. It shows it was repealed 40 years ago. Here it is, 
right here. 

"The Cuarrman. That can be settled in executive session. 

Mr. Parman. I tried to get you to settle it, Mr. Chairman, but you 
didn’t agree to have an executive session. 

The CuatrMan. We can’t discontinue the hearing because you find 
some defect in there, or some inaccuracy. 

Mr. Patman. This is more than an inaccuracy, Mr. Chairman. 

The CuarrMan. It isan inaccuracy. 

Mr. Mumma, are you through ? 

Mr. Mumma. Iam through. 

Mr. Parman. Here is the code from your own office, Mr. Chairman, 
which shows the repeal 40 years ago. 

The Cuarrman. Mr. Multer. 

Mr. Muurer. Thank you, Mr. Chairman. 

Mr. Chairman, I would like to note at this time that I doubt whether 
the members—certainly I am not—are properly prepared to examine 
Mr. Cravens on this statement, because here, again, we have a very 
important statement, which was given to us when the witness began 
to testify, and not in accordance with the rules. We didn’t get it in 
advance, 

Here is another instance where it is so important that we should 
have it before he testifies so we can properly conduct the examination 
of the witness. 

Mr. Cravens, this is not directed against you. Can you supply 
to the committee a biographical sketch of each ‘of the 25 members who 
made up this advisory committee ? 

Mr. Cravens. I would be glad to do it. 

The Cuarrman. He has already put it in the record. 

Mr. Mutter. He has put in the names. I would like a biographical 
sketch of the members. 
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(The data referred to above is as follows :) 


Sr. Louis, Mo., February 6, 1958. 
Re 8S. 1451 and H. R. 7026. 


Hon. BRENT SPENCE, 
Chairman, House Committee on Banking and Currency, 


House Office Building, Washington, D. C. 


Dear Str: When on January 21, 1958, I testified before your committee on 
the captioned bills, Congressman Multer requested that I provide the committee 
with “a biographical sketch of each of the 25 members who made up this advisory 
committee.” Pursuant thereto such material is enclosed herewith. Please note 
that I have taken the liberty to include biographical material with respect to 
the vice chairman and chairman of the advisory committee in addition to that 
of each of the 25 members who comprised the 5 subcommittees of the advisory 
committee. 

Respectfully submitted. 

KENTON R. CRAVENS, 
Chairman, Advisory Committee to Senate Committee on Banking and 
Currency for the Study of Federal Statutes Governing Financial 
Institutions and Credit. 


BIOGRAPHICAL SKETCHES 


Joseph A. Broderick, former chairman of the board (retired October 1, 1957) 
Hast River Savings Bank, New York, N.Y. 

Mr. Broderick was born in New York City on December 7, 1881. 

On June 15, 1896, Mr. Broderick started to work for the State Trust Co. and 
successively served it and the Morton Trust Co. as office boy, clerk, auditor, 
and assistant secretary. 

In February 1910, he joined the New York State Banking Department as an 
examiner and served in that capacity until November 1914. In 1911, he was 
assigned to the staff of District Attorney Charles 8S. Whitman to assist in the 
banking investigations and trials. In 1912, he examined the European branches 
of New York State banks. In the spring of 1914, he became a member of the 
Preliminary Organization Committee, which outlined the system of reports, 
accounting, and technical procedures adopted for the operation of the Federal 
Reserve System. 

Mr. Broderick joined the staff of the Federal Reserve Board on November 1, 
1914, as chief examiner, serving in that capacity until 1918. His duties in- 
cluded the examination of Federal Reserve banks and the supervision of the 
examining activities of such banks. He was secretary of the Board from 1918 
to 1919. 

Resigning his position in September 1919, he joined the National Bank of 
Commerce in New York as a vice president, specializing in foreign exchange 
work for a period of 9 years. In 1926, he joined the Kemmerer Commission to 
Poland in a study of its banking and economic conditions. He was decorated 
as Knight Commander, Order Polonia in Restituta by the Polish Government. 
In 1929, he was appointed by Goy. Franklin D. Roosevelt as superintendent of 
banks of the State of New York and subsequently continued under Governor 
Lehman. He held this office until December 31, 1934. His tenure covered the 
most active period of depression and recovery in the banking and business his- 
tory of the country. 

In January 1936, Mr. Broderick was appointed by President Roosevelt as a 
member of the Board of Governors of the Federal Reserve System for a term 
of 14 years. He served from February 1936 until September 30, 1937, resigning 
to accept the presidency of the East River Savings Bank of New York. On 
January 10, 1952, he became the first chairman of the board. 

Mr. Broderick attended Grammar School No. 69 in New York City. He was 
a member of the class of 1906 School of Commerce, New York University. He 
was also a graduate of the American Institute of Banking. Active in many 
of their local and national committees, he has been an honorary member since 
1916. In 1936, New York University presented Mr. Broderick with their 
Medallion for Meritorious Service. In 1951, he received the Madden Memorial 
Award for outstanding achievements in business. 
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William J. Bryan, vice president, Third National Bank, Nashville, Tenn. 

William J. Bryan is a graduate of Massey Military School, Pulaski, Tenn. ; 
Vanderbilt University, Nashville, Tenn.; and Graduate School of Banking, Rut- 
gers University, New Brunswick, N. J. 

Mr. Bryan is presently serving in the capacity of vice president of Third 
National Bank, Nashville, Tenn. 

He has served as chairman, public relations committee, Tennessee Bankers 
Association; A. B. A. vice president for Tennessee; A. B. A. regional vice presi- 
dent; was a member of the executive committee of committee on Federal legis- 
lation, American Bankers Association; and treasurer of Nashville Community 
Chest. Bryan is treasurer of the Tennessee Society for Crippled Children; a 
member of the Regional Advisory Board, Small Business Administration ; mem- 
ber of the advisory committee to Senate Banking and Currency Committee; and 
chairman of the legislative committee, Independent Bankers Association of 
America. He is also past president of the Independent Bankers Association of 
America and past president of the Nashville Booster Club. 

Mr. Bryan is author of Some Branch Bank Facts, a factual study of the 
claims made for branch and chain banking, and has addressed numerous bank- 
ing groups with several speeches carried by major banking and financial 
publications. 


Henry A. Bubb, president and director, Capitol Federal Savings & Loan 
Association, Topeka, Kans. 

Henry A. Bubb was born in Williamsport, Pa., in 1907. He was educated in 
Topeka public schools and the University of Kansas at Lawrence. 

He is a director of Merchants National Bank, Columbian Title & Trust Co., 
Security Benefit Life Insurance Co., and Home Owners Mutual Insurance Com- 
pany of Chicago. 

He is chairman of the legislative committee of the United States Savings & 
Loan League and a member of the executive committee of that body. He is 
also vice president of the International Union of Saving & Loan Associations. 

He was a member of the Region XI Subcommittee Voluntary Home Mortgage 
Credit Program. 


Lester Vernon Chandler, Rentschler professor of economics, Princeton Uni- 
versity, Princeton, N.d. 

Lester V. Chandler, first incumbent of the Gordon S. Rentschler memorial 
professorship in economics in Princeton University, was appointed chairman 
of the department of economics and sociology in 1955. 

He was born in Geuda Springs, Kans., in 1905. In 1980, he completed under- 
graduate studies at the University of Missouri with Phi Beta Kappa honors 
and took his master of arts at Missouri the following year. He received his 
doctor of philosophy from Yale University in 1934. 

Chandler taught at Princeton and Dartmouth from 1934 until 1987, when he 
was appointed assistant professor of economics at Amherst. He became asso- 
ciate professor in 1940, and was made a full professor in 1942. He was called 
to Princeton in 1950. 

He has been a frequent economic adviser to governmental agencies and con- 
gressional subcommittees. During World War II, he was associated with the 
rubber and chemical branches of the Office of Price Administration as economic 
adviser to divisional director. In 1949, he undertook special research for the 
Subcommittee on Monetary and Fiscal Policy of the Joint Congressional Com- 
mittee on the Economic Report. 

Professor Chandler is a prolific writer in the field of economics. In 1951, his 
Inflation in the United States culminated a period of intensive study of the 
process of inflation in this country since 1939, a project financed in part by the 
Merrill Foundation. He is also the author of Introduction to Monetary Theory, 
A Preface to Economics, Economics of Money and Banking, and of a 
series of analyses of such subjects as Federal Reserve Policy and the Federal 
Debt, and Monetary Aspects of Commercial Banking. 

He is a member of the American Economics Association and the American 
Finance Association. 


C. Francis Cocke, chairman of the board, the First National Exchange Bank of 
Roanoke, Roanoke, Va. 
Charles Francis Cocke was born in Roanoke, Va., in 1886. He received his 
bachelor of arts degree from the University of Virginia in 1908, and was a 
student at University of Virginia Law School from 1908 to 1910. 
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Mr. Cocke was admitted to Virginia bar in 1910 and practiced in Roanoke as a 
senior member of Cocke, Hazlegrove & Shackelford through 1946. He has been 
a director of the First National Exchange Bank of Roanoke since 1927; served 
as president from January 1938 through June 30, 1956; and has been chair- 
man of the board since April 5, 1955. 

Cocke is also a director of Peoples Federal Savings & Loan Association, 
Roanoke; Lawyers Title Insurance Corp., Richmond; Virginia Iron, Coal & 
Coke Co., Roanoke; and Chesapeake & Potomac Telephone Company of Vir- 
ginia. He is president of the board of trustees of Hollins College, Hollins 
College, Va.; trustee of the Roanoke Memorial Hospital; and trustee of the Vir- 
ginia Museum of Fine Arts, Richmond. 

He is a member of the American and Virginia Bar Associations, American 
Bankers Association, and Virginia Bankers Association. Mr. Cocke also served 
as second lieutenant in air service aeronautics from 1917 to 1919. 

Kenton R. Cravens, president, Mercantile Trust Co., St. Louis, Mo. 

Kenton R. Cravens has been a commercial banker since 1938, the year he 
joined the Cleveland Trust Co., Cleveland, Ohio, as vice president. From 1925 
to 1938, he had been associated with several national commercial financial 
companies. 

In 1943 Mr. Cravens moved to St. Louis to join the Mercantile-Commerce 
Bank & Trust Co., (a predecessor of Mercantile Trust Co.), as vice president in 
charge of the banking loan division. In May 1953, he left the bank to accept 
the post of Administrator of the Reconstruction Finance Corporation. He di- 
rected the liquidation of the agency, resigning in March 1954 to return to Mer- 
cantile. He was elected president of the bank on April 1, 1954. 

Mr. Cravens has been called on as an adviser to the Federal Government on 
several oceasions. In 1941, he was called to Washington as a consultant to the 
Federal Reserve Board with respect to selective credit controls and the drafting 
of regulation W. In the early part of 1942, he left for Washington again, this 
time to serve as Administrator of the War Loans Committee which was respon- 
sible for the regulation V loan program for war production contractors. He 
was instrumental in organizing the voluntary-credit-restraint program of the 
Federal Reserve Board in 1951, and served as a member of the national com- 
mittee during the time the program was functioning in 1951 and 1952. 

During the 11 months he served as Administrator of the RFC, he established 
an orderly pattern for its liquidation. The biggest problem he faced was the 
disposal of the smaller business loans, and he was successful in drawing up a 
plan to create a private-bank “pool” to take over the major portion of those 
understanding. 

Mr. Cravens has been active in the American Bankers Association, having 
served as chairman of the credit policy commission, the consumer credit council, 
and the subcommittees on taxation and the financing of defense contracts, and 
served as a member of the executive committee of the committee on Federal leg- 
islation and the research council. He is presently a member of the administra- 
tive committee of the American Bankers Association. 

He is past president of the Bankers Association for consumer credit. He 
was elected a director of the Association of Reserve City Bankers in April of 
1955, and has served as a member of its committee on bank credit policies. He 
is presently chairman of its committee on Federal relationships. 

Mr. Cravens was elected a regular member of the National Industrial Con- 
ference Board, Inc., in April of 1955. He served as chairman of the large-firms 
division of the 1954-55 community chest campaign. He served as treasurer of 
the United Fund of Greater St. Louis, Inc., from 1955 to 1956, and was elected 
president in April 1956 and again in February 1957. He is a director and mem- 
ber of the executive committee of the Chamber of Commerce of Metropolitan 
St. Louis and served as State treasurer of the 1955 Crusade for Freedom. 

In September 1956, at the request of Senator A. Willis Robertson, chairman 
of a Senate Banking and Currency Subcommittee making a study of Federal 
statutes governing financial and credit institutions, Mr. Cravens headed a 27- 
member advisory committee to assist Federal agencies in drawing up a new 
Federal banking code. 

Mr. Cravens is a trustee of the Little Traverse Hospital, St. Luke’s Hospital, 
and the St. Louis Country Day School. He is a director of Hussmann Refriger- 
ator Co., Mercantile-Commerce National Bank of St. Louis, and the Mercantile 
Trust Company and Federal Reserve Bank of St. Louis. 
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Maewell Fernald Everleth, Sr., executive vice president (resigned December 31, 
1957), the Ocean National Bank of Kennebunk, Maine, Kennebunk, Maine 
Maxwell Fernald Everleth, Sr., was born in 1914 and was educated in Kenne- 
bunk, Maine, public schools. He attended Philips Exeter Academy, Exeter, 
N. H., and Bentley School of Accounting and Finance, Boston, Mass. He has 
attended the American Institute of Banking School in Portland, Maine, and is a 
member of the Graduate School of Banking, Rutgers University, class of 1959. 
Mr. Everleth began his business career in 1935 when he joined the General 
Electric Co., Schenectady, N. Y., as a member of the accounting department. 
He was supervisor of accounting, jet-engine division, when he left that company 
in 1948. He joined the Ocean National Bank of Kennebunk, Maine, as cashier 
in 1948, was elevated to vice president and cashier in 1956, became executive 
vice president in 1957 and served in that capacity until he resigned December 
31, 1957. 

He is a member of American Bankers Association, Financial Public Relations 
Association, Independent Bankers Association of America, Maine Bankers Asso- 
ciation, advisory committee to Senate Committee on Banking and Currency for 
Study of Federal Statutes Governing Financial Institutions and Credit, trustee 
of Maine Bankers Insurance Trust, and corporator of Kennebunk Savings Bank. 

Mr. Everleth is a member of several civic groups and is a Mason and a member 
of the Rotary Club. 

Reese H. Harris, Jr., senior vice president, the Connecticut Bank & Trust Co. 

Mr. Harris was born at LaPlume, Lackawanna County, Pa., April 28, 1911. 

He was educated in the public schools of Scranton; at the Phillips Exeter 
Academy, Exeter, N. H., where he graduated in 1929; he entered Princeton 
University, graduating in 1933 with the degree of bachelor of arts, majoring 
in political science; and Harvard Law School, which he left with the degree of 
bachelor of laws, magna cum laude, in 1936. At the Harvard Law School, he 
was an editor of the Harvard Law Review for 2 years. 

A member of the Hartford County and Connecticut State Bar Associations 
since January 1937, Mr. Harris was practicing law with the firm of Gross, Hyde 
& Williams until accepting a commission and serving in the Navy from 1944 to 
1946. On his return from the service, he reentered practice with Gross, Hyde & 
Williams for the period from 1946 to 1950. 

In the practice of law, he represented the Hartford National Bank & Trust 
Co. and did considerable work in advice to lending officers about their operations 
and in the preparation of loan papers. From 1937, he was engaged in representa- 
tion with the senior partner of the Mutual Savings Bank Association of Con- 
necticut, particularly in connection with legislative representation in the General 
Assembly of Connecticut. In 1939, he was appointed personally as counsel for 
the Connecticut Bankers Association and devoted a considerable amount of time 
to its legislative concerns in the general assembly. In 1945 on the joint behalf of 
the Mutual Savings Bank Association of Connecticut and the Connecticut Bankers 
Association in collaboration with the bank commissioner and a special meeting 
of the assembly, he had a major part in the revision of the banking law of the 
State of Connecticut. The representation of the two banking associations and 
of the Hartford National Bank continued until his retirement from the practice 
of law in 1950 upon entering the employment of the Hartford-Connecticut Trust 
Co. (now Connecticut Bank & Trust Co.). 

In 1950, he joined the Connecticut Bank & Trust Co. as vice president and 
placed in charge of its trust department. In April 1954, he was promoted to 
senior vice president; in January 1958, he was elected to membership on the 
board of directors. He has been a trustee of the Society for Savings since 1940 
and of the Connecticut General Life Insurance Co. since 1956. 


Theodore Herz, partner, Price Waterhouse & Co., Washington, D.C. 


Theodore Herz was born in Chicago, Ill., in 1909. He is a graduate of the 
University of Wisconsin. For the past 12 years he has been in Washington, 
D. C., and during most of that time has been concerned with extensive studies 
in the field of banking and credit. 

As assistant director of the Corporation Audits Division, General Accounting 
Office, Mr. Herz was one of the organizers of that activity. His assignment 
was to audit RFC and its subsidiaries for the period ended June 30, 1945. 
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He was also staff director, Fulbright subcommittee of the Senate Committee 
on Banking and Currency; assistant to director, Task Force on Lending Agen- 
cies, first Hoover Commission; and staff director of Commission’s Task Force 
on Lending Agencies. 

Mr. Herz is a certified public accountant of the District of Columbia and the 
States of Missouri, Washington, Maryland, Michigan, Illinois, and California. 
He is also a member of the American Institute of Accountants, the American 
Accounting Association, the Controllers Institute of America, and the National 
Association of Cost Accountants. 


Reed E. Holt, president, Walker Bank & Trust Co., Salt Lake City, Utah 


Reed EK. Holt was born in Provo, Utah, on August 12, 1900. He completed his 
college work in 1922, at Brigham Young University at Provo, Utah, with « 
major in accounting and banking. 

He entered the employ of Walker Bank & Trust Co. In January of 1923, and 
in 1924 was transferred to the trust division of the bank where he spent 24 
years, holding the offices of assistant trust officer, trust officer, and vice presi- 
dent and trust officer, serving as head of the trust division for 10 years. In 
1948 he was transferred to the administrative division of the bank where he 
served as vice president in the operating division for 6 years, as executive vice 
president for 3 years, and a year ago this January he was elected president of 
the bank. 

While in trust work, Mr. Holt served two terms as president of the trust divi- 
sion of the Utah Bankers Association and was president of the Salt Lake City 
Clearing House Association. He has been an active member of the chamber of 
commerce for many years, and also has served on the board of trustees of the 
Great Salt Lake Council of the Boy Scouts of America for many years as well 
as having participated in numerous other civic functions. 


Norris O. Johnson, vice president, the First National City Bank of New York, 
New York, N.Y. 

Norris O. Johnson received his bachelor of science degree from Syracuse Uni- 
versity in 1927 and was awarded his master of arts in 1983 and doctor of 
philosophy in 1934, both from Harvard University. 

Johnson began his banking career with the Federal Reserve Bank of New 
York and served as statistician from 1934 to 1938. He was chief of the domestic 
research division from 1938-42 and manager of the research department from 
1942 to 1946. He also served as editor of the Monthly Review and was a mem- 
ber of the Federal Reserve Committee on Postwar Banking and Credit Policy 
in 1944. Johnson served as adviser to Bank of Mexico in 1938; was treasurer- 
general of Iran in 1945; and later represented the Federal Reserve on visits to 
India, Austraiia, and New Zealand, in 1945-46, all while on leave from the bank. 

Mr. Johnson joined the First National City Bank of New York as assistant 
vice president in 1946 and was promoted to vice president in 1954. He is also 
associate editor of the bank’s Monthly Letter on Hconomic Conditions. 

He was appointed a member of the advisory committee to Senate Banking 
and Currency Committee on Study of Banking Laws in 1956. He has authored 
a chapter on Treasury Operations and Functions in American Financial Institu- 
tions, Prentice-Hall, 1951; and his articles have appeared in many of the major 
financial publications. 

Mr. Johnson served as president of the American Finance Association in 
1955; is a fellow of the Royal Economie Society; is a member of the American 
Economie and Statistical Associations; advisory committee, Metropolitan Eco- 
nomic Association, and served as executive secretary of the 1951 American 
Assembly on Inflation. 


Vivian Wells Johnson, president, First National Bank, Cedar Falls, Iowa 


Vivian Wells Johnson was born in Hampton, Iowa, in 1896. He was a student 
at Iowa State Teachers College, Cedar Falls, in 1915-16, and attended the 
University of Minnesota in 1916-17. 

Johnson became clerk, and later teller, at the Citizens Savings Bank, Cedar 
Falls, 1919-23. He was made assistant cashier in 1923, cashier in 1927, and 
became executive vice president and director of Citizens-Security Trust & 
Savings Bank in 1928. He was executive vice president and director of Union 
Bank & Trust, Cedar Falls, from 1984 to 1936, when he became president and 
director of that bank. In 1939, Johnson became president and director of First 
National Bank, Cedar Falls. 
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He is a director of Federal Reserve Bank, Chicago, and of the Black Hawk 
Broadcasting Co., Waterloo, Iowa. He is also annual lecturer, Central State 
School of Banking, University of Wisconsin, and a member of the national 
council of the National Planning Association. 

From 1937 to 1938, Johnson was a member of the administry council, Iowa 
Bankers Association, and president of the association, 1945-44. 

He is a member of the American Legion, Veterans of Foreign Wars, American 
Economies Association, Academy of Political Science, Phi Delta Theta, Mason, 
Elk, Rotary, and Union League (Chicago). 

His office address is First National Bank, 302-304 Main, Cedar Falls, Iowa. 


Homer J. Livingston, president and director, the First National Bank of Chicago 

Homer J. Livingston is a native of Chicago and received his education in its 
public schools. He graduated from the John Marshall Law School, Chicago, 
in 1924, with an LL.B. degree, and in 1952 was awarded an honorary LL.D. 
degree by Washington and Jefferson College, Washington, Pa. 

In the early twenties the First National, which has long had its own law de- 
partment, was in the practice of employing a senior law student as a law clerk 
every year. In 1922, when the bank’s then general counsel and now chairman of the 
board, Edward Eagle Brown, asked the dean of John Marshall Law School for 
the name of the most promising senior, the dean replied, ‘‘The best man in the 
school is in the second-year class, Homer Livingston, take a look at him.” Mr. 
Brown looked and Homer was launched on a banking career. During the 
following years, Mr. Livingston not only applied himself to the study of law 
but, in addition, took home a briefcase every night filled with subjects relating 
to banking, which he studied intensely in order to fit himself for his life’s work. 
He acquired, as a result of his intense study, a thorough knowledge of credits, 
loans, deposits, investments, and other phases of banking which stood him in 
good stead as he progressed in the bank. He became an assistant attorney in 1930 
and in 1934 was elected attorney, in 1944 counsel, and in 1945 a vice president 
of the bank. He became a director in 1948; and in 1950, at the age of 46, became 
president, the youngest head of a major bank in the Nation. 

In the American Bankers Association, Mr. Livingston has been a member of 
the committee on Federal legislation and was chairman of the subcommittee on 
bankruptcy from 1940 to 1950 and a member of the credit policy commission 
since 1949. At the ABA convention in 1953, Mr. Livingston became vice presi- 
dent and from 1954 to 1955 he was president of the ABA. He also served on the 
legislative committee and council of administration of the Illinois Bankers 
Asociation in 1944-45. 

Mr. Livingston is chairman of the executive committee and chairman of the 
stock trustees of the Monon Railroad; a director of the Continental Casualty 
Co. and the Continental Assurance Co.; president and director of the National 
Safe Deposit Co.; a director of Sears, Roebuck & Co.; director and vice president 
of the First-Chicago Corp.; director of Armour & Co.; a director of Standard 
Oil Co. (Indiana) ; and a member of the Federal Advisory Council to represent 
the Seventh Federal Reserve District for 1956. 

He has long been active in Chicago civic affairs and is at presetit a trustee 
and chairman of the investment committee of the University of Chicago; trustee 
and treasurer, the Art Institute of Chicago; director and treasurer, Chicago 
Boys Club, Inc. ; and trustee of the Chicago Child Care Society. 


C. Ward Macy, head, department of economics, University of Oregon, Eugene, 
Oreg. 


C. Ward Macy received his A. B. from Grinnell College in 1920: his A. M. from 
the University of Iowa in 1923; and his Ph. D. from Stanford University in 1932. 

He was professor of economics at Coe College from his graduation in 1932 
until 1950. In 1945 he was appointed dean of the faculty. Mr. Macy went to the 
University of Oregon in 1950. 

He has been a visiting professor at the University of Florida, University of 
Washington, Northwestern, and George Washington Universities. In 1940, he 
lectured at the Pacific Northwest Banking School, and in 1955, Mr. Macy was 
Fulbright lecturer at the American Studies Conference, Oxford University, 
England. ' 

From 1937 until 1948, he was consulting economist for Inter-Ocean Reinsurance 
Co. He is a member of the American Economic Association, National Tax 
Association, Tax Institute; and has been vice president of the Western Economie 
Association and president of the Midwest Economic Association. 
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Mr. Macy is author of many articles in professional journals, bulletins, pro- 
ceedings and newspapers; and is coeditor of a book, Public Finance—Selected 
Readings. 

He has been awarded a Ford Foundation faculty research fellowship for 1958 
to conduct research in the field of local governmental finance. 


John J. McCloy, chairman of the board, the Chase Manhattan Bank 


John J. McCloy, former United States High Commissioner for Germany and 
former president of the World Bank, is chairman of the board of directors of the 
Chase Manhattan Bank in New York. 

Mr. McCloy became chairman of the Chase National Bank January 19, 1953, 
succeeding Winthrop W. Aldrich, who left the bank to become Ambassador to 
Great Britain. He has been chairman of Chase Manhattan since Chase and the 
Bank of Manhattan merged in April 1955. 

Born March 31, 1895, Mr. McCloy attended Peddie School and received his 
B. A. from Amherst in 1916 and his LL. B. from Harvard Law School in 1921. 
He was in the United States Army from 1917 to 1919, serving as a captain in the 
field artillery with the AEF in France. 

Mr. McCloy was for many years a member of the firm of Cravath, De Gersdorff, 
Swaine & Wood, and in 1940 he retired from the firm to become a consultant to 
Secretary of War Henry L. Stimson. From 1941 to 1945, he was the Assistant 
Secretary of War. 

After a year with the law firm of Milbank, Tweed, Hope, Hadley & McCloy, 
he was appointed president of the International Bank for Reconstruction and 
Development (World Bank) in 1947. From 1949 to 1952 he was United States 
High Commissioner for Germany. 

Mr. McCloy is also chairman of the board of the Chase International Invest- 
ment Corp., a wholly owned subsidiary of Chase Manhattan which conducts 
various foreign activities; chairman of the Advisory Committee o n Commercial 
Bank Preparedness; chairman of the conference committee of the New York 
Clearing House; a member of the advisory committee of the Senate banking 
subcommittee studying banking legislation, the committee on Government 
borrowing of the American Bankers Association, and the general committee of 
the New York money market of the Federal Reserve bank. 

He is a director of American Telephone & Telegraph Co., Allied Chemical 
& Dye Corp., Metropolitan Life Insurance Co., United Fruit Co., and Westing- 
house Electric Corp. 

His other affiliations include: 

Trustee and treasurer of the National Legal Aid Association, member of the 
American Bar Association, the American Society of International Law, Associa- 
tion of the Bar of the City of New York, and the New York County Lawyers 
Association. 

Chairman of the board of the Council on Foreign Relations, Inc., chairman of 
the board of International House, director of the Committee for a National Trade 
Policy, trustee of the United States Council of the International Chamber of 
Commerce. 

Chairman of the board of trustees of Amherst College, national treasurer of the 
United Negro College Fund, Inec., member of the board of the Academy of Politi- 
eal Science, Columbia University, honorary trustee of Johns Hopkins University, 
trustee of the American School of Classical Studies, Athens, Greece, trustee of 
the American Museum of Natural History, and chairman and president of 
Goethe House, Ine. 

Trustee of the Ford Foundation, the Rockefeller Foundation and the Lenox 
Hill Hospital. 

Mr. McCloy is also chairman of the Ausable Club of the Adirondack Mountain 
Reserve and he belongs to the Amherst, Anglers, Brook, Century, Grolier, Links, 
River, and University Clubs in New York, and the Chevy Chase and Metropolitan 
Clubs in Washington. 

He was awarded the Distinguished Service Medal, and is a grand officer of the 
Legion of Honor of France and a grand officer of the Order of Merit of Italy. He 
also was awarded Grand Cross of the Order of Merit of the Federal Republic of 
Germany. 

Mr. McCloy is honorary member of Senat of Johann Wolfgang Goethe Uni- 
versity in Frankfurt, Germany, and Friedrich Wilhelm University in Bonn, Ger- 
many; Honorary Citizen Ehreburgher of the Free University of Berlin, Germany. 
He has received honorary doctor of laws degrees from Amherst, Brown, Colby, 
Columbia, Dartmouth, Franklin and Marshall, Harvard, New York University, 








1000 FINANCIAL INSTITUTIONS ACT OF 1957 


Princeton, Syracuse, Trinity, University of Maryland, and Yale. He was also 
awarded a doctor of civil law degree by Washington College and an honorary 
degree by the Technical University of Berlin. 


Edwin P. Messick, the First National Bank & Trust Compay of Miiford, Milford, 
Del. 

Edwin P. Messick was born in Milford, Del., in 1897. He was educated in the 
Milford public schools and attended the University of Delaware. 

Mr. Messick became associated with the First National Bank & Trust Company 
of Milford in 1917 and has been a member of its board of directors since 1938. 
He has held various positions in the bank and at the present time is serving in 
the capacity of executive vice president. 

He has held the position of president of the Kent County Bankers Association 
and is immediate past president of the Delaware Bankers Association. He is a 
Mason and holds offices in several masonic bodies. 

W. Franklin Morrison, executive vice president and manager, First Federal Sav- 
ings and Loan Association of Washington; president, National Savings and 
Loan League, Washington 5, D.C. 

W. Franklin Morrison was born in 1901, at Pittsburgh, Pa. He was educated 
at public schools at Scottdale, Pa., and attended the Principia College, St. Louis. 
He is a graduate of the American Savings and Loan Institute; gradaute of 
course I, American Institute of Real Estate at University of Michigan, Detroit, 
in 1946; and graduate of course II, American Institute of Real Estate at Michi- 
gan State College, East Lansing, Mich., in 1954. 

The early part of his career was with 8S. W. Straus & Co., a Chicago invest- 
ment firm. From 1928 to 1943, Mr. Morrison was employed by the Bell Savings 
and Loan Association in Chicago and was second in command of both their sav- 
ings and their loan departments. In September 1943 he joined the staff of the 
First Federal Savings and Loan Association at Washington as vice president in 
charge of the loan department. In January 1951 he was elevated to executive 
vice president and manager which title he presently holds. 

Mr. Morrison is a member of the American Institute of Real Estate Apprais- 
ers: a senior member of the Society of Residential Appraisers; an approved 
appraiser for the Veterans’ Administration ; an approved appraiser for the First 
Federal Savings and Loan Association of Washington: a member of the Wash- 
ington Real Estate Board: Arlington-Alexandria-Fairfax Real Estate Board; 
Montgomery County Real Estate Board; the Washington Board of Trade: the 
Rotary Club of Washington: and the Home Builders Association of Metropolitan 
Washington. 

On June 20, 1957, Mr. Morrison was installed president of the National Sav- 
ings and Loan League. His articles on savings and loan association work have 
appeared in trade magazines with international circulation, and he is well 
known as a speaker at meetings of realtors and appraisers. 


J. M. Naughton, president, the Second National Bank of Cumberland, Cum- 
berland, Md. 

A native of Rochester, N. Y., born 1898, with education in chemical engineer- 
ing at the University of Rochester and Massachusetts Institute of Technology. 
Graduate of the American Institute of Banking and of the ABA Graduate 
School of Banking. 

Member of the faculty of the ABA Graduate School of Banking for several 
years, instructor at banking schools of the Virginia Bankers Association, of the 
Pennsylvania Bankers Association, and of the Carolina Banking Conference at 
the University of North Carolina. Speaker at annual meetings of various State 
bankers associations. 

Former chairman of Maryland Bankers Association’s committee on bank 
management and currently chairman of its committee on personnel training. 
Past member of ABA’s trust division’s executive committee and of its committee 
on trust policies; currently member of executive committee of ABA Federal 
legislative council, chairman of subcommittee on bankruptcy, and member of 
trust division committee on relations with Federal supervisory authorities. 

Member of North American Branch of the Newcomen Society of England: 
past president of the Cumberland Chamber of Commerce and currently chair- 
man of its industrial promotion committee. 
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Served as assistant to the treasurer of a large manufacturing pharmaceutical 
company and treasurer of a large paper company. Executive experience in Mas- 
sachusetts Banks and in Maryland where he has been located since 1942. 


Robert L. Oare, chairman of the board, Associates Investment Co., South Bend, 
Ind. 

Robert L. Oare was born in South Bend, Ind., in 1912. He received his bach- 
elor of arts degree at Dartmouth in 1934 and his bachelor of laws degree at 
Yale Law School in 1937. 

Mr. Oare became a member of the law firm of Seebirt, Oare & Deahl, South 
Bend, in 1937, and remained with the firm until 1949, with the exception of 4 years 
spent as lieutenant in the United States Navy, 1942-46. He has been a member 
of the board of directors, First Bank & Trust Co., South Bend, since 1946, and 
chairman of the board since 1951. He has been chairman of the beard of 
directors of Associates Investment Co., South Bend, since 1951, and a member 
of the board since 1947. 

Other business affiliations include member of board of directors of Emmco 
Insurance Cos., since 1948, chairman since 1951 ; member of the board of directors 
of Durham Manufacturing Corp., Munice, Ind., since 1948, chairman since 1951; 
and member of the board of directors of Clark Equipment Co., Buchanan, Mich., 
since 1952. 

He is past president of American Finance Conference, and director and mem- 
ber of the executive committee since 1951. He is a member of the American, 
Indiana, and St. Joseph County Bar Associations and is on the board of lay 
trustees of St. Mary’s College and of the University of Notre Dame. 


William Warner Pratt, executive director, Pennsylvania Credit Union League, 
Harrisburg, Pa. 

William Warner Pratt resides at Good Hope Mills, Mechanicsburg, Pa. He 
is executive director of the Pennsylvania Credit Union League. Prior to 1946, 
he was traffic and transportation manager for Du Pont Co., at Philadelphia. 

Mr. Pratt is a former treasurer of Pacedoc Federal Credit Union, Harrisburg, 
and former president of Philadelphia Grasselli Employees Federal Credit Union, 
Philadelphia. He is a past vice president and president of the Cuna Mutual 
Insurance Society, Madison, Wis., and is at present director of that organization. 
He is past vice president of the Credit Union National Association, Madison, 
Wis., and past vice president of the Union Federal Saving and Loan Association, 
Camden, N. J. He is now chairman of the board of trustees of the Cuna Retire- 
ment Fund. 

Everett D. Reese, chairman of the board, the Park National Bank, Newark, Ohio 

Everett D. Reese was born in Columbus, Ohio, in 1898. He is a graduate of 
Ohio State University, where he received his bachelor of science degree in 1919. 

Since 1921, Mr. Reese has been with the Park National Bank of Newark, Ohio. 
He became president and director in 1926, chairman of the board in 1956. 

He is chairman of the board, the First National Bank of Cambridge, Cam- 
bridge, Ohio; president and director, First Federal Savings & Loan Association 
of Newark, Newark, Ohio, and chairman of the board, State Savings Co., 
Columbus, Ohio. He is a director in the following companies: Commercial 
Motor Freight, Ine., Columbus, Ohio; Suburban Motor Freight, Inc., Columbus; 
Midland Mutual Life Insurance Co., Columbus, Ohio; Corrugated Container Co.. 
Columbus; and the Acord Coal Co., Newark, Ohio. 

Mr. Reese is Central Ohio United States Savings Bond chairman and a past 
president and vice president of the American Bankers Association. He is a 
member of the faculty of the Rutgers University Graduate School of Banking, 
also chairman of the board of regents of the same school. He has served on 
the executive council of the American Bankers Association, on the ABA Federal 
Legislative Council, and on the ABA Small Business Credit Commission from the 
time of its inception (1944-52). 

He served on the National Voluntary Credit Restraint Committee and on the 
Small Business Advisory Committee to Secretary of Commerce Charles Sawyer. 

In January 1958, he was appointed chairman of the ABA Council on Banking 
Education and chairman of the Ohio State University development fund. 
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J. V. Satterfield, Jr., chairman and chief executive officer, First National Bank, 
Little Rock, Ark. 


John V. Satterfield, Jr.. was born in Marion, Ark., in 1902, and was educated 
in publie schools. 

Mr. Satterfield began his business career by selling insurance and automobiles 
from 1922 to 1927. From 1927-39 he was an investment broker, and from 1939-41 
served as the mayor of Little Rock. In 1941 he joined the United States Air 
Force, where he was commissioned a major and discharged as a colonel in 1945. 
From 1945-47 he was again an investment broker. He served in 1947-49 as State 
director of the Federal Housing Administration. He became president of the 
First National Bank in Little Rock in 1949 and served in that capacity until 1958, 
when he became the chairman and chief executive officer. 

J. V. Satterfield has been active in the Lions Club, Arkansas Municipal League, 
Little Rock Community Chest, Arkansas Justice Building Commission, and has 
served as director of the Little Rock branch of the Federal Reserve Bank of 
St. Louis; president, First Arkansas Development Finance Corp.; and chairman, 
Little Rock Municipal Airport Commission. 


James E. Shelton, chairman of the board, Security-First National Bank, Los 
Angeles, Calif. 

James E. Shelton is a native Californian and received his bachelor of arts 
degree in 1910 and his doctor of juristic science degree in 1912, both from Stan- 
ford University. 

He practiced law in Los Angeles from 1912-17 and became associated with 
trust counsel, Title Insurance & Trust Co., from 1917-19. In 1919 he joined 
Security-First National Bank as assistant secretary. He was promoted to secre- 
tary in 1920, vice president and secretary in 1921; chairman of the executive 
committee in 1934, president in 1946, and has served as chairman of the board 
since 1955. 

Mr. Shelton serves as a director of Cannon Electric Co., Los Angeles Invest- 
ment Co., and Rexall Drug Co. He is also a director and member of the execu- 
tive committee of Southern California Edison Co. and a director of the Los 
Angeles branch, Federal Reserve Bank of San Francisco. 

He is past president of various local clubs and civic organizations, including 
the California Bankers Association and the American Bankers Association . 


M. B. Spragins, president, the First National Bank, Huntsville, Ala. 

Marion Beirne Spragins was born in Huntsville, Ala., in 1892. He was edu- 
cated at private schools in Huntsville, St. Lukes School, Wayne, Pa., and received 
his bachelor of arts degree from University of Alabama in 1914. 

Mr. Spragins began his career with First National Bank, Huntsville, in 1914, 
and remained there until enlisting in the Army in April 1917. He served at 
various camps in this country and in France as an aerial observer. Upon dis- 
charge as first lieutenant of field artillery in January 1919, Spragins managed 
a manufacturing concern until January 1933. At that time he returned to the 
First National Bank, Huntsville, as vice president, and became president in 1935. 

He is a director of First National Bank, Huntsville; Federal Reserve Bank 
of Atlanta, Birmingham branch; Associated Industries of Alabama; Lincoln 
Mills of Alabama ; and Huntsville Industrial Associates. 

Mr. Spragins is chairman of the Army Advisory Committee, Redstone Arsenal, 
Ala.; Huntsville Brick & Tile Co.; Huntsville Industrial Expansion Com- 
mittee ; chamber of commerce; and Rotary Club. 


J. Cameron Thomson, chairman of the board, Northwest Bancorporation, 
Minneapolis, Minn. 

J. Cameron Thomson was born in Emerson, Manitoba, in 1890. He was 
educated in public schools and business college, and has an honorary L. L. D. 
from Jamestown College, North Dakota. 

Thomson began work as a clerk at Minnesota National Bank, in 1905, and 
entered Northwestern National Bank, Minneapolis, in 1907. He was made auditor 
and assistant cashier in 1918, vice president in 1926. 

Northwest Bancorporation, of which Mr. Thomson is chairman of the board, 
was organized in 1929. It is a bank holding company owning majority stock 
in 75 affiliated banks serving communities in Minnesota, North Dakota, South 
Dakota, Montana, Nebraska, Wisconsin, and Iowa. Principal affiliates are: 
Northwestern National Bank, Minneapolis, Minn.; Iowa-Des Moines National 
Bank, Des Moines, Iowa; the United States National Bank, Omaha, Nebr.; 
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First and American National Bank, Duluth, Minn.; Midland National Bank, 
Minneapolis, Minn. In June 1929, Mr. Thomson became vice president and 
general manager of Northwest Bancorporation. He was also made a director at 
that time. In June 1933, he became president and on September 30, 1955, he 
was elected to the newly created post of chairman of the board. 

He is a trustee on the committee for economic development and vice chairman 
of research and policy committee. He was vice president of the American 
Institute of Banking, 1917-18 and president, 1918-19. 


W. W. Whiteman, Jr., president, the Bank of Mid-America Savings & Trust Co., 
Oklahoma City, Okla. 

Mr. Whiteman was born in Oklahoma City, Okla., in 1915. He received his 
B. A. in 1936, his L. L. B. in 1937, a B. 8S. degree in business in 1940, and an 
M. B. A. in 1947, all from the University of Oklahoma. 

His professional career began in 1937, when he became an attorney at law. 
He was associate professor in accounting at the University of Oklahoma in 
1946 and 1947. Since 1948, Mr. Whiteman has been publisher of Research Oil 
Reports, a daily and semiweekly report to Oklahoma oil operators. He is 
presently serving as president, Bank of Mid-America Savings & Trust Co., 
Oklahoma City. 

He is president and director, Oklahoma Industrial Finance Corp.; Credit 
Service Loans Co., and 400 West Grand Corp., all of Oklahoma City. 


Ben H. Wooten, president, First National Bank in Dallas, Dallas, Tez. 

Ben H. Wooten was born in 1894, at Timpson, Tex. He graduated from 
North Texas State College, Denton, Tex., 1917, and received an honorary doctor 
of laws degree from the University of Arkansas, Fayetteville, June 3, 1950. 

He entered the banking business in December 1919, as assistant cashier of 
the Alba National Bank at Alba, Tex. In 1923, was made cashier and operating 
executive officer of the Farmers and Merchants Bank, Farmersville, Tex. Be- 
came a State bank examiner in February 1926, and departmental State bank 
examiner in 1927. The Federal Home Loan Banking System was created by 
an act of Congress in July 1932; was appointed chief examiner for that System 
and assisted in setting it up on a national basis. Was elected president of the 
Federal Home Loan Bank of Little Rock, October 15, 1932, which bank serves 
the States of Arkansas, Louisiana, Mississippi, New Mexico, and Texas. This 
position was held until April 1, 1944, at which time he became chairman of the 
board of the federal Home Loan Bank of Little Rock (which position held until 
December 31, 1953) and vice president and member executive committee of the 
Republic National Bank of Dallas. Resigned from Republic National Bank on 
lebruary 6, 1950, to become president of the First National Bank in Dallas. 

Was named Dallas’ top salesman for the year 1950 by the Dallas Sales Execu- 
tives Club on December 29, 1950. Was named Dallas’ headliner of the year on 
May 3, 1952, by the Dallas Press Club. On February 19, 1953, presented the 1952 
Linz award, Dallas’ top honor for outstanding community service. On March 
15, 1956, presented pational citation by National Conference of Christians and 
Jews, recognizing services in promoting understanding and civic cooperation 
among all faiths. 

Served as president of the Dallas Chamber of Commerce, 1952-53. In June 
of 1952 helped organize the Texas Research League, a citizen-supported agency 
devoted to research into programs and problems of Texas government, and 
served as chairman of the board until October 1954. 

At the present time, in addition to serving as president of the First National 
Bank in Dallas, is chairman of the board of regents of North Texas State 
College; trustee of Baylor University; director of Dallas Federal Savings & 
Loan Association: the Gulf, Colorado & Santa Fe Railway Co.: Dallas Citizens 
Council: State Fair of Texas; Cotton Bow! Athletic Association; Baptist Foun- 
dation of Texas; relief and annuity board of Southern Baptist Convention ; Texas 
Research League; Young Men’s Christian Assceciation ; Dallas Heart Association ; 
and numerous other organizations. 


Mr. Mvuurrr. Now, Mr. Cravens, when was the advisory committee 
first appointed ? 

Mr. Cravens. Well, it was August or September 1956. 

Mr. Mutter. About how many meetings did the committee have ? 
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Mr. Cravens. I stated them in my testimony. We had meetings 
before and during the hearings. Those were followed by subcommittee 
meetings, and then the distribution of material to each of the members, 
and that was concluded in December by a general meeting of all mem- 
bers to consider the drafts and recommendations of each of the five 
subcommittees. 

I think that is pretty well stated in my statement. 

Mr. Mutrer. How many members were on each subcommittee ? 

Mr. Cravens. Five. 

Mr. Murer. Were there any minutes kept of the meetings of the 
full committee or of the subcommittees ¢ 

Mr. Cravens. We have the individual drafts of each subcommittee 
in our files, which would constitute minutes of their deliberations. 

Mr. Murer. You have indicated that you have picked out what you 
consider the important parts of the bill and addressed yourself to those 
matters ¢ 

Mr. Cravens. No; I indicated that in reading the testimony that 
had preceded me, that those matters had cone discussed more ‘freely 
than others. 

Mr. Mcuurer. Would you say that these are the most important mat- 
ters in the bill which you have addressed yourself to ? 

Mr. Cravens. No; I wouldn’t particuls ily say so. The bill is full 
of very important changes, but evidently many of which were not 
subject to a great deal of discussion. I simply picked up those which 
I thought, in my own judgment—and I may have been wrong—that 
the members of this committee had previously shown more interest in, 
that was all. 

Mr. Murer. Was there any directive from the Senate committee to 
the advisory committee indicating what would be expected of it, in 
connection with its appointment ? 

Mr. Cravens. There was no direct communication. 

Mr. Mcurer. Was there a letter of directive ? 

Mr. Cravens. No direct communication other than the verbal in- 
structions given to the committee. I think, though, that Mr. Robert- 
son and the Senate committee did publish their objectives, but in our 
case our instructions came verbally. 

Mr. Murer. Will you tell us what they were, sir? 

Mr. Cravens. Well, they were to review all of the recommendations 
of all the Federal agencies, and all other recommendations received 
from other sources, which had to do with the modernizing and revamp- 
ing and recodification of the Nation’s laws relating to financial insti- 
tutions and credit. 

The committee therefore, confined its work to reviewing those rec- 
ommendations coming from all of the Federal agencies, and all of the 
private organizations :and individuals which submitted them. 

In addition to that, in a few instances, the subcommittees initiated 
recommendations of their own, but in very few instances. Practically 
all of the work was done in screening the recommend: ations given to 
it by the existing Federal agencies and by other organizations. 

Mr. Mutter. Would you submit to us the recommendations which 
your committee reviewed which came to you from other than Federal 
agencies / ; 
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Mr. Cravens. Yes; those are all a matter of record and I can put 
them into this record, if you would like. 

Mr. Mutter. I would like to have them, sir. I think they will be 
helpful to the committee. 

(The matter referred to is as follows:) 


Sr. Louis, Mo., February 1, 1958. 
Re 8. 1451 and H. R. 7026. 
Hon. BRENT SPENCE, 
Chairman, House Committee on Banking and Currency, 
House Office Building, Washington, D. C. 


DEAR Str: When on January 21, 1958, I testified before your committee on 
the captioned bills, Congressman Multer requested that I provide the committee 
with a list of the recommendations which the advisory committee “reviewed 
which came to the advisory committee from other than Federal agencies.” 

Here follows such a list. All references are made to the number which the 
particular recommendation bears in the report which the advisory committee 
made to the Senate Committee on Banking and Currency under date of December 
17, 1956, a printed copy of which report I understand is in the files of your 
committee. I have not endeavored to determine the source of each recommenda- 
tion listed below, but as I testified on January 21, 1958, only in a very few 
instances did the recommendation originate with the advisory committee or its 
subcommittees. Of the 42 recommendations which did not originate with the 
Federal agencies, only 7 originated with the advisory committee and here below 
each is appropriately identified. 


Page of advisory | Page of advisory 
committee report | committee report 
where recommen where recommen- 

dation is found | dation is found 

Recommendation number : | Recommendation number—Continued 
45B_- ‘ : 13 166K____- sid SUL EM ae td 45 
RE ee EO os eltiatital 13 Pee ertil ltl sh ee 46 
ee es te abe 14 | ice super teks chkeeasesenedl 46 
Ms ES dicen Fb its chabustoeigvtes 14 | POL neaiaen ints SES Le 46 
45G ety me ae" ‘ ae 15 | Wok ntaicete oe ee BOS EP 46 
Misti Sis eh 2 2 23 | 180 ee se ethas eaen S thecal 46 
MEDEA wake sb gu ka siabeeeen +23 | 181 5b declee cbs ch ibdek ch babel tlhe. 47 
SDE aaeaks +23 | 182 gh.ca ebod eel 47 
S5F ; os Sees SN Sree 23 | eee eat ode 47 
LI6G...« F25342. 33 184__- oe, eae as of 47 
Rees cabbd n th esi 34 | 185 47 
166A (a sine Cpe ae 43 LSG_. r Lie itt 47 
166B_ ¥. ne 43 | Ba ios > a 47 
166C ae ; : 3 | 188__- te Ee iw 47 
166D___ ee 43 | es sas ee dace 47 
166B_ 22 HP 1 ae 3 | 190 ne +47 
OT oo s ksisisen eos 44 | 106 045i 2 Les) We 
166G . a 2 emai a 44 bo ee 43 b didn dnb cboeen 48 
166H AEA sie al hE che 4 44 193 ; ee 48 
1661 bok ibaa ee 44 194__-_- 7 ana 48 
166.1 todd LBL Usticdels 44 | 195 onome ee 
1 Advisory committee record. 


Respectfully submitted. 
KENTON R. CRAVENS, 
Chairman, Advisory Committee to Senate Committee on Banking and 
Currency for the Study of Federal Statutes Governing Financial 
Institutions and Credit. 
Mr. Murer. Now, Mr. Cravens, would you say, in all frankness, 
that there are no major revisions in this bill, of existing law ? 
Mr. Cravens. Oh, no; I have not said that. 
Mr. Mutter. There are major revisions of existing law by the 
Senate bill as well as by the Brown bill, which differs in some respects 
from the Senate bill ? 


95375—58—pt. 2 10 
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Mr. Cravens, The only difference is in the two respects that 1 men- 
tioned. 

Mr. Mourer. Both bills, then, we can say, do contain major revi- 
sions of existing law ? 

Mr. Cravens. Oh, yes. 

Mr. Moutrer, And some of them are quite important / 

Mr. Cravens. I think so; yes. 

The Cuarrman. Mr. Hiestand ? 

Mr. Hiestanp. No questions at this time, Mr. Chairman. 

The Cuarrman, Mrs. Sullivan. 

Mrs. Sutnivan. Mr. Chairman, I personally want to welcome Mr. 
Cravens, who is from the great city of St. Louis, my own home town, 
as a witness before this committee. 

Mr. Cravens. Thank you, Mrs. Sullivan. 

Mrs. Sutnivan. I want the members of the committee to know also 
that Mr. Cravens is recognized in St. Louis as one of the outstanding 
jeaders in the banking business in this country. 

I just have one question for you, Mr. Cravens. I would like to ask 
you about section 37 of title I of the bill, which would greatly increase 
the limit on borrowing by national] banks, As you ki now, this section 
would raise the debt limit for national banks from 100 percent of 
capital to 100 percent of capital-plus surplus. 

The Federal Reserve Board has told this committee during the 
hearings last July that this change is not needed. Would you com- 
ment on that, and would you tell the committee who suggested that 
the change be made in the law ¢ 

Mr. Cravens. Well, first of all, that type of borrowing, I should 
explain, is primarily for national banks to adjust their reserve posi- 
tion daily and weekly. We all—all of us—borrow every day, almost, 
to make up our reserves. We either buy Federal funds, which means 
we are not borrowing from the Federal Reserve Bank, but borrowing 
somebody else’s funds, on a 24-hour basis now, all of these loans are 
just 24 hours—or we borrow from the Federal Reserve. 

That type of borrowing, when it is borrowed from the Federal 
Reserve, is secured by Government bonds that the bank owns. We 
thought—and we don’t place too much importance on this—we thought 
it might be of assistance to some national banks in adjusting their 
reserve positions from day to day, to be able to borrow from the Fed- 
eral Reserve Bank, or from other banks, a larger amount than is now 
permitted to adjust their reserves. The ( ‘omptroller could be very 
wellright. I have never seen the borrowings of all the national banks, 
but our subeommittee, which studied the national-bank laws, made 
that recommendation. 

The advisory committee could see no harm in it because after all, 
they are secured by Government bonds. Moreover, remember that 
when we were making these studies we had a very tight money market, 
and banks just had to borrow in order to take care of the local needs of 
their communities, and we thought it might ease the situation some 
in our tight areas if the national banks could borrow more than they 
are now permitted. 

I see no real importance in it. And if the Comptroller thinks it 
is not needed, we would have no objection to leaving it 1s it is 





; 
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Mrs. Suntivan. I don’t remember whether the Comptroller made 
any observation on that, but I believe it was Mr. Martin, in the hear- 
ings last July, that objected. Have you read his objections? 

Mr. Cravens. We heard that the Federal Reserve Board objected 
to it. We did not know how serious they were in their objections. 
But you understand the reason for it is purely for banks to adjust 
their day-to-day reserve requirements, and Mr. Martin should not be 
too worried because he gets Government bonds as security. 

Mrs. Suutiivan. That is all, Mr. Chairman. 

The Cuatrman. Mr. Henderson. 

Mr. Henperson. Did your advisory committee have anything to do 
with the language that is contained in the Senate or House bill ? 

Mr. CRAvENs. “No; we did not. Well, I say we did not; for all 
intents and purposes we did not. I believe in my testimony before 
the Senate I offered some language, on some points I raised, and I am 
not sure whether it was ever.taken verbatim or not. But generally 
speaking, I will answer your question “No”; we did not. We only 

talked on principles, and if you remember, I read you our clause, that 
if the language didn’t implement it, we reserved the right to change 
our opinion. 

Mr. Henperson. Turning to section 31, chapter 6, title I, granting 
options to purchase and to issue and sell shares of capital stock to 
employees, or employees of any subsidiary corporation, has this prac- 
tice ever been attempted without statutory authority, to your 
knowledge ? 

Mr. Cravens. Not to my knowledge. It has been done, in some 
instances, by other than national banks, and I am just speaking now 
from genet ral recollection. As I remember, in California, I think, 
it was done by a State bank in one or two instances. We do think 
that the leadership in this type of legislation, to give banks some 
inducement to get better caliber of management, should come from 
the national banking sy aan, and then wherever State laws need to 
be changed they will follow, in order to keep the State banks on a 
parity w “ith national banks. 

Mr. Henperson. Well, you have mentioned Connecticut, I believe. 

Mr. Cravens. Well, they just passed their law last year. 

Mr. Henprerson. How many States have similar laws? 

Mr. Cravens. That is the only one that I know, but there may be 
others. That just came to my attention because it was currently passed 
during the consideration of this bill. 

Mr. Henverson. Thank you, Mr. Cravens. 

The Cuatrman. Mr. Reuss. 

Mr. Reuss. I want to thank you, Mr. Cravens, for your services on 
the advisory committee and also for your very illuminating testimony 
this morning. 

I would like to ask, sir, in the light of what Mr. Patman said—and 
I heard it for the first time this morning—namely, that the Congress, 
or at least the Senate, apparently, voted with relationship to this pro- 
vision regarding the power of national bank officials to sell insurance, 
on the : assumption that they were merely codifying the existing law, 
and with further reference to the charge made that, far from codifyi ing 
the existing law, there was no such thing i in the existing law, but merely 
that it was on the lawbooks for a brief period from 1916 to 1918; in 
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the light of all that, without passing judgment as to whether or not 
this law was in fact repealed i in 1918, wouldn’t it be a good idea if your 
advisory committee very promptly, and in writing, filed with this 
committee a statement containing the various representations made by 
your advisory committee to the Cc ongress on this point, and a statement 
of whether or not, the law was or was not, in fact , repealed in 1918? 

Mr. Cravens. We will be glad to. And I agree it would be most 
appropriate for us to. I think I should say that this was not a matter 
that we did not discuss with the Comptroller, and the Comptroller, 
right or wrong, feels that national banks are doing it and can do it. 
We will certainly file with this committee a full statement on the 
present status of this particular section. 

Mr. Reuss. I might say that the Comptroller, of course, is entitled 
to hiso pinion, but he doesn’t make the law. 

Mr. Cravens. That is right. 

Mr. Rev ss. And without knowing actually what was done here, if 
the Senate was induced to vote on this other theory that they were just 
codifying existing law, and if the existing law does not so provide, I 
am sure that your advisory committee would want to clarify it for 
that body. 

As far as I am concerned, when you do, I will be very interested in 
it, and if you made a mistake, well, we have all made a few. 

Mr. Cravens. We will so submit, and put it into the record. 

(The data referred to above are as follows :) 

Sr. Louts, Mo., February 1, 1958. 
Re 8. 1451 and H. R. 7026. 


Hon. BRENT SPENCE, 
Chairman, House Committee on Banking and Currency, 
House Office Building, Washington, D.C. 

Dear Str: When on January 21, 1958, I testified before your committee on the 
captioned bills, Congressman Reuss requested that I file with the committee a 
“statement containing the various representations made by your (the) Advisory 
Committee to the Congress” in regard to section 92 of title 12, United States Code. 
Here follows such statement. 

1. On December 17, 1956, the advisory committee filed with the Senate Bank- 
ing and Currency Committee its report, a printed copy of which I understand is 
in the files of your committee. At pages 14-15 this report reads thus: 

“45F. National banks writing insurance 

“Under title 12, United States Code, section 92, being paragraph 11 of section 
13 of the Federal Reserve Act, national banks in towns of 5,000 or less may act 
as agent in writing fire, life, or other insurance. Under some State laws, State 
banks in larger communities may do likewise. 

“Thus, the committee recommends that this section be amended so as to permit 
national banks in townsites of more than 5,000 population to do likewise if State 
banks and trust companies may do so under State law or practice.” 

(This recommendation was implemented by section 45 of title I of the Senate 
committee print bil) dated January 7, 1957. See pages 37-8 thereof. The 
advisory committee had nothing whatsoever to do with providing the imple- 
menting langauge. ) 

2. On January 28, 1957, when testifying before the Senate Committee on Bank- 
ing and Currency with reference to its committee print bill, I made the following 
statement (see Senate record, pt. II, p. 475) : 


“Recommendation 45F—National banks writing insurance 

“At page 37 of the bill section 45 implements this recommendation which is 
that 12 United States Code, section 92, be revised so as to permit national banks 
located in towns of 5,000 or more to write insurance if State banks in such 
towns are permitted to do so by State law. 
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“Section 45 includes paragraph (b) which is new and was not the subject of 
a specific recommendation; and paragraph (c) includes a grandfather clause. 
Both of these additions were considered and are within the area of the recom- 
mendation. The purpose of these changes is to place national banks on a parity 
with State banks in these particulars.” 

(This statement is repeated at p. 502 of the Senate record). 

8. The Senate committee hearings on its committee print bill concluded on 
February 18, 1957. At that time there was inserted in the Senate record at 
page 1047 of part II the letter which I had addressed to Senator Robertson 
on February 15, 1957, which letter read as follows: 


“Sr. Louis, Mo., February 15, 1957. 
“Hon. A. WILLIS ROBERTSON, 
“Chairman of the Subcommittee to the Senate Committee on Banking and 
Currency, United States Senate, Washington, D.C. 

“DeEAR SENATOR ROBERTSON: At your committee hearings on January 28, 1957, 
you indicated that you would like to have a further statement from the advisory 
committee at the conclusion of all the testimony. Thus, I would appreciate 
this statement being inserted in the record. 

“Since testifying on January 28, 1957, I have been provided with substantially 
all of the prepared statements of the witnesses who followed me, but I have 
not had the benefit of the discussions which took place at the hearings. This 
lnaterial has been carefully reviewed, and while it contains many new ap- 
proaches to the problems, nevertheless it does not contain any new basic prin- 
ciples which were not previously considered by the advisory committee. 

“Hence, I felt there was no occasion, nor did time permit, the distribution of 
such material to the members of the advisory committee. In reaching this 
conclusion, I have assumed that matters such as that mentioned by Mr. Paul 
Warner in regard to section 5 (g) as it appears at page 209 of the committee 
print bill, and by Mr. Henry Bubb in regard to section 13 as it appears at page 
196 of the committee print bill have been or will be corrected. 

“Accordingly, the advisory committee makes no changes in its recommenda- 
tions as a result of the hearings on the committee print bill, and we see no 
occasion to change or amend the testimony which we gave on January 28, 1957. 

“Time and facilities have not permitted the advisory committee and its vol- 
unteer staff to consider all of the language of the committee print bill. Thus, 
I am confident that your committee will agree that we should not assume, and 
we are not assuming, any responsibility for the language used in the final 
version of the bill. 

“Sincerely yours, 
“KENTON R. CRAVENS, 
“Chairman, Advisory Committee to Senate Committee on Banking and 
Currency for the Study of Federal Statutes Governing Financial 
Institutions and Credit.” 


A careful check of the record before the Senate committee causes me to say 
that to the best of my knowledge the foregoing constitutes all that was stated by 
the advisory committee to the Senate in regard to section 92, title 12, United 
States Code. The testimony which I gave before your committee on the sub- 
ject is known to you. 

On January 21, 1958, Congressman Reuss also requested that I file a “state- 
ment of whether or not the law (12 U. 8. C., sec. 92) was or was not repealed 
in 1918”. In accordance with such request I attach hereto the signed opinion 
and memorandum which Robert Neill, counsel for the advisory committee, ad- 
dressed to me under date of February 1, 1958, in which he states as his con- 
sidered opinion “that section 92 of title 12, United States Code Annotated was 
not repealed by the act of Congress approved April 5, 1918 (40 Stat. 512) and 
that it is the law” as of the date of his opinion. \ 

While the following is not in response to any request made of me, nonetheless 
in fairness to all concerned I feel that it is not inappropriate for me to direct 
the attention of your committee to the letter which the National Association 
of Insurance Agents addressed to Senator Fulbright on February 18, 1957, 
as the same is set out in the Senate record, part II at page 1058. That letter 
refers to title 12, section 92, United States Code as being the “present statute.” 

Respectfully submitted. 

KENTON R. CRAVENS, 
Chairman, Advisory Committee to Senate Committee on Banking and 
Currency for the Study of Federal Statutes Governing Financial 
Institutions and Credit. 
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OPINION ON QUESTION WHETHER SECTION 92 OF TITLE 12, U. 8. C. A., 
IS LAW AS OF FEBRUARY 1, 1958 


Prepared for the Advisory Committee for the Study of Federal Statutes 
Governing Financial Institutions and Credit. 


THOMPSON MITCHELL THOMPSON & DOUGLAS, 
ATTORNEYS AT Law, 
St. Louis, Mo., February 1, 1958. 
Mr. Kenton R. CRAVENS, 
Chairman, Advisory Committee for the Study of Federal Statutes Gov- 
erning Financial Institutions and Credit, St. Louis, Mo. 


Deak Siz: Pursuant to your request, I have investigated the question of 
whether section 92 of title 12, U. 8S. C. A., was repealed by the act of Congress 
approved April 5, 1918 (40 Stat. 512). 

Based upon the matters and analysis set forth in the memorandum of which 
this letter is a part, I am of the considered opinion that section 92 of title 12, 
U. 8S. C. A., was not repealed by the act of Congress approved April 5, 1918 
(40 Stat. 512) and that it is law as of this date. 

Respectfully yours, 
Rosert NEILL. 


I. CHRONOLOGICAL History or SEcTION 92 or TiTLE 12, U. 8S. C. A., AND RELATED 
STATUTES 


The statute under study in this memorandum is Section 92 of Title 12, 
U. S. C. A., which grants a limited right to national banks to act as insurance 
agents and real estate loan brokers. 

The question is whether Section 92 is law as of this date. 

There follows a chronological history of Section 92 in the Statutes at Large, 
together with pertinent references to this statute in the Congressional Record. 
Since the history of Sections 361 and 373 of Title 12 is so closely related to 
that of Section 92, that history is also included. . 


THE FEDERAL RESERVE ACT OF 1913 


The original Federal Reserve Act was approved December 23, 1913. It is 
set out at pages 251-275 of Volume 38, United States Statutes at Large. 
The title of the Act was as follows: 

“An Act to provide for the establishment of Federal reserve banks, to 
furnish an elastic currency, to afford means of rediscounting commercial 
paper, to establish a more effective supervision of banking in the United 
States, and for other purposes.” 

The Act contained 30 sections, including an initial unnumbered section which 
defined terms, and sections numbered 2 through 30. 

Section 13 of the Act dealt with powers of Federal Reserve Banks. It was 
as follows (38 Stat. 263-264) : 

“Sec. 138. Any Federal reserve bank may receive from any of its member 
banks, and from the United States, deposits of current funds in lawful 
money, national-bank notes, Federal reserve notes, or checks and drafts 
upon solvent member banks, payable upun presentation: or, solely for 
exchange purposes, may receive from other Federal reserve banks deposits 
of current funds in lawful money, national-bank notes, or checks and 
drafts upon solvent member or other Federal reserve banks, payable upon 
presentation. 

Upon the indorsement of any of its member banks, with a waiver of 
demand, notice and protest by such bank, any Federal reserve bank may 
discount notes, drafts, and bills of exchange arising out of actual com- 
mercial transactions; that is, notes, drafts, and bills of exchange issued 
or drawn for agricultural, industrial, or commercial purposes, or the pro- 
ceeds of which have been used, or are to be used, for such purposes, the 
Federal Reserve Board to have the right to determine or define the char- 
acter of the paper thus eligible for discount, within the meaning of this 
Act. Nothing in this Act contained shall be construed to prohibit such 
notes, drafts, and bills of exchange, secured by staple agricultural products, 
or other goods, wares, or merchandise from being eligible for such dis- 
count; but such definition shall not include notes, drafts, or bills covering 
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merely investments or issued or drawn for the purpose of carrying or 
trading in stocks, bonds, or other investment securities, except bonds and 
notes of the Government of the United States. Notes, drafts, and bills 
admitted to discount under the terms of this paragraph must have a 
maturity at the time of discount of not more than ninety days: Provided, 
That notes, drafts, and bills drawn or issued for agricultural purposes or 
based on live stock and having a maturity not exceeding six months may 
be discounted in an amount to be limited to a percentage of the capital of 
the Federal reserve bank, to be ascertained and fixed by the Federal 
Reserve Board. 

Any Federal Reserve bank may discount acceptances which are based on 
the importation or exportation of goods and which have a maturity at time 
of discount of not more than three months, and indorsed by at least one 
member bank. The amount of acceptances so discounted shall at no time 
exceed one-half the paid-up capital stock and surplus of the bank for which 
the rediscounts are made. 

The aggregate of such notes and bills bearing the signature or indorsement 
of any one person, company, firm, or corporation rediscounted for any one 
bank shall at no time exceed ten per centum of the unimpaired capital and 
surplus of said bank; but this restriction shall not apply to the discount of 
bills of exchange drawn in good faith against actually existing values. 

Any member bank may accept drafts or bills of exchange drawn upon it 
and growing out of transactions involving the importation or exportation 
of goods having not more than six months sight to run; but no bank shall 
accept such bills to an amount equal at any time in the aggregate to more 
than one-half of its paid-up capital stock and surplus. 

Section fifty-two hundred and two of the Revised Statutes of the United 
States is hereby amended so as to read as follows: No national banking 
association shall at any time be indebted, or in any way liable, to an amount 
exceeding the amount of its capital stock at such time actually paid in and 
remaining undiminished by losses or otherwise, except on a account of de- 
mands of the nature following: 

First. Notes of circulation. 

Second. Moneys deposited with or collected by the association. 

Third. Bills of exchange or drafts drawn against money actually on de- 
posit to the credit of the association, or due thereto, 

Fourth. Liabilities to the stockholders of the association for dividends and 
reserve profits. 

Fifth. Liabilities incurred under the provisions of the Federal Reserve Act. 

The rediscount by any Federal Reserve bank of any bills receivable and 
of domestic and foreign bills of exchange, and of acceptances authorized by 
this Act, shall be subject to such restrictions, limitations, and regulations 
as may be imposed by the Federal Reserve Board.” 


SECTION 5202, REVISED STATUTES 1878 


The Revised Statutes of the United States referred to in Section 13 above are 
the Revised Statutes of the United States published in 1878. Section 5202 of 
those Revised Statutes was as follows: 

“Sec. 5202. No association shall at any time be indebted, or in any way 
liable, to an amount exceeding the amount of its capital stock at such time 
actually paid in and remaining undiminished by losses or otherwise, except 
on account of demands of the nature following: 

First. Notes of circulation. 

Second. Moneys deposited with or collected by the association. 

Third. Bills of exchange or drafts drawn against money actually on de- 
posit to the credit of the association, or due thereto. 

Fourth. Liabilities to the stockholders of the association for dividends 
and reserved profits.” 

Section 5202 appears in Title LXII, National Banks. Chapter One of that 
Title dealt with organization and powers. Chapter Two dealt with obtaining 
and issuing circulating notes. Chapter Three, in which Section 5202 appeared, 
dealt with regulation of the banking business. Chapter Four dealt with dis- 
solution and receivership. 
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THE NATIONAL BANK ACT, 12 STAT. 664—862 AND 13 STAT. 99--118 


Section 5202 of the Revised Statutes was originally enacted in 1863 as Sec. 42 
of “An Act to provide a National Currency, secured by a Pledge of United States 
Bonds, and to provide for the Circulation and Redemption thereof.” See Vol. 
12, United States Statutes at Large, pp. 664-682, at p. 667. This entire Act was 
repealed and largely reenacted under the same title in 1864. See Vol. 13, United 
States Statutes at Large. pp. 99-118. Section 36 of the reenactment was identi- 
eal with Section 42 of the origipal act. Though changed very slightly in form 
when placed in the Revised Statutes, Sections 42 and 36 of the original acts are 
identical in substance with Section 5202 of the Revised Statutes. 


ACT OF SEPTEMBER 7, 1916, 39 STAT, 752-756 


By an Act approved September 7, 1916, and entitled “An Act To amend cer- 
tain sections of the Act entitled ‘Federal reserve Act,’ approved December 
twenty-third, nineteen hundred and thirteen.”, Congress amended Section 13, 
subsection (e) of Section 14, the second paragraph of Section 16, Section 24, 
and Section 25 of the Federal Reserve Act, and added a new clause at the end 
of Section 11. See 39 United States Statutes at Large, pp. 752-756. 

The September 7, 1916 Act, after the title, was as follows from the beginning 
through the part which amended Section 13 of the Federal Reserve Act. The 
following is set out just as it appears in the Statutes at Large, without any 
added quotation marks to indicate that it is quoted here: 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Act entitled “Federal 
Reserve Act”, approved December twenty-third, nineteen hundred and thir- 
teen, be, and is hereby, amended as follows: 

At the end of section eleven insert a new clause as follows: 

“(m) Upon the affirmative vote of not less than five of its members the 
Federal Reserve Board shall have power, from time to time, by general rul- 
ing, covering all districts alike, to permit member banks to carry in the 
Federal reserve banks of their respective districts any portion of their re- 
serves now required by section nineteen of this Act to be held in their 
own vaults.” 

That section thirteen be, and is hereby, amended to read as follows: 

“Any Federal reserve bank may receive from any of its member banks, 
and from the United States, deposits of current funds in lawful money, na- 
tional bank notes, Federal reserve notes, or checks, and drafts, payable upon 
presentation, and also, for collection, maturing bills; or solely for purposes 
of exchanging or of collection, may receive from other Federal reserve 
banks deposits of current funds in lawful money, national-bank notes, or 
checks upon other Federal reserve banks, and checks and drafts, payable 
upon presentation within its district, and maturing bills payable within 
its district. 

“Upon the indorsement of any of its member banks, which shall be deemed 
a waiver of demand, notice and protest by such bank as to its own indorse- 
ment exclusively, any Federal reserve bank may discount notes, drafts, 
and bills of exchange arising out of actual commercial transactions; that is, 
notes, drafts, and bills of exchange issued or drawn for agricultural, indus- 
trial, or commercial purposes, or the proceeds of which have been used, or 
are to be used, for such purposes, the Federal Reserve Board to have the 
right to determine or define the character of the paper thus eligible for dis- 
count, within the meaning of this Act. Nothing in this Act contained shall 
be construed to prohibit such notes, drafts, and bills of exchange, secured 
by staple agricultural products, or other goods, wares, or merchandise from 
being eligible for such discount; but such definition shall not include notes, 
drafts, or bills covering merely investments or issued or drawn for the pur- 
pose of carrying or trading in stocks, bonds, or other investment securities, 
except bonds and notes of the Government of the United States. Notes, 
drafts and bills admitted to discount under the terms of this paragraph 
must have a maturity at the time of discount of not more than ninety days, 
exclusive of days of grace: Provided, That notes, drafts, and bills drawn 
or issued for agricultural purposes or based on live stock and having a 
maturity not exceeding six months, exclusive of days of grace, may be dis- 
counted in an amount to be limited to a percentage of the assets of the 
Federal reserve bank, to be ascertained and fixed by the Federal Reserve 
Board. 





FINANCIAL INSTITUTIONS ACT OF 1957 1013 


“The aggregate of such notes, drafts, and bills bearing the signature or 
indorsement of any one borrower, whether a person, company, itirm, or 
corporation, rediscounted for any one bank shall at no time exceed ten per 
centum of the unimpaired capital and surplus of said bank; but this re- 
striction shall not apply to the discount of bills of exchange drawn in good 
faith against actually existing values. 

“Any Federal reserve bank may discount acceptances of the kinds herein- 
after described, which have a maturity at the time of discount of not more 
than three months’ sight, exclusive of days of grace, and which are in- 
dorsed by at least one member bank. 

“Any member bank may accept drafts or bills of exchange drown upon 
it having not more than six months’ sight to run, exclusive of days of 
zrace, Which grow out of transactions involving the importation or ex- 
portation of goods; or which grow out of transactions involving the domes- 
tic shipment of goods provided shipping documents conveying or securing 
title are attached at the time of acceptance; or which are secured at the 
time of acceptance by a warehouse receipt or other such document con- 
veying or securing title covering readily marketable staples. No member 
bank shall accept, whether in a foreign or domestic transaction, for any 
ohe person, company, firm or corporation to an amount equal at any time 
in the aggregate to more than ten per cent of its paid-up and unimpaired 
capital stock and surplus unless the bank is secured either by attached doc- 
uments or by some other actual security growing out of the same trans- 
action as the acceptance and no bank shall accept such bills to an amount 
equal at any time in the aggregate to more than one-half of its paid-up and 
unimpaired capital stock and surplus. 

“Any Federal reserve bank may make advances to its member banks on 
their promissory notes for a period not exceding fifteen days at rates to be 
established by such Federal reserve banks, subject to the review and de- 
termination of the Federal Reserve Board, provided such promissory notes 
are secured by such notes, drafts, bills of exchange, or bankers’ ac- 
ceptances as are eligible for rediscount or for purchase by Federal reserve 
banks under the provisions of this Act, or by the deposit or pledge of bonds 
or notes of the United States.” 

Section fifty-two hundred and two of the Revised Statutes of the United 
States is hereby amended so as to read as follows: “No national banking 
association shall at any time be indebted, or in any way liable, to an amount 
exceeding the amount of its capital stock at such time actually paid in 
and remaining undiminished by losses or otherwise, except on account of 
demands of the nature following: 

“First. Notes of circulation. 

“Second. Moneys deposited with or collected by the association. 

“Third. Bills of exchange or drafts drawn against money actually on 
deposit to the credit of the association, or due thereto. 

“Fourth. Liabilities to the stockholders of the association for dividends 
and reserve profits. 

“Fifth. Liabilities incurred under the provisions of the Federal Reserve 
Act. 

“The discount and rediscount and the purchase and sale by any Federal 
reserve bank of any bills receivable and of domestic and foreign bills of 
exchange, and of acceptances authorized by this Act, shall be subject to 
such restrictions, limitations, and regulations as may be imposed by the 
Federal Reserve Board. 

“That in addition to the powers now vested by law in national banking 
associations organized under the laws of the United States any such asso- 
ciation located and doing business in any place the population of which 
does not exceed five thousand inhabitants, as shown by the last preceding 
decennial census, may, under such rules and regulations as may be pre- 
scribed by the Comptroller of the Currency, act as the agent for any fire, life, 
or other insurance company authorized by the authorities of the State 
in which said bank is located to do business in said State, by soliciting 
and selling insurance and collecting premiums on policies issued by such 
company; and may receive for services so rendered such fees or commis- 
sions as may be agreed upon between the said association and the insurance 
company for which it may act as agent; and may also act as the broker 
or agent for others in making or procuring loans on real estate located 
within one hundred miles of the place in which said bank may be located, 


. 
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receiving for such services a reasonable fee or commission: Provided, how- 
ever, That no such bank shall in any case guarantee either the principal or 
interest of any such loans or assume or guarantee the payment of any 
premium on insurance policies issued through its agency by its principal: 
And provided further, That the bank shall not guarantee the truth of any 
statement made by an assured in filing his application for insurance.’ 

“Any member bank may accept drafts or bills of exchange drawn upon 
it having not more than three months’ sight to run, exclusive of days of 
grace, drawn under regulations to be prescribed by the Federal Reserve 
Board by banks or bankers in foreign countries or dependencies or insular 
possessions of the United States for the purpose of furnishing dollar ex- 
change as required by the usages of trade in the respective countries, de- 
pendencies, or insular possessions. Such drafts or bills may be acquired by 
Federal reserve banks in such amounts and subject to such regulations, re- 
strictions, and limitations as may be prescribed by the Federal Reserve 
Board: Provided, however, That no member bank shall accept such drafts 
or bills of exchange referred to this paragraph for any one bank to an 
amount exceeding in the aggregate ten per centum of the paid-up and unim- 
paired capital and surplus of the accepting bank unless the draft or bill of 
exchange is accompanied by documents conveying or securing title or by 
some other adequate security: Provided further, That no member bank 
shall accept such drafts or bills in an amount exceeding at any time the 
aggregate of one-half of its paid-up and unimpaired capital and surplus.” 

That subsection (e) of section fourteen, be, and is hereby, amended to 
read as follows: * * *, 


CONGRESSIONAL RECORD RELATING TO ACT OF SEPTEMBER 7, 1916 


The Congressional Record covering the enactment of the September 7, 1916 
Act (vol. 53) does not disclose why the quotation marks are placed as they are. 
It does show (pp. 13069-13070) that the conference committee approving the act 
had the quotation marks just as they are in the Statutes at Large. 

With respect to the 1916 Act, the Congressional Record shows (vol. 53, p. 
4421) that on March 18, 1916, Mr. Glass introduced bills as follows: 

H. R. 13387—to amend the Federal reserve act. 

H. R. 13388—to amend section 6 of an act to define and fix the standard of 
value, to maintain the parity of all forms of money issued or coined by the 
United States, to refund the public debt, and for other purposes, approved 
March 14, 1900, as amended by the acts of March 4, 1907, and March 2, 1911. 

H. R. 13389—to amend the Federal reserve act. 

H. R. 133890—to amend the Federal reserve act. 

H. R. 13391—to amend the Federal reserve act, by adding a new section. 

The index of the Congressional Record shows no further action on any of the 
above except H. R. 13391. 

It appears from volume 53, page 10998 of the Congressional Record that H. R. 
13391, which started out as a bill to add Section 25a to the Federal Reserve Act, 
was rewritten by the Senate Commitice on Banking and Currency py striking out 
all after the enacting clause and inserting amendments of Sections 13, 16, 24 and 
25 of the Federal Reserve Act, as well as adding Section 25a. However, the bill 
as reported at this time did not contain the clause about insurance. Also, the 
quotation marks were as follows: 

That section 13 of the act approved December 23, 1913, known as the 


Federal Reserve Act, be amended to read as follows: 
‘x * * 


“se *& * 

“ee * 

“Section 5202 ete. 
“First. * * * 
“Second. * * * 
“Third. * * * 
“Fourth. * * * 
“Nifth..* * ¢ 








1 This paragraph is the one in dispute, that is, whether as Section 92 of title 12, United 
States Code Annotated it is or is not law in 1956-1958. 
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“The discount and rediscount and the purchase and sale by any Federal 
reserve bank of any bills receivable and of domestic and foreign bills of 
exchange, and of accepances authorized by this act shall be subject to such 
restrictions, limitations, and regulations as may be imposed by the Federal 
Reserve Board.” 

At p. 11001 of volume 58, Congressional Record (Senate, July 14, 1916), 
there is set out a letter from the U. 8S. Comptroller of the Currency to Senator 
Owen, saying: 

“T inclose with this a draft of a proposed amendment to the National 
Banking Act designed to empower national banks located in towns of not 
over 3,000 population, under such regulations and restrictions as may from 
time to time be approved and promulgated by the Comptroller of the Cur- 
rency, to act as agents for the placing of insurance policies and also to act 
as agent in making or procuring loans on real estate.” 

The proposed draft was not set out. On the same day (p. 11002) Senator Owen 
stated that he would later offer the above amendment suggested by the Comp- 
troller. 

On July 17, 1916 (vol. 53, Congressional Record, p. 11153) Senator Owen stated 
that “On page 8 of the proposed amendment [apparently referring to the amended 
bill reported out of committee] after line 2, I move to insert an amendment 
* * * siving certain limited rights of agency to national banks, as follows: 

[Setting out the insurance clause as it appears in 89 Stat. 753-754]. 

It is impossible to determine from the Congressional Record where line 2 was on 
page 8. The proposed amendment was agreed to without discussion (p. 11153). 

The bill was read a third time and passed by the Senate on July 31, 1916 (vol. 
53, Congressional Record, p. 11856). 

On August 26, 1916 the joint conference report was read in the Senate. In 
it the insurance clause had been inserted between the clause relating to “The 
discount and rediscount ete” and the clause relating to “Any member bank may 
accept drafts, etc.” And the quotation marks starting before “No national bank- 
ing etc.” and ending at the end of the amendment to Sec. 13, had been inserted. 
In other words, this part of the bill was as it finally appeared in the Statutes at 
Large (vol. 53, Congressional Record, p. 13259). The report was agreed to with 
no substantial discussion (p. 13261). 

The same procedure took place in the House (vol. 53, Congressional Record, 
pp. 13354-13356). 


WAR FINANCE CORPORATION ACT, 40 STAT. 506-516 


On April 5, 1918, there was approved an Act of Congress entitled “An Act to 
provide further for the national security and defense, and, for the purpose of 
assisting in the prosecution of the war, to provide credits for industries and 
enterprises in the United States necessary or contributory to the prosecution of 
the war, and to supervise the issuance of securities, and for other purposes.” 

This 1918 Act was the “War Finance Corporation Act”. It is found in 40 
United States Statutes at Large, pages 506-516. It created a War Finance Cor- 
poration for a period of 10 years, but not longer than 6 months after the termi- 
nation of the war. The corporation created was authorized to make advances 
for purposes necessary or contributory to the war effort, both to banks and trust 
companies and directly to certain individuals or corporations. 

The 1918 Act was divided into Titles I, II, and III. Title I was headed “War 
Finance Corporation”. It contained an initial unnumbered section and sections 
numbered 2 through 20. Section 20 was as follows: 

Sec. 20. Section fifty-two hundred and two of the Revised Statutes of 
the United States is hereby amended so as to read as follows: 

“Src. 5202. No national banking association shall at any time be in- 
debted, or in any way liable, to an amount exceeding the amount of its 
capital stock at such time actually paid in and remaining undiminished 
by losses or otherwise, except on account of demands of the nature 
following: 

“First. Notes of circulation. 

“Second. Moneys deposited with or collected by the association. 

“Third. Bills of exchange or drafts drawn against money actually on 
deposit to the credit of the association, or due thereto. 

“Fourth. Liabilities to the stockholders of the association or dividends 
and reserve profits, 
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“Fifth. Liabilities incurred under the provisions of the Federal Reserve 
Act. 
“Sixth. Liabilities incurred under the provisions of the War Finance 
Corporation Act.” 
Title II was headed “Capital Issues Committee” and was made up of Sections 
200 through 206. Title III was headed “Miscellaneous” and was made up of 
Sections 300 through 306. 


CONGRESSIONAL RECORD RELATING TO WAR FINANCE CORPORATION ACT 


The War Finance Corporation Act apparently was first introduced in the 
Senate by Mr. Simmons as 8. 3713 on February 4, 1918, when it was referred 
to the Committee on Finance (vol. 56, Congressional Record, p. 1606). It does 
not appear whether Section 20 of Title I of the Act was in the original bill or 
not. In any event, none of the debates in the Senate, and there were many, 
made any reference to the subject matter of Section 20. 

The bill was debated in the Senate on Feb. 28, Mar. 1, 2, 5, 6 and 7, 1918 (See 
vol. 56 Congressional Record, pp. 2777-2805, 2847-2861, 2913-2927, 3039-3053, 
3081-3109, 3130-3151). The bill passed the Senate on March 7, 1918 (vol. 56 
Congressional Record, p. 3151). 

A similar bill had been under consideration by the House Ways and Means 
Committee for about 3 weeks prior to March 9, 1918. On the latter date it was 
introduced in the House as an original bill (H. R. 10608) but including all the 
amendments of the Committee (vol. 56, Congressional Record, p. 3297 and p. 
3293). The report of the Committee (vol. 56, Congressional Record, pp. 3293- 
3296) summarized the bill. It did not have in it the Section 20 it contained 
when later approved. 

A statement of Mr. Kitchen at volume 56, Congressional Record, page 3605 
(Mar. 16, 1918), shows that he originally introduced a War Finance Corporation 
bill on February 4, 1918, as H. R. 9499. It was an administration measure pre- 
pared by the Treasury Department. Undoubtedly it was the same bill introduced 
in the Senate as S. 3714, also on February 4,1918. (See supra.) 

H. R. 10608 was debated in the House on March 16, 1918 (vol. 56, Congressional 
Record, pp. 3605-3632). No reference was made to the subject matter of Sec. 
20 as enacted. 

It was again debated on March 18, 1918 (vol. 56, Congressional Record, pp. 
3659-3687). Again no reference to Sec. 20. It was again debated on March 
19, 1918 (vol. 56, Congressional Record, pp. 3716-3753) at which time the House 
began going through the bill section by section. Again no reference to Sec. 20. 

The debate was resumed on March 20, 1918 (vol. 56, Congressional Record, pp. 
3778-3812). Here is where Section 20 appeared. At page 3804 is the following 
with no added quotation marks) : 

Mr. PHELAN. Mr. Chairman, I offer an amendment. 

The CHAIRMAN. The gentleman from Massachusetts offers an amendment, 
which the Clerk will report. 

The Clerk read as follows: 

Mr. Phelan offers an amendment as follows: Amend, on page 16, after 
line 19, by adding a new section : 

“Sec. 20. Section 5202 of the Revised Statutes of the United States is 
hereby amended so as to read as follows: ‘No national banking association 
shall at any time be indebted, or in any way liable, to an amount exceeding 
the amount of its capital stock at such time actually paid in and remaining 
undiminished by losses or otherwise, except on account of demands of the 
nature following: 

“*First. Notes of circulation. 

“ ‘Second. Moneys deposited with or collected by the association. 

“Third. Bills of exchange or drafts drawn against money actually on 
deposit to the credit of the association or due thereto. 

“*Fourth. Liabilities to the stockholders of the association for dividends 
and reserve profits. 

“<‘Fifth. Liabilities incurred under the provisions of the Federal reserve 
act. 

““‘Sixth. Liabilities incurred under the provisions of the War Finance 
Corporation act.’ ” 

Mr. LonewortH. Mr. Chairman, I reserve a point of order on that. 

Mr. KircHEN. I have examined that pretty thoroughly, and I think it 
ought to go in, I will say to the gentleman from Ohio. 
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Mr. Lonaworth. It is certainly not germane to this section. 

Mr. KircHeEN. If we do not put in this provision, and make the change in 
the law which this amendment makes, it will tie the hands of the national 
banks from helping out these corporations. 

Mr. LoneworrH. I only reserved the point of order in order to hear the 
explanation. * 

Mr. KirTHEN. I will state that I think there were some of the committees 
that had this amendment under consideration and thought that this section 
of the Revised Statutes should not apply to this limitation. 

The CHAIRMAN. The question is on the amendment offered by the gentle- 
man from Massachusetts [Mr. Phelan]. 

The question was taken, and the amendment was agreed to. 

The bill was passed by the House on March 21, 1918, without further comment 
on the above section (vol. 56, Congressional Record, p. 3843). 

There was then a joint conference. Report was made to the Senate, the report 
was debated and the bill agreed to on April 1, 1918 (vol. 56, Congressional Record 
pp. 4873-4879). Sec. 20 was included as set out above, but was not discussed. 

The same action took place in the House on April 2, 1918 (vol. 56, Congressional 
Record, pp. 4452-4463). The House members of the joint conference gave a 
written report to explain the action agreed on in conference. With respect to 
Section 20 of this report stated (vol. 56, Congressional Record, p. 4457) : 

“SECTION 20. INDEBTEDNESS OF A NATIONAL BANKING ASSOCIATION. 

This section provides that section 5202 of the Revised Statutes of the 
United States relating to the indebtedness of a national banking association 
shall not apply in the case of any liability incurred by such association under 
the provisions of the War Finance Corporation act. This provision does not 
appear in the Senate bill. The conferees adopt the House section.” 


II. REFERENCES TO SECTION 92 oF TITLE 12 IN THE UNITED States CopE 


The first codification after the Revised Statutes of 1878 was the U. 8S. Code 
of laws in force on December 6, 1926. 

In the 1926 Code, R. 8S. 5202 is set out as Sec. 82 of Chapter 2, National Banks, 
of Title 12, Banks and Banking as follows: 

“82. Limit on indebtedness incurred by bank.—No national banking associa- 
tion shall at any time be indebted, or in any way liable, to an amount exceed- 
ing the amount of its capital stock at such time actually paid in and re- 
maining undiminished by losses or otherwise, except on account of demands 
of the nature following: 

First. Notes of circulation. 

Second. Moneys deposited with or collected by the association. 

Third. Bills of exchange or drafts drawn against money actually on 
deposit to the credit of the association, or due thereto. 

Fourth. Liabilities to the stockholders of the association for dividends 
and reserve profits. 

Fifth. Liabilities incurred under the provisions of chapter 3 [Federal 
Reserve System}. 

Sixth. Liabilities incurred under the provisions of chapter 10 of Title 
15, Commerce and Trade. [Chapter 10 is War Finance Corporation ]. 

Seventh. Liabilities created by the indorsement of accepted bills of 
exchange payable abroad actually owned by the indorsing bank and 
discounted at home or abroad. 

Eighth. Liabilities incurred under the provisions of section 1031—1034 
of this title [Federal Intermediate Credit Banks] (R. S. Sec. 5202; Dec. 
23, 1913, c. 6, sec. 13, 38 Stat. 264; Sept. 7, 1916, c. 461, 39 Stat. 753; 
Apr. 5, 1918, c. 45, sec. 20, 40 Stat. 512; Oct. 22, 1919, c. 79, sec. 2, 41 
Stat. 297; Mar. 4, 1923, c. 252, Title V, sec. 504, 42 Stat. 1481).” 

In the 1926 Code, the insurance provision is set out as Sec. 92 of Chap. 2, 
National Banks, of Title 12, Banks and Banking. 

The paragraph relating to regulations of the Federal Reserve Board on pur- 
chase etc. by Federal Reserve Banks of bills receivable ete. is set out as Sec. 361 
of Chapter 3, Federal Reserve System, of Title 12, Bank and Banking. 

The third paragraph, relating to member banks 3 months sight drafts and 
bills drawn by banks in foreign countries, is set out as Section 373 of Chapter 3, 
Federal Reserve System, of Title 12, Banks and Banking. 

The 1926 Code contains a “Table of Statutes Repealed Prior to December 7, 
1925”. It does not include any repeal of the 1916 Act, 39 Stat. 752-756. 
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In the preface to the 1935 Code it is stated that 55 sections of the Revised 
Statutes were included in the 1926 Code even though they were of doubtful 
applicability. All of these 55 were expressly repealed by 46 Stat. 1028, Dec. 16, 
1930, and 47 Stat. 1349, Feb. 28, 1933. None of these repealed sections were in 
Title 12. 

In the 1935 Code, Sec. 92 of Title 12, is set out as in 1926 and as in the 1916 
statute. So is Sec. 361. So is Sec. 373. The “Table of Statutes Repealed Prior 
to Jan. 3, 1935” does not include any repeal of the 1916 Act, 39 Stat. 752-756. 

The 1926 and 1935 Codes are the only editions of the U. 8S. Code available 
to the writer. 

United States Code, Title 1, page 4: 

“Seo. 2. In all courts, tribunals, and public offices of the United States, 
at home or abroad, of the District of Columbia, and of each State, Terri- 
tory, or insular possession of the United States 

(a) The matter set forth in the Code, evidenced as hereinafter in this 
section provided, shall establish prima facie the laws of the United States, 
general and permanent in their nature in force on the 7th day of De- 
cember, 1925; but nothing in this Act shall be construed as repealing or 
amending any such law, or as enacting as new law any matter contained 
in the Code. In case of any inconsistency arising through omission or other- 
wise between the provisions of any section of this Code and the correspond- 
ing portion of legislation heretofore enacted effect shall be given for all 
purposes whatsoever to such enactments.” 

Stephan v. United States, 319 U. S. 423, 87 L. Ed. 1490 (U. S. Sup., 1943). 

This case holds, as is expressly stated in the above quotation from U. 8. C. A., 
that the Statutes at Large prevail when there is an inconsistency between the 
Code and the Statutes at Large. At page 1492 the Court said: 

“* ¢ * By 1 U.S. C. A. Sec. 54 (a), 2 F. C. A., Title I, Sec. 54 (a), the 
Code establishes ‘prima facie’ the laws of the United States. But the very 
meaning of ‘prima facie’ is that the Code cannot prevail over the Statutes 
at Large when the two are inconsistent. * * *” 





III. ANALYSIS OF JUDICIAL DECISIONS WHEREIN SEcTION 92 AND SECTION 373 oF 
TITLE 12, U. S. C. A. ARE INVOLVED 


Sheperd’s Citator (U. S. Statutes and Department Reports Edition and Sup- 
plements thereto through January, 1958, Volume LVII, No. 1) shows the fol- 
lowing citations: 


Tit. 12, Sec. 92 Sec. 361 Sec. 378 
102 F. (2d) 125 112 F. (2d) 401 
27 F, (2d) 225 
The United States Code Annotated shows the following citations: 


92 361 873 
184 P. (2d) 458 

102 F. (2d) 125 

194 8S. E. 734 

215 N. W. 213 

16N. W. (2d) 121 


Thorough search has disclosed only the above judicial decisions which have 
cited the 3 sections in question. An analysis of these cases follows. 


A. CASES INVOLVING THE INSURANCE CLAUSE OF SECTION 92 


Marshall Nat. Bank & Trust Co. v. Corder, 194 S. B. 784 (Sup. Ct. App., Va., 1938) 


Corder borrowed money from the Nat. Bank by notes secured by deed of trust 
on a house and lot. The Bank’s cashier said he would cover the property with 
insurance but didn’t cover it enough. The house burned and Corder sued Bank 
for failure to secure the proper insurance. 

Judgment on a verdict for Corder. Bank appealed. 

Affirmed. Bank suggested it had no power to act as insurance broker. The 
Court held that Sec. 92 gave it that power (1. c. 736) : 

“It has been suggested that a national bank has no authority to act as an 
agent or broker for an insurance company, nor to authorize any official or 
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employee to do so, because such act would be ultra vires and void. This 
question cannot arise here because national banking associations organized 
under the laws of the United States and doing business in a place the popu- 
lation of which does not exceed 5,000 inhabitants is expressly granted such 
power. See Title 12 U.S. ©. § 92,12 U. 8. C. A. § 92 (Federal Reserve Act, 
§13).” 

Note: Here again is a square holding that section 92 was the law in 1938. 
Washington Agency, Inc. v. Forbes, Com’r. of Insurance, 16 N. W. (2d) 121 (Mieh. 

Sup., 1944) 

Agency was a Michigan corporation and an insurance agency. It was too 
closely identified with Industrial National Bank of Detroit. The Michigan 
Insurance Commissioner refused to continue to license Agency as an insurance 
agency on the grounds that both a Michigan statute excluding National banks, 
and Sec. 92 of Tit. 12, were being violated. 

Agency sought mandamus. 

Denied, The Commissioner could properly find that both statutes were 
violated (1. c. 121-122) : 

“The issue on this appeal is whether plaintiff’s activities are controlled by 
the bank and whether the bank by indirection and subterfuge obtained this 
license in the name of plaintiff to evade the State statute and the Federal 
statute (12 U. S. C. A. § 92) which permits a national bank to act as insur- 
ance agent only when located in places of less than 5,000 population. 

“The policy of government respecting such matters as intimate relation- 
ships between banks and insurance agencies is for the most part set forth 
in legislation and executive actions. Congress views with none too great 
favor a national bank acting as insurance agent, forbidding it in places of 
5,000 or more population.” 

(1. ¢. 122-123) : 

“Courts will not interfere with the act of a public administrative officer 
acting fairly within the scope of his authority. The testimony taken as a 
whole furnished a basis for defendant’s finding.” 

Since the appellate court in this case affirmed the finding based on 12 U. 8S. C. A.., 
Section 92, it is likewise a square holding that Section 92 was the law in 1944. 


B. CASES INVOLVING OTHER CLAUSES OF SECTION 92 


Genessee Trustee Corporation v. Smith, 102 F. (2d) 125 (C. C. A. 6th, 1939) 


A Michigan golf club (incorporated) executed notes secured by a lien on real 
estate to a national bank in Michigan, which sold the notes and they wound up in 
the hands of Genessee. The notes were not paid, so Genessee filed suit against 
Smith, the receiver of the national bank. 

The sole defense, and sole ground of motion to dismiss, was that Title 12 
U. 8. C. A., Sec. 24 (7) prohibited a national bank from selling and indorsing 
notes in any manner except “without recourse.” The District Court sustained 
the motion. Genessee appealed. 

Affirmed. As an aid to interpreting Tit. 12, Sec. 24 (7), the Court referred to 
Tit. 12, Sec. 92 as follows (1. ¢c. 127) : 

“By the Act of September 7, 1916 (39 Stat. 753, U. 8. C. A., Title 12, § 92) 
a national bank doing business in a place with a population of five thousand 
or less, in addition to its other powers, was authorized to act as an agent or 
broker in making or securing loans on real estate within one hundred miles 
of the location of the bank. This Act provided ‘that no such bank shall 
in any case guarantee either the principal or interest of any such loans.’ 
In the case at bar the bank did not act as broker or agent but made the 
loans on its own account and in selling the notes secured by the mortgages, 
dealt with its own property. Nevertheless, we think the bank was prohibited 
by the Act from guaranteeing payment of the principal or interest of the 
loans. The language used ‘in any case’ indicates that it was the policy of 
Congress to prohibit national banks from guaranteeing notes secured by 
real estate mortgages in any case whatever.” 

Note: This case was decided by the 6th Circuit in 1939 and is a square holding 
that Section 92 was the law at that time. If Section 92 was not the law, an 
injustice may well have been done. 





1020 FINANCIAL INSTITUTIONS ACT OF 1957 


Exchange Bank of Commerce et al. vy. Meadors et al., 184 P. (2d) 458 (Sup. Ct., 
Okla., 1947) 


Bank, a national bank, bought certain real estate encumbered by a mortgage 
in favor of Meadors, and agreed to assume the mortgage. 

When Meadors sued to foreclose, Bank set up as one defense that Sec. 92, 
Tit. 12, prevented it from guaranteeing the principal and interest of a loan to 
another. The lower court entered judgment for the amounts unpaid and de- 
creed foreclosure. Bank appealed. 

Reversed, but only to correct the computation of interest. The plea of Sec. 
92 was no defense. (1. c. 464): 

“We cannot agree with defendants’ contention that the acquisition of the 
encumbered real estate constitutes a guarantee of the principal and interest 
of the loan of another contrary to the provisions of 12 U.S. C. A. § 92. Wheth- 
er, under these circumstances, the bank can reacquire encumbered: real es- 
tate and assume the encumbrance must be answered affirmatively, for 
the general power to purchase real estate necessarily includes the power 
to purchase encumbered real estate, and the power to purchase encum- 
bered real estate necessarily includes the power to assume the incumbrance. 
Woods Investment Co. v. Palmer, 8 Colo. App. 132, 45 P. 237.” 


Greene v. First Nat. Bk. of Thief River Falls, 215 N. W. 213 (Minn. Supreme Ct., 
1927) 

rreene sued Bank, alleging that Bank sold him certain real estate mortgages 
and promised to repurchase them which it failed to do. 

Judgment for Greene below. Bank appealed. 

Reversed because Tit. 12, Sec. 92 indicated a policy against national banks 
guaranteeing such notes in any case whatever [this was the sole ground of 
decision of this case]. After quoting 39 U. 8S. Stat., ¢. 461, p. 753 (which is 
Sec. 92) the Court said (1. ¢. 231): 

“In the ease at bar the defendant did not act as a broker or agent. It 
made the leans for itself and they became part of the assets. In selling 
the mortgages defendant dealt with its own property. Nevertheless we 
think that defendant was prohibited by the act from guaranteeing payment 
of the principal or interest of the loans. The words italicized [“in any 
case”’] indicate that it was the policy of Congress to prohibit national banks 
from guaranteeing notes secured by real estate mortgages in any case what- 
ever. If we are right in this conclusion, the bank had no authority to 
enter into centracts for the repurchase of such notes and mortgages, for 
the objections to such contracts are even greater than to those of one 
guaranty.” 


C., CASES INVOLVING SECTION 373 OF TITLE 12, U. 8. C. A. 


Steward vy. Atlantic Nat. Bank of Boston, 27 F. (2d) 224 (C. C. A. 9th, 1928) 

Steward executed certain promissory notes (secured by certain bales of 
cotton) to a predecessor of Atlantic. The notes were not paid. Atlantic sold 
the cotton, applied the proceeds to the notes, then sued Steward for the deficiency 
in the U. 8S. District Court in Arizona. 

Judgment for Atlantic in the District Court. Steward appealed. 

Affirmed. In reaching’its conclusion the Court held that an Arizona statute 
of limitations was applicable but the period had not expired. In choosing this 
statute the Court treated the notes as executed in Arizona. Steward’s counsel 
then contended that if this were so, the bank, being a national bank of Boston, 
was doing business outside the place named in its charter. On this point the 
Court said (1. c. 227): 

“Plaintiff in error says that a national bank can only transact business 
in the particular place named in its charter, and that, if the defendant in 
errors assignor was making loans and took notes in the state of Arizona, 
it was doing busines contrary to the federal banking laws. It is so clear 
that a national bank in one State may lend money on collateral security 
in another state that we do not stop to discuss the point, U. 8. C. A. Tit. 
12, §§ 372, 373.” 


Farley et al. v. Albers, 112 F. (2d) 401 (C. A., Dist. Col. 1940) 

An Illinois bank (Woodlawn Bank) went into liquidation. Albers was 
appointed receiver. The bank was a depository of postal savings funds and 
had turned over to the U. S. Treasurer certain assets (bonds) to secure repay- 
ment of the deposits, 
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Albers secured a judgment in the District Court to the effect that the Bank 
was entitled to recover the bonds because it had no power to pledge them. The 
U. S. officials appealed. 

Reversed. Because the U. 8. was an indispensable party and had not been 
joined. 

The Court agreed, however, that the State bank was lacking in power to 
make the pledge. This had not been altered by the Federal Reserve Act 
(1. e. 403) : 

“Nor do we think we are much helped in this aspect of the question 
by the provisions of the Federal Reserve Act authorizing membership of 
State banks. For the Act is careful to preserve the distinction between 
banks created by Congress and those created by state law. A review of 
the entire Act indicates that Congress, in providing for membership of 
state banks, confined itself to applying certain limitations and not to 
granting additional powers. See 12 U. 8. C. A. § 321-338, 371-378. * * *.” 


LV. REFERENCES TO SECTION 92, TITLE 12, U. 8S. C. A., IN OTHER LEGAL PUBLICATIONS 
PRATT, FEDERAL BANKING LAW SERVICE 


Tit. 12, Sec. 361, the first of the 3 paragraphs in question, is set out in para. 
1728, p. 1332, with a cross reference to Regulations in para. 1725, p. 1292. The 
regulation at p. 1292 is Regulation A which relates to “Advances and Discounts 
by Federal Reserve Banks”. Latest revision of the regulation was effective 
February 15, 1955. 

Tit. 12, Sec. 373, the third of the 3 paragraphs in question, is set out in para. 
1872, p. 1465. Regulation C under this section is para. 1873.1 at pp. 1466-1468. 
Latest revision of this regulation was effective August 31, 1946. 

Both of the above are in the part of the Service headed Federal Reserve Act. 

Tit. 12, Sec. 92, the second of the 3 paragraphs in question, is set out in para. 
648, pp. 588-589, in the part of the Service headed The National Bank Act. Regu- 
lations under this section, including forms, are set out in para. 649.1-650.3, pp. 
589-595. 

Also set out following para. 648 are certain Opinions of the Comptroller of 
the Currency dated 9/50 and 8/48 and notes of the decisions reported in 215 
N. W. 213; 102 F. (2d) 125; and 16 N. W. (2d) 121. All these are in paragraphs 
650.4-651.2, at pp. 595-596. All apply para. 648 (Sec. 92, Tit. 12) as existing 
law. 

In the Federal Banking Law Report dated December 31, 1957, it was an- 
nounced (p. 1) that the Comptroller of the Currency had amended the regula- 
tions under Sec. 92, Tit. 12, effective January 16, 1958, with respect to how long 
certain records had to be kept. These amended regulations were enclosed with 
the Federal Banking Law Report dated January 15, 1958. 


CCH, FEDERAL BANKING LAW REPORTER 


Tit. 12, Sec. 92, is set out in para. 58,710 at pp. 36, 412-36,413 (Insurance 
Agency) and para. 66,111 at p. 42,121 (Brokerage powers), both under the general 
heading National Banks. Regulations and notes of decisions [no new ones] fol- 
low each of these paragraphs. 

Under the general heading Federal Reserve Act, Sec. 361 of Tit. 12 is set out 
as para. 28,821 at p. 13,133 and Sec. 373 of Tit. 12 is set out as para. 28,825 at 
p. 13,133. 

Federal Banking Law Report No. 603, Part 1, March 12, 1957, was issued for 
the express purpose of explaining the new Federal Banking Code as embodied 
in Senate Bill 1451 at that time. 

This Report No. 603 contained the following statements (p. 17) : 


“17 Insurance Agency and Real Estate Brokerage Powers 


The proposed broadening of the authority of national banks to exercise in- 
surance agency and real estate brokerage powers, as contained in the sub- 
committee draft, was omitted from Senate Bill 1451 by the Senate Com- 
mittee. This authority would have enabled national banks to act as in- 
surance agents or real estate brokers to the same extent that state banks 
were permitted by state law to exercise these functions. Also deleted from the 
subcommittee draft was a provision which would have permitted national 
banks to continue acting as agents or brokers in a community, the popu- 
95375—58—pt. 2——11 
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lation of which had expanded beyond 5,000. This leaves in effect the 
present restriction that such powers may not be exercised in a town having 
a population of more than 5,000 (Para. 146).” 


(p. 46) : 
“[Para.146] Acting as Insurance Agent for Broker (Sec. 45) 


This section continues the provisions of existing law governing insurance 
agent and real estate broker activities of national banks in communities of 
not more than 5,000 inhabitants. The Committee Print contained a provi- 
sion expanding present authority to enable national banks to exercise in- 
surance agency and real estate brokerage functions to the same extent 
which state banks could perform these services under state law. This 
provision was deleted by the Senate Banking and Currency Committee and 
does not appear in Senate Bill 1451. 

Present law: CCH’s Federal Banking Law Reporter Para. 28, 822-28, 824 


(12 U. S. C. 92).” 
WEST PUBLISHING CO., UNITED STATES CODE ANNOTATED, 1936 


In this edition of United States Code Annotated Sections 92, 361 and 373 of 
Title 12 are shown as existing law. The cumulative annual pocket parts of the 
volume containing Title 12 show no change in any of the three sections through 
November 14, 1944. 


WEST PUBLISHING CO., UNITED STATES CODE ANNOTATED, 1940 


This bound volume of the United States Code containing Title 12, Sections 1 
to 530 sets out Sections 92, 361 and 378 as existing law. 


THE FEDERAL RESERVE ACT AS AMENDED THROUGH DECEMBER 31, 1956 


This publication, compiled under the direction of the Board of Governors of 
the Federal Reserve System, sets out Sections 92, 361 and 373 of Title 12 as 
existing law. See pages 48—49 thereof. 


KOLLE, HANDBOOK OF FEDERAL BANKING LAWS (1956 EDITION) 


This handbook, which is published by the publishers of The Banking Law 
Journal, sets out Section 92 of Title 12 at page 79 as being existing law. 


V. CONCLUSION 


Section 92 of Title 12, U. 8. C. A., is still the law as of this date. 

1. Sections 92, 361 and 373 of Title 12 were not intended to be, and were not, 
incorporated into R. 8. Section 5202 (now Section 82 of Title 12). 

The legislative history of these three sections, and their subject matter, shows 
that Congress did not intend, in amending the Federal Reserve Act by an act 
of September 7, 1916 (39 Stat. 752-756), to throw these three sections into R. §. 
5202. 

R. S. 5202 was a part of the original National Bank Act of 1863-64 and im- 
posed a limitation on the indebtedness that a national bank could incur. It set 
out four exceptions to the general limitation. Over the years other exceptions 
have been added so that there are now ten exceptions (Sec. 82, Title 12, 
OU 8rG-A.). 

When the Federal Reserve Act was enacted in 1913 (38 Stat. 251-275), Con- 
gress added a fifth exception to R. S. 5202—‘Liabilities incurred under the 
Federal Reserve Act.” This was done in Section 18 of the original Federal 
Reserve Act. Section 13 also contained, as the final paragraph, the statute 
which is now (with very slight modifications) Section 361 of Title 12. 

To the writer’s knowledge, it has never been suggested that Section 361 was 
thrown into R. 8. 5202 by Section 13 of the original Federal Reserve Act. Cer- 
tainly there is nothing in the original Federal Reserve Act to indicate that such 
a result was intended. 

In 1916 Congress passed an Act (39 Stat. 752-756) which made extensive 
amendments to the Federal Reserve Act, including Section 13. When the bill 
to accomplish this was reported out by the Senate Committee on Banking and 
Currency (Vol. 53, Cong. Rec., p. 10998), the last part of Section 13, being the 
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reference to R. S. 5202 followed by present Section 361, Title 12, was not changed 
and quotation marks enclosed the reference to R. 8. 5202 as being just part of 
the language of Section 13, which it was. 

The 1916 Act as reported out of Committee was further amended before it 
passed. With respect to Section 13, two paragraphs were added at the end, 
following present Section 361. The two paragraphs added are now Sections 92 
and 373 of Title 12. 

In the process of these amendments, the quotation marks which had been at 
the beginning of the phrase “Section fifty-two hundred and two of the Revised 
Statutes of the United States is hereby amended so as to read as follows:” 
were in some unexplained manner (and, the writer believes, inadvertently) 
moved to the end of that phrase. 

As a result of this misplacement of quotation marks, the 1916 Act literally 
purports to place in R. S. 5202 all three of the paragraphs which followed it. 

The evident intent of Congress was not to accomplish this result. The evident 
intent was to leave R. S. 5202 alone. The language relative to R. S. 5202 was 
retained simply because every word of it was a part of original Section 13. 

If the interpretation of the 1916 Act were permitted to be controlled by the 
misplaced quotation marks, the result would be to attribute to Congress a pur- 
pose to throw into the National Bank Act two sections (present Sec. 361 and 
373) which deal with Federal reserve banks and member banks of the Federal 
Reserve System, one of which (Sec. 361) had been in the Federal Reserve Act 
from the time it was first enacted. In addition, there would be thrown into 
R. S. 5202 a section (92) which is unrelated to Sec. 5202, notwithstanding that 
Section 92 does deal with national banks. 

If this situation is considered as of 1916, it is resolved into a conflict between 
a set of quotation marks on the one hand and the evident intent of Congress 
on the other hand. It is the firm belief of the writer that in the Supreme Court 
of the United States the evident intent of Congress would prevail. See United 
States v. Shreveport Grain & Elevator Company, 287 U. S. 77, L. Ed. 175 (U. 8. 
Sup., 19382), where the Court said (1. c. L. Ed. 178) : 

“* * Punctuation marks are no part of an act. To determine the intent 
of the law, the court, in construing a statute, will disregard the punctuation, 
or will repunctuate, if that be necessary, in order to arrive at the natural 
meaning of the words employed. * *.” 

When the War Finance Corporation Act of 1918 and the executive and ju- 
dicial interpretations through 1952 are considered also, the writer is of the 
opinion that there can be no doubt that Section 92 of Title 12 is the law as 
of this date. 

2. Sections 92, 361 and 373 were not intended to be, and were not, affected by 
the War Finance Corporation Act of 1918. 

The codifier of the laws of the United States has omitted Sections 92 and 373 
(but not Sec. 361) from Title 12 on the theory that they were a part of R. S. 
5202 in the 1916 act and were omitted from that section when it was amended by 
the War Finance Corporation Act of 1918 (See 12 U. S. C. A., 1957 Cumulative 
Annual Pocket Part). 

The writer believes that this theory is erroneous because (1) the three sec- 
tions never were in R. 8S. 5202, (2) the 1918 Act was not intended by Congress 
to affect the three sections at all, but to the contrary, Congress then treated 
the three sections as not being a part of R. 8S. 5202, and (3) there is no logical 
basis for omitting Sections 92 and 378 and leaving Section 361 in. 

The War Finance Corporation Act was approved April 5, 1918 (40 Stat. 
506-516). It created a corporation which was authorized to make advances 
for purposes necessary or contributory to the war effort, both to banks and 
trust companies and directly to certain individuals and corporations. 

This 1918 act amended R. 8S. 5202 by adding a sixth exception to the limita- 
tion on the indebtedness of national banks. That is all it did. Congress treated 
R. 8. 5202 as ending after the fifth exception, and rightly so. 

The Congressional Record shows clearly that the only purpose of amending 
R. 8. 5202 was to permit national banks to help out under the War Finance 
Corporation Act. Mr. Kitchen, who had introduced the House version of the 
bill, stated why he favored inclusion of the above amendment of R. 8. 5202 (56 
Congressional Record, p. 3804): “If we do not put in this provision, and make 
the change in the law which this amendment makes, it will tie the hands of 
the national banks from helping out these corporations.” The report of the 
House joint conferees, reporting on the bill with this amendment in it, is to the 
same effect (56 Congressional Record, p. 4457). 
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To accomplish this purpose, it was necessary only to add the sixth exception 
to R. S. 5202. Under these circumstances it is unreasonable in the extreme to 
infer that Congress intended to repeal three other statutes without saying a 
word about them. On the other hand, for the reasons stated hereinabove, it is 
most reasonable to infer that Congress did not regard the three statutes in 
question as being part of R. S. 5202 and by the passage of the War Finance 
Corporation Act had no intention whatsoever to affect the three sections in 
question in any manner. Certainly the record contains nothing at all to reflect 
any intention on the part of Congress that said sections were thereby being 
repealed. 

3. Long continued and uniform executive and judicial recognition of Sec- 
tions 92, 361 and 873 as existing law, if not controlling as a matter of law, is 
of the greatest weight and significance. 

The judicial decisions are without exception to the effect that a uniform and 
long-continued interpretation of the Federal acts governing banks (and other 
Federal acts as well), by the departments charged with their administration, 
is of the utmost weight in determining the correct construction and continued 
effectiveness of the acts. For an example of these cases, see Federal Land 
Bank of Berkeley v. Warner et uz., 292 U. S. 53, 78 L. Ed. 1120 (U. S. Sup., 
1934) and also see Hoage-Sprague Corporation v. Frank C. Meyer Co., 31 F. (2d) 
583 (D. C., E. D. N. York, 1929) where the Court, in a situation similar to 
the one considered here, said (1. c. 585) : 

“For a long period of years it has been accepted as the law, by those 
charged with its execution, that section 3 of the act of 1874 was not repealed 
by the act of 1909, and the construction given to this statute by those 
charged with the duty of executing it is entitled to the most respectful con- 
sideration, and ought not to be overruled without cogent reasons. * * *.” 

From 1916 until this very day the Federal departments charged with admin- 
istering Sections 92, 361 and 373 of Title 12 have regarded those statutes as 
existing law. As specifically stated in a letter from the Comptroller of the 
Currency to Hon. Brent Spence, Chairman of the House Banking and Currency 
Committee under date of January 20, 1958, (this letter is a part of the record 
of the hearings on S. 1451 and H. R. 7026 presently pending before the House 
Banking and Currency Committee) it is and always has been the position of 
the Comptroller of the Currency and of the Board of Governors of the Federal 
Reserve System that none of the three sections has been repealed. The Comp- 
troller of the Currency has current regulations outstanding under Section 92 
_ (12 C. F. R. 2.1-2.5). See also the publication “The Federal Reserve Act as 
amended through December 31, 1956” compiled under the direction of the Board 
of Governors of the Federal Reserve System, wherein all three of these sections 
are set out as existing law. Specifically see pages 48-49 thereof. 

The writer has analyzed a number of judicial decisions under Part III hereof. 
Every one of these decisions relies upon Sections 92 and 373, which were in- 
volved therein, as being in full force and effect at the time of the decisions. 
Each of these decisions was handed down long following 1918 and as recently 
as 1947. Indeed, if these courts (and the parties) were wrong in this reliance, 
there has been a miscarriage of justice in several of those decisions. 

Add to this executive and judicial recognition, the fact that until 1952 all 
three of these sections were set out as existing law in the United States Code. 
Of course the United States Code is only prima facie the law, in that inclusion 
or exclusion there is not conclusive. See United States Code, Title 1, page 4, 
as contained in the first volume of U. S. C. A., and see Stephan v. United 
States, 319 U. S. 423, 87 L. Ed. 1490 (U. S. Sup., 1943), Ll. ec. 1491-1492. However, 
continuation of the 3 sections in the Code for over 25 years attains a near- 
conclusive character when compared with the recent action of the codifier who, 
without benefit of any judicial or legislative assistance, and in the face of long 
continued administrative and executive position, struck those sections from the 
Code on the ground that they were repealed in 1918. 

Add to this also the fact that the three sections are to this day carried as 
existing law in Pratt, Federal Banking Law Service; CCH, Federal Banking 
Law Reporter; and Kolle, Handbook of Federal Banking Laws (1956 Ed.) 
page 79 published by The Banking Law Journal. In none of these publications 
is there any indication of doubt as to the force of Sections 92, 361, and 373 as 
of this date. 

In the opinion of the writer, the subject-matter and the legislative history 
of the 3 sections are alone a sufficient basis for concluding that all 3 sections 
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are the law. If supporting circumstances are necessary, it is apparent that 
such circumstances are abundant. 

4. The 1954 Memorandum of the Board of Governors of the Federal Reserve 
System is consistent with the conclusions reached herein. 

The 1954 memorandum of the Board of Governers has been filed with the 
House Banking and Currency Committee as an attachment to the January 20, 
1958, letter of the Comptroller of the Currency above referred to. 

The reader of that memorandum and this will no doubt note some differences 
in the approach to the question under consideration. Notwithstanding such 
differences, the same result is reached—that Section 92 of Title 12, U. S. C. A., is 
existing law. 

Based upon the foregoing matters and analysis, it is my considered opinion 
that Section 92 of Title 12, U. S. C. A., was not repealed by the Act approved 
April 5, 1918 (40 Stat. 512), "and that it is law as of this date. 

Respectfully submitted. 

ROBERT NEILL, 
Counsel for the Advisory Committee for the Study of Federal Statutes 
Governing Financial Institutions and Credits. 

Mr. Reuss. Now one question, sir, on the last page of your testi- 
mony. You made some observations there about the provisions which 
is in the bill and passed by the Senate, about gifts, gratuities, or con- 
tributions by individual bank offic ers to various public officials. 

Do I gather, sir, that you think it is all right and ethical and moral 
and proper for a bank president in, let’s make it Chicago, rather than 
St. Louis, to make regular contributions of $1,000 a year to a city 
treasurer, who deposits city funds in the bank? 

Mr. Cravens. I don’t lke being singled out, just because I am a 
banker, not to be able to do what I want with my own money. 

Mr. Reuss. But the jurisdiction 

Mr. Cravens. It is we all right if I want to give my money, or 
Mrs. Cravens wants to give her money, to the campaign of the city 
treasurer of St. Louis. Now, I am talking about my own funds. 
You don’t stop doctors from ‘giving their money away. You don’t 
stop the presidents of corporations from giving their money away, 
even though they sell ~ city goods. You just pick out the banker 
and say he can't give his money away. I am more against it in 
principle than any thing else. 

Mr. Reuss. I am talking about principle, too, and I would hope 
that the congressional committee with proper jurisdiction, the Inter- 
state and Foreign Committee, the Education and Labor Committee, 
would look into the question of other men in our community with 
a possible interest in decisions made by Government officials. I am 
not talking about that. I am talking about the duty of our Banking 
and C urrency C Yommittee to enact just laws, and the question I put 
to you, sir, without reference to what happens to doctors, lawyers, 
corpor ation executives, and so on, is this: Do you think it is in the 
public interest that a bank president should be enabled to make an- 
nual contributions in large sums to city officials who control city 
official deposits and to permit campaign contributions by such in- 
dividuals, or do you think that that should be regulated ? 

Mr. Cravens. I have so stated, that I was not referring to gifts 
or gratuities, and if I made an annual contribution to the city treas- 
urer, that would be a gift or gratuity. But when it comes to a cam- 
paign, a political campaign of his, during an election year, I think I 
should have the right to give my own money aw ~ to him, or to any 

candidate, either in the primary or in the genera election. 
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_ Mr. Reuss. Well, then, you think that in the case put—I am assum- 
ing that the city treasurer is elected biennially, as is often the case— 
that it is immoral to give to him in the off years, but it is all right 
to give to him when he is running for office ? 

Mr. Cravens. No; I think it is immoral to give him bribes or gifts 
or gratuities, but I don’t think it is immoral to contribute to his 
political campaign. 

Mr. Reuss. That is a gift, is it not ? 

Mr. Cravens. I don’t think so. It is proper expense for any elected 
officer to cerate a fund to finance his campaign, just the same as you 
do, sir. I assume you have a political fund when you are running 
for reelection. 

Mr. Reuss. That is right. And I am suggesting that I would be 
willing to do without the contributions I might get from individual 
bankers, because I am a member of the Banking and Currency Com- 
mittee. 

Mr. Kitsurn. Will you yield? 

Mr. Reuss. Yes, sir. 

Mr. Kitsurn. This is news to me, in a way. I am an officer of 
a bank and have been giving to Republican election committees ever 
since I have been running for office. They are very modest sums, but 
I have been doing them. 

Mr. Reuss. I am trying to get a good excuse for you to avoid mak- 
ing any further contributions, Mr. Kilburn. 

Thank you, Mr. Chairman. 

Mr. Cravens. In a lighter vein, I suspect there are many bankers 
who would like to see this stay in the law. 

The Cuarrman. Mrs. Griffiths. 

Mrs. Grirrirus. How are offerings of common stock made by a 
bank? 

Mr. Cravens. Well, in most of the Nation’s smaller banks, they 
are not public offerings, but offered privately to individuals, because 
there is no broad market for the stock. In the larger banks, in the 
Reserve cities, those offerings are made by underwriters, although the 
stocks are not listed on the New York Stock Exchange. They are 
traded actively over the counter, and those offerings have been reason- 
ably successful. But that is limited only to your larger banking 
centers. 

Mrs. Grirrirus. And in the larger banking centers, has such an 
offering ever failed ? 

Mr. Cravens. I am not qualified to answer that. 

Mrs. Grirrirns. Has your bank ever sought to sell stock and 
failed ? 

Mr. Cravens. No. 

Mrs. Grirrirus. Common stock is voting stock, is it not, in a bank? 

Mr. Cravens. That is correct. 

Mrs. Grirrirus. Preferred stock is not voting stock ? 

Mr. Cravens. Well, the only preferred stock that has been in the 
banking system came through the banking emergency, in which the 
RFC purchased, and of course, they had voting rights. It would be 
feasible, if the bank had the authority to issue preferred shares, to 
make them voting if they so desired, if the stockholders approved. 

Mrs. GrirFirus. What advantages would preferred stock have, 
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other than its preferred position in liquidation? Why do you think 
you could raise money better with preferred stock ? 

Mr. Cravens. It would be very beneficial, first, in the ten or twelve 
thousand smaller banks, because they could place that privately, and 
the investors would get a set yield on it, a fixed yield. And that 
would have an attraction for long-term investors who didn’t deal in 
common stocks, but dealt in preferred stocks or debt. 

In large areas, it could very well have a public appeal because lots 
of investors limit their investments to preferred stocks, who buy in 
many cases no or small amounts of common stocks. We thought it 
would broaden the capital available to the banking system. How 
much it would be used, we didn’t know, but it would certainly be 
capital, and if we could broaden the Nation’s banking capital, the 
banks could do a better job in financing the Nation’s economy. 

Mrs. Grirrirus. Is there any objection to listing bank common 
stocks on the board ? 

Mr. Cravens. In New York almost all of the banks were listed at 
one time. I would put it the other way. I would see no advantage 
in listing, because of the character or type of stocks they are. They 
do better over the counter than they do as listed securities. There was 
one bank still listed in New York. I think they are off now. 

Mr. Mutter. I think only the Midland Holding Co. is listed. 

Mr. Cravens. Yes, the Manhattan was listed before it was merged 
with the Chase. I believe that was the last bank that was listed. 

Mrs. Grirrirus. Then you don’t seek this change merely to main- 
tain the control of the bank without it being jeopardized by listing 
of stock ? 

Mr. Cravens. Oh, no. 

Mrs. GrirFitys. That is all. 

The Cuarrman. Mr. Vanik. 

Mr. Vantk. Mr. Chairman, with respect to Mr. Craven’s last. reply 
to Mr. Reuss, I disagree a little bit with the witness, because I feel 
that certainly a banker should not make a contribution to a public 
official who is doing business with bankers. 

The city treasurer is certainly one person he wants to stay away 
from. If he wants to exercise his political opinion, it seems to me he 
should do it outside the field in which he is involved as a business- 
man. 

I want to take this time, Mr. Chairman, to join in the complaint 
made by Mr. Patman, my colleague. I do not always concur with 
Mr. Patman, but I feel that in this matter he ought to be thoroughly 
heard out. 

I think the integrity of the legislation, as it was drafted, and the 
arguments in support of it, are vitally assailed. If what he says 
is true, I think there is a possiblity that a contempt may have been 
caused on this committee. After all, the right of a legislator to rely 
upon the veracity and reliability of printed drafts, and the statements 
of witnesses, is one of the most inviolate rights in our form of govern- 
ment. 

As a matter of fact, it is incumbent upon this committee to deter- 
mine right now, whether or not any such contempt or fraud has been 
committed on this committee, because if this was knowingly done, 
then I think we ought to know about it. 
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Since the integrity of this legislation has been assailed, I think it is 
a matter of high privilege, and I want to now take this oportunity 
to move that the staff immediately take up consideration of this matter 
and report back to the committee as to what the real facts are, and 
also report whether there is any evidence that error, if any, was 
knowingly committed. Whether it was made by representations of 
other people that knew, or in the exercise of ordinary prudence ought 
to have known what the law is. As a Member of Congress, I feel I 
have a right to absolutely rely on what is presented to me as law. 

There are some things we must believe in, and we have to believe 
representations as to the existing law. We do not have the time or 
the facilities for full independent research. I make this motion in 
all sincerity, so that we can have the benefit of a report. 

The CuarrmMan. The motion is not in order at this time. 

We are here to interrogate the witness. I may say that the Comp- 
troller has stated he will send up a report on the subject. We know 
that the banks in towns of less than 5,000 population have been sell- 
ing insurance right along. It has been approved by the Comptroller, 
and I have been informed that some of the courts have upheld that 
right. 

Now whether that is true or not, it ought to have no effect upon 
the consideration of this bill. We will bring that up in executive 
session. 

Mr. Vantx. Mr. Chairman, I assume that the comments of the 
chairman are not taken out of my 5 minutes. 

The Cuarmman. Your time, I think, had about expired. 

Mr. Vant«. I have been watching the time very carefully, sir. If 
the chairman declares it has expired, it has. I won’t appeal now 
from the decision of the Chair, but it seems to me it is something 
that the Chair ought to seriously consider. 

The Cuarrman. We are not here for that purpose. We are here to 
interrogate the witness. 

Mr. Mutter. Will you yield, Mr. Vanik? 

Mr. Vantk. Mr. Chairman, I then have a question I would like to 

address to the witness, and I want to point out that my previous 
statement did not result from the testimony of the present witness. 

I would like to ask the witness whether there is anything in this 
act which gives to the national banks the authority or the right to 
impose upon the person who is selling a property, whether it is real 
estate or a business, or whatever else it might be, an obligation to 
make the payment of some kind of a premium in order that the trans- 
action may be consummated. 

Is there anything under the law, as you know it, which establishes 
the right of a national bank to impose a seller’s discount in a trans- 
action in which it is loaning money to the borrower? 

Mr. Cravens. I know of nothing in the act that permits a national 
bank to make a usurious charge. 

Mr. Vantx. I didn’t say “anything about a usurious charge. I 
inquired about a seller’s discount. In other words, to impose a charge 
against a person against whom or with whom it was in no privity of 
contract. 

Mr. Cravens. I would say that I know of nothing in the act that 
would permit a bank to make such a discount, because that would be 
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considered interest, and therefore would have to come within the 
allowable interest they could charge. 

Mr. Vanrk. You see, they don’t impose that on the person that is 
borrowing. It is imposed on a third party to the transaction, A 
person they may reach through escrow or some other way. 

Mr. Cravens. If I understand your question correctly, I know of 
nothing in the act that so authorizes them. 

Mr. Vanrx. Then may I ask you whether you know of anything 
in the act which prohibits the imposition of such a discount charge? 

Mr. Cravens. I assume that is done in the usury section. 

Is that correct, Mr. Neill ? 

Mr. Netw. I don’t understand what the question is. 

Mr. Cravens. It might be helpful if you gave me an illustration of 
what you have in mind. 

Mr. Vantik. For example, a buyer comes in to make a loan on a 
property or business, or something that he is purchasing, and as a 
condition of that purchase, or as a condition of the loan, he is told, 
“We will grant this loan to the borrower provided you pay us 2 or 3 
points on the loan, on the borrower’s loan.” 

Mr. Cravens. I think any bank is permitted to buy negotiable mort- 
gages at market prices, if that would fit your situation. I know of 
no prohibition of a bank not being able to buy and sell, out of their 
loan portfolio, say, veterans’ mortgages, or FHA mortgages, at mar- 
ket prices. 

On that basis, they might well buy on the market a mortgage at 
101 or 98, or whatever was the market at the time, if I understand 
your illustration correctly. I know of nothing to prohibit a bank 
from buying negotiable paper at market. 

Is that correctly stated, Mr. Neill? 

Mr. Netix. That is right. 

Mr. Vantx. I will present my question in another way later. 

Thank you. 

The Cuatrman. Mr. Anderson. 

Mr. Anperson. Mr. Chairman, first I would like to subscribe com- 
pletely to the remarks of Mr. Vanik. It certainly seems to me a very 
serious matter, and pertinent to this discussion, if the committee 
print which we have before us, and which has no connection with any 
matter of opinion or what may be going on, but is simply a compari- 
son of the present law with the proposed law, if that committee print 
cannot be relied upon. 

Mr. Cravens, on the bottom of page 14 and at the top of page 15 
of your testimony, you refer to some apparent transfer from this 
committee of a part of its jurisdiction over legislation concerning the 
banking business. What proposal is it you are talking about, to take 
away jurisdiction of this committee? 

Mr. Cravens. This bill, as it is written, would not, but if it were 
amended to transfer the jurisdiction over bank mergers, or over as- 
sumption or acquisition of assets, if that were transferred to the 
Department of Justice, then the laws relating to such mergers and 
acquisitions would be properly under the Judiciary Committees of 
the Congress, and not the Banking and Currency Committees of the 
Congress. That is what I had in mind, Mr. Anderson. 
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Mr. Anverson. Do you oe that necessarily follows? The Bureau 
of Federal Credit Unions, as I understand it, is under the adminis- 
tration of the Department of Health, Education, and Welfare, and 
yet we are considering all the legislation pertaining to credit unions. 

t is not going to the Committee on Health, Education, and Welfare. 

Mr. Cravens. Well, I could be misinformed, but it was my impres- 
sion, at least, that if the banks were subjected to the Department of 
Justice, that that legislation pertaining to that would be under the 

jurisdiction of the Judici iary Committees of Congress, and such 
legislation that has been before the House has been before the House 
Judiciary Committee. 

Mr. Anperson. Thank you. In connection with mandatory cumu- 
lative voting, why do you say “mandatory cumulative voting”? Is 
there any provision in the present law which requires that a stock- 
holder vote his stock cumulatively ? 

Mr. Cravens. Under the present law it is mandatory that banks 
operate solely under cumlative voting. 

Mr. Anperson. Do you mean to say that where there is such voting, 
a stockholder must vote his stock cumulatively ? 

Mr. Cravens. All national banks, all directors of national banks, 
are elected on a cumulative basis, as required by law. 

Mr. Anperson. May I direct your attention to the present wording 
of the law [reading]: 

In all elections of directors, each shareholder shall have the right to vote the 
number of shares owned by him for as many persons as there are directors to 
be elected 

Mr. Cravens. That is right. 

Mr. AnpERSON (reading) : 


or to cumulate such shares and give one candidate as many votes— 


andsoon. Isthatmandatory? Itsays “or”. 

Mr. Cravens. There is no other alternative. 

Mr. Anpverson. There certainly is. 

Mr. Cravens. You can’t in a national bank, elect a board except by 
allocating X number of votes for the number of directors to be 
elected. In our own case, in the State of Missouri, our State law is a 
similar law, and all of the proxies we would get are allocated cumu- 
latively to each of the directors we are electing that year. 

Mr. Anperson. But certainly, so far as the shareholder is concerned, 
there is no requirement 

Mr. Cravens. He can spread his vote over whoever he wants to, but 
the election is based on a cumulative result. 

Mr. Anperson. It certainly is a misnomer to say “mandatory cumu- 
late voting,” because it is not mandatory upon the stockholders that 
they vote cumulatively as is evident from the law. It is simply 
permissive. It gives them the authority, if they wish, to vote cumu- 
latively. But there is nothing mandatory. 

Mr. Moutrer. Will youy ield? 

Mr. Anperson. I will be glad to. 

Mr. Mouurer. The only mandatory provision in the statute is that 
every national bank must provide its stockholders with the privilege 
of voting cumulatively, but the stockholders do not have to vote 
cumulatively. You are quite right. It is permissive. It is there for 
his use if the stockholder wants it. 
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Mr. Anperson. That is the point I wanted to bring out. The 
words “mandatory cumulative voting” is a misnomer, in the discussion 
of this legislation. 

Thank you, Mr. Chairman. 

The Cuamman. Mr. Barrett. 

Mr. Barrett. No questions. 

The Cuarrman. Mr. Multer. 

Mr. Motrer. Mr. Chairman, it is now 6 minutes of 12. We havea 
debt-limit bill on the floor today. 

When can we resume with Mr. Cravens? 

The CHairman. We haven’t set any time for resuming. 

Mr. Parman. I have a number of questions to ask him, Mr. Chair- 
man, which are very pertinent, and it is very ern to get his 
answers. I assure you they are germane and material. 

Mr. Mouter. I have quite a number of questions to ask, Mr. Chair- 
man. 

Mr. Parman. May we have tomorrow morning ? 

The Cuatrman. No. 

Mr. Motrer. Can we continue this afternoon after we get through 
on the floor with the debt-limit bill ? 

The Cuatrman. We will try to meet this afternoon, if we can get 
permission of the House. 

Mr. Parman. After the debt-limit bill is taken care of ? 

The Cuatrman. No; the House is in general debate. 

Mr. Motter. If we meet after the debt-limit bill we don’t have to 
get permission. I intend to participate in the debate on the floor on 
that bill, however. 

Mr. Parman. I doalso, Mr. Chairman. I want to make a speech on 
it. It will probably take 3 hours. 

Mr. Vanix. Mr. Chairman. 

The Cuarrman. Mr. Vanik. 

Mr. Vanix. On behalf of my colleague, Mr. Sisk, of California, I 
ask that his testimony be included in the testimony on this bill, at 
an appropriate time. 

Mr. Muurer. You mean in the committee hearings? 

Mr. VANIK. Yes; in the committee hearings. 

(The statement referred to above is as follows :) 


STATEMENT OF CONGRESSMAN B. F. Sisk, 12TH DistRICT oF CALIFORNIA 


Mr. Chairman, I appreciate the opportunity of advising your committee of 
my strong opposition to the proposal contained in section 45, of tile 1, of S. 1451, 
which is now before you. This section would authorize national banks in smaller 
communities to engage in the insurance brokerage business. 

I am opposed to this proposal, both in principle and because I believe that in 
practice, it would have tragic consequences to many small-business men. In the 
first place, I think banks should engage in the banking business and not in a 
myriad of unrelated activities. We have had before the Congress extensive leg- 
islation to take the banks out of other business fields, and this proposal would put 
them squarely back into one such field. 

I am sure the members of the committee will understand the strong and 
commanding position bankers now hold in determining the destiny and even the 
right to survive of millions of small-business men in this country. Loans are 
hard to get and capital is vital to business survival. I am very much afraid that 
some banks are not above using this commanding financial pressure to compel 
diversion of insurance business and I strongly feel the granting of authority for 
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such pressure would operate in restraint of trade so far as insurance is con- 
cerned. It would tend to create a monopoly in the insurance field in smaller 
communities. 

Lastly, I want to emphasize that I think we are in times in which we need to 
encourage small business, including insurance brokers, and not face them with 
unfair competition by banks conducting insurance brokerage as a sideline, but 
possessing the financial power to overcome the free choice of their clients. 

Let’s keep bankers in the banking business and experienced insurance firms 
doing the business which is traditional and necessary in our free economy. 

The Cuarrman. Do you want recognition, Mr. Patman? 

Mr. Parman. We want to ask some questions, but we only have 5 
minutes before we have to go back to the floor of the House. 

Mr. Brown. Mr. Chairman, I would like to ask the witness whether 
this is the first time that the Congress has ever codified the banking 
statutes, since 1870? 

Mr. Cravens. Well there was a pretty extensive revision in 1933 and 
1935. 

Mr. Brown. Well, these bills undertake to codify the statutes ? 

Mr. Cravens. That is right. 

Mr. Brown. A lot of banking statutes were passed under titles of 
other bills. I understand there are a lot of bankers who don’t under- 
stand the banking laws until they get into court. We had an example 
of it today, in connection with banks selling life insurance. 

The Cuarrman. We will see if we can get permission to sit this 
afternoon. 

Mr. Parman. Mr. Chairman, the national debt bill is very im- 
portant. 

The Cuatrrman. This is important, too. 

Mr. Mu rer. Let’s try to find out, Mr. Chairman, how much time 
that bill is going to take, and then we can govern ourselves accordingly. 
My information was that the bill would only take an hour on the floor. 

Mr. Parman. We should not meet while this bill is under discussion. 

The Cuarmman. The question is very easy to determine. Whether 
you want to interrogate the witness or not. 

Mr. Parman. I want to interrogate Mr. Cravens, but I want to 
participate in that debate today, and I do not want to leave it until 
there is a final vote. Mr. Multer wants to do the same thing. 

The Cuarrman. We will adjourn to meet at 2 o’clock, if we can get 
permission from the House. 

(Whereupon, at 12 noon, the committee adjourned.) 

(The following statement was submitted to the committee for 
inclusion in the record of the hearings :) 


STATEMENT OF CARL W. FUNK, REPRESENTING THE AMERICAN BAR ASSOCIATION 


SUMMARY 


The provisions of the proposed Financial Institutions Act of 1957, S. 1451 
and H. R. 7026, on the antitrust phases of bank mergers are more desirable 
than those of H. R. 264 and 2143. 

My name is Carl W. Funk. I reside in Philadelphia, Pa. I come here on 
behalf of the American Bar Association. I am a member of the council of its 
section of corporation, banking and business law, and I am chairman of its 
committee on banking. 

At its 1957 midwinter meeting, the American Bay Association, by unanimous 
action of its house of delegates, adopted the following resolution on February 
19, 1957: 
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“Resolved, That the American Bar Association recommends to the Congress 
that, instead of legislation amending section 7 of the Clayton Act by extending 
the asset provisions to banks, banking associations, and trust companies, 
legislation be enacted amending the Federal Deposit Insurance Act by pro- 
hibiting the merger or consolidation of any insured bank with any other insured 
bank, or the acquisition of the assets of Or assumption of the deposit liabilities 
of any other insured bank without the prior written consent of the Comptroller 
of the Currency, the Board of Governors of the Federal Reserve System, or 
the Federal Deposit Insurance Corporation, depending upon the status of the 
resulting, acquiring or assuming bank as a national bank, a State member 
bank, or a nonmember insured bank; and providing that the appropriate agency 
shall take into consideration whether the effect of the merger, consolidation, 
acquisition, or assumption may be to lessen competition unduly or to tend 
unduly to create a monopoly. 

“Resolved, That the officers and councils of the sections of antitrust law and 
of corporation, banking, and business law, be directed to urge legislation em- 
bodying the foregoing principles upon the proper committees of Congress.” 

The resolution was offered by the section of corporation, banking, and business 
law and had the support of the section of antitrust law. 

The resolution reflected a change in the position of the American Bar Asso- 
ciation during the prior year. At its midwinter meeting in 1956 the association 
had adopted a resolution recommending that legislation be enacted the effect of 
which would be to amend section 7 of the Clayton Act by extending the asset 
provision to banks. It proposed that this result be accomplished by a statute 
such as H. R, 5948 of the 84th Congress. This view had been voiced on behalf 
of the association on May 25, 1956, by Mr. Bergson (hearings before the Sub- 
committee on Antitrust and Monopoly, of the Committee on the Judiciary, U. 
S. Senate, 84th Cong., 2d sess., on S. 3341, S. 3424, and H. R. 9424, p. 171). 

After the 1956 midwinter meeting had ended, 8.3911 was introduced into the 
84th Congress. The provisions of this bill have been incorporated as section 23 
of title III of S. 1451 and H. R. 7026 of the 85th Cotgress, the Financial Institu- 
tions Act of 1957. The committee on State banks and the committee on national 
banks (which later were combined as the committee on banking), then reviewed 
all of the legislation affecting bank mergers which had been proposed during 
the 84th Congress and concluded that the approach embodied in S. 3911 and car- 
ried now forward in S. 1451 and H. R. 7026 was the most desirable one from the 
point of view of banks, their depositors, and the public in general. The com- 
mittee on State banks, by a vote of 16 to 0, the committee on national banks, 
by a vote of 12 to 0, and the council of the section of cérporation, banking, and 
business law, by a vote of 9 to 0, recommended the foregoing resolution to the 
association for adoption. The resolution was then referred to the council. of the 
section of antitrust law, which determined to support it when it was presented 
to the house of delegates. It was accordingly proposed by our section on Feb- 
ruary 19, 1957, and was unanimously adopted by the house of delegates. ‘It 
theraeby became the official action of the association. 

We believe that section 23 of title III of the Financial Institutions Act is the 
proper approach to the regulation of the antitrust phases of mergers of banking 
institutions. In our opinion, such mergers can be more effectively regulated in 
the interest of depositors, shareholders, and the public in general, by legislation 
affecting banks alone, rather than by extending to banks legislation applicable 
to corporations of all kinds. In our judgment, bank mergers should be under 
the jurisdiction of the governmental bodies having general supervision over 
banking matters, that is, the Comptroller of the Currency, the Board of Gover- 
nors of the Federal Reserve System, or the Federal Deposit Insurance Corpora- 
tion, depending on the status of the parties to the merger. We think it desirable 
that bank mergers be subjected to the prior approval of the cognizant super- 
visory agency and that once this approval has been given, the merger itself 
should thereafter be immune from attack. Any legislation that would permit 
an attack on an approved and consummated bank merger and which could be 
used to force a division of the resulting institution into its original parts would 
be dangerous to bank depositors and to the public. 

We favor the application of the “unduly” standard of the Financial Institu- 
tions Act rather than the ‘“substantiality standard” of the Clayton Act where a 
bank merger is under consideration. We do not consider that every merger of 
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banks, the effect of which may be substantially to lessen competition or to tend 
to create a monopoly, should necessarily be forbidden. We concur on this in 
the views of Senator Fulbright as set forth in his letter to Senator O’Mahoney, 
dated May 16, 1956, which is set out on pages 7 and 8 of the hearings on 8. 3341, 
S. 3424, and H. R. 9424, 84th Congress, where he pointed out a number of situa- 
tions where it may be in the public interest to permit a merger to be consum- 
mated even where it has just that effect. 

Accordingly, we feel that in the banking field, the standard now proposed by 
the Financial Institutions Act is one which is most in the public interest. 
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WEDNESDAY, JANUARY 22, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, Hon. Paul 
Brown, presiding. 

Present: Messrs. Brown (presiding), Patman, Multer, Mrs. Sulli- 
van, Mrs. Griffiths, Messrs. Vanik, Healey, Coad, Anderson, Breed- 
ing, Kilburn, Widnall, Betts, Mumma, McVey, Bass, Seely-Brown, 
Henderson, and Chamberlain. 

Mr. Brown (presiding). The committee will come to order. 

The chairman is unable to be here this morning, and he has asked 
me to continue the hearings in his absence. 

We have with us this morning the American Bankers Association. 
I suggest that you gentlemen read your statements and then submit 
yourself to questioning by members of the committee. 

You may proceed, gentlemen. 


STATEMENT OF LEE P. MILLER, ON BEHALF OF THE AMERICAN 
BANKERS ASSOCIATION 


Mr. Mitier. Mr. Chairman, my name is Lee P. Miller. I am 
president of the Citizens Fidelity Bank & Trust Co., of Louisville, 
Ky. I am also vice president of the American Bankers Association 
and it is in this capacity that I have the privilege of appearing before 
you today on behalf of the association. 

My statement will be directed to those provisions of the Financial 
Institutions Act of particular interest to our association that affect 
both State and National banks. 

Mr. Brown. Will you pardon me just a moment? 

Yesterday at the hearing the question was raised whether national 
banks today are permitted to sell insurance in towns of 5,000 and 
under. The committee print shows this to be existing law. That is 
the position taken by the Comptroller of the Currency, who admin- 
isters the law. Last week Mr. Spence asked for a letter from the 
Comptroller of the Currency stating his position on this matter, and 
each of you have a copy of his reply on your desk. I ask that this 
letter from the Comptroller stating his position and the position of 
the Federal Reserve Board on this matter be inserted in the record. 

Mr. Parman. Reserving the right to object, Mr. Chairman. I have 
just seen it. It has just come to my attention. 
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(The letter referred to follows :) 


JANUARY 20, 1958. 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

My Dear Mr. Spence: It is our understanding that a question has arisen 
as to whether section 92 of title 12 of the United States Code, which would 
be reenacted by section 45 of title I of the Financial Institutions Act of 1957, 
is still in force, or whether that section has in fact been repealed. It deals with 
national banks acting as insurance agents or real estate brokers. Sections 361 
and 373 of title 12, which would be reenacted as section 39 (0) and 12 (c), 
respectively, of title II of the Financial Institutions Act of 1957 are also in- 
volved. These sections deal with the discount and rediscount of bills receiv- 
able and bills of exchange, and acceptances of drafts or bills of exchange. 

These three sections were first enacted on September 7, 1916, and the ques- 
tion of whether they have been repealed arises because of an inadvertent placing 
of quotation marks at the time of enactment which indicates that these three 
Sections were enacted as part of Revised Statutes, section 5202. Actually, these 
three sections have always been regarded as paragraphs 10, 11, and 12 of section 
13 of the Federal Reserve Act, and not as part of Revised Statutes, section 
5202. Accordingly, when Revised Statutes, section 5202 was amended in 1918 by 
reenactment with additional provisions, these three sections were not included 
within its text. This has given rise to the question as to whether these sections 
were repealed at that time. Evidence of the fact that codifiers have never 
regarded these sections as part of Revised Statutes, section 5202, but have always 
regarded them as being subsequent paragraphs of section 13 of the Federal 
Reserve Act is found in the fact that the current volume, The Federal Reserve 
Act as Amended Through December 31, 1956, published by the Board of Gov- 
ernors of the Federal Reserve System, shows Revised Statutes, section 5202 as 
the 9th paragraph of section 13 of the Federal Reserve Act, and these three 
sections as paragraphs 10, 11, and 12 of section 13; and also by the fact that 
in the United States Code these three sections have never been codified as part 
of Revised Statutes, section 5202, but were always codified separately. It was 
in 1952 that the United States Code first listed sections 92 and 373 as having 
been repealed in 1918. Section 361 is still included in the current edition of the 
United States Code as existing law. 

It is the position of the Comptroller of the Currency and of the Board of 
Governors of the Federal Reserve System that none of these three sections 
have been repealed, but that they remain in full force as existing law. The 
Comptroller of the Currency has outstanding a current regulation issued 
under the authority of the provisions of section 92 (12 C. F. R. 2.1-2.5), and has 
enforced this statute since its enactment in 1916. This statute has several times 
been referred to and interpreted in court decisions. (See Genessee Trustee Cor- 
poration v. Smith (C. A. 6th, 1939), 102 F. 2d 125; Marshall National Bank and 
Trust Co. v. Corder (Va. 1938), 194 S. BE. 7384; Greene v. First National Bank 
of Thief River Falls (Minn., 1927), 215 N. W. 213; Washington Agency v. Forbes 
(Mich., 1944), 16 N. W. 2d 121.) 

The technical aspects of the question of repeal of these sections have been 
thoroughly reviewed in a memorandum prepared by the Board of Governors of 
the Federal Reserve System and furnished to the Committee on the Judiciary 
of the House of Representatives in 1954. A copy of this memorandum is fur- 
nished herewith for your information. 

Very truly yours, 
Ray M. GIDNEY, 
Comptroller of the Currency. 
Enclosure, 


ERRONEOUS OMISSION F'RoM 1952 Epition oF UNrTEeED STATES CODE OF SECTIONS 92 
AND 373 oF TITLE 12 


The 1952 edition of the United States Code omits the provisions of section 92 
and section 373 of title 12, with a notation by the codifier in each case indicating 
that the provisions of these sections are no longer effective. For the reasons 
hereinafter stated, it is believed that the provisions in question have not been 
repealed and should be retained in the code as having current effect. 
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Section 92 of title 12 relates to the right of national banks to act as insurance 
agents or real estate loan brokers. Section 373 relates to the authority of member 
banks of the Federal Reserve System to accept drafts or bills drawn to furnish 
dollar exchange. The provisions of both sections are contained in section 13 
of the Federal Reserve Act, those of section 92 in the 11th paragraph of section 
13, and those of section 373 in the 12th paragraph of section 13. 

No question has ever been raised heretofore with respect to the continued 
effectiveness of these provisions. They have been quoted, referred to, and relied 
upon by both the Board of Governors and the Comptroller of the Currency for 
many years. The provisions with respect to the right of national banks to act 
as insurance agents have been cited by the courts in several cases, one as recently 
as 1947. 

The codifer’s note in each case states that the provisions of the section were 
added to section 5202 of the United States Revised Statutes by act of September 7, 
1916, but were omitted in he amendmen made ot section 5202 of the Revised 
Statutes by the act of April 5, 1918, and, therefore, have been omitted from the 
Code. Apparently the codifier’s conclusions were based upon the following 
circumstances. 

Section 13 of the original Federal Reserve Act of 1913 (38 Stat. 251, 264) 
amended section 5202 of the Revised Statutes, limiting the aggregate indebted- 
ness of national banks, in order to add an exemption with respect to liabilities 
incurred by national banks under the provisions of the Federal Reserve Act. In 
making this amendment, section 13 set forth the full text of section 5202 of the 
Revised Statutes with the added exemption. Attachment A indicates the form 
in which these provisions, and the immediately preceding and succeeding provi- 
sions, appeared in section 13 of the original act. 

The act of September 7, 1916 (39 Stat. 753), which has no numbered sections, 
completely revised section 13 of the Federal Reserve Act and set forth the pro- 
visions of the revised section in quotation marks. However, instead of quoting 
the entire section within a single set of quotation marks, the amending act errone- 
ously closed the quotation marks at the end of what is now the eighth paragraph 
of section 13; began a new set of quotation marks in the ninth paragraph relating 
to section 5202 of the Revised Statutes; and finally terminated the second quota- 
tion at the end of what was then the last paragraph of section 13, that relating 
to dollar exchange acceptances. The form in which these provisions appeared 
in the 1916 act is indicated in attachment B. Because of its placement of quota- 
tion marks, the act of 1916 seemed literally to indicate that what are now the 
10th, 11th, and 12th paragraphs of section 13 of the Federal Reserve Act were 
regarded as parts of section 5202 of the Revised Statutes. 

The War Finance Corporation Act of April 5, 1918 (40 Stat. 506, 512) further 
amended section 5202 of the Revised Statutes to.exempt from the limitations of 
that section liabilities incurred under that act. As indicated in attachmen C, 
this amendment set forth the entire text of section 5202 as amended, but did not 
include the 10th, 11th, and 12th paragraphs of section 13. From this fact, it 
appears that the United States Code codiffier, on the assumption that the 11th 
and 12th paragraphs were a part of section 5202, inferred that these paragraphs 
were repealed by the 1918 act and should, therefore, be omitted from the code. 

It seems clear that the codifier’s conclusion with respect to the statutory pro- 
visions in question was based merely on the inadvertent misplacement of quota- 
tion marks in the drafting of the amending act of September 7, 1916, and that the 
omission of these provisions from the code is inconsistent with the intent of 
Congress. 

The 11th and 12th paragraphs of section 13, as well as the 10th paragraph of 
that section, have no relationship to the immediately preceding provisions of the 
section amending section 5202 of the Revised Statutes. The 11th and 12th para- 
graphs and the present 8th paragraph of section 13 were added to the section by 
the act of September 7, 1916, which also amended the 10th paragraph; but that 
act made no change in the intervening provisions of section 5202 of the Revised 
Statutes and obviously reenacted those provisions only because they had been 
amended and included as a part of section 13 by the original Federal Reserve Act. 
Moreover, the 1916 act was entitled an act “To amend certain sections of the act 
entitled ‘Federal Reserve Act,’ approved December twenty-three, nineteen hun- 
dred and thirteen”; and this itself is indicative that it was not the intent of 
Congress that the 11th and 12th (or the 10th) paragraphs of section 13 should 
be regarded as an amendment or addition to section 5202 of the Revised Statutes. 


95375-——58— pt. 2——_12 
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There is nothing in the legislative history of the War Finance Corporation 
Act of 1918 to suggest that that act was intended in any way to affect the 
provisions of section 13 here in question. The conference committee reports 
on that act stated that section 5202 of the Revised Statutes, “relating to the 
indebtedness of a national banking association,’ was being amended so as to 
make its limitations inapplicable in the case of any liability incurred under 
the provisions of the War Finance Corporation Act. It seems unreasonable to 
suppose that the committee would have thus referred to the section as relating 
to the indebtedness of national banks if the committee had regarded the section 
as including matter relating also to the authority of national banks to act as 
insurance agents and the authority of member banks to make dollar exchange 
acceptances. Moreover, if it was the intent of Congress to repeal these impor- 
tant provisions of the law, it seems highly unlikely that this would have been 
done without some comment by the congressional committees concerned with 
the legislation. 

It should be noted that the codifier does not suggest the omission of the 10th 
paragraph of section 13 of the Federal Reserve Act (12 U. 8. C. 361), which 
authorizes the Board of Governors of the Federal Reserve System to regulate 
discounts by the Federal Reserve banks. Yet the codifier’s apparent reasons for 
omitting the 11th and 12th paragraphs would have been equally applicable to 
the 10th paragraph since, in the 1916 revision of section 13, that paragraph 
followed immediately after the provisions amending section 5202, Revised Stat- 
utes, and, like the 11th and 12th paragraphs, was embraced within the same set 
of quotation marks. Again, however, if Congress had taken literally the place- 
ment of quotation marks in the 1916 amendment, it seems extremely unlikely 
that in 1918 it would have acted to repeal such basic provisions as those relating 
to discount regulation without some allusion thereto by the committees of 
Congress. 


ATTACHMENT A 
SECTION 13 OF ORIGINAL FEDERAL RESERVE ACT (38 STAT. 251) 


(Paragraph numbers in brackets refer to the order of the paragraphs in 
present sec. 13.) 
(1) Sec. 138. Any Federal Reserve bank may receive * * *. 
a * * + = a7 * 


(7) Any member bank may accept drafts or bills of exchange drawn upon 
it and growing out of transactions involving the importation or exportation of 
goods having not more than six months sight to run; but no bank shall accept 
such bills to an amount equal at any time in the aggregate to more than one-half 
its paid-up capital stock and surplus. 

(9) Section fifty-two hundred and two of the Revised Statutes of the United 
States is hereby amended so as to rea’d as follows: No national banking associa- 
tion shall at any time be indebted, or in any way liable, to an amount exceeding 
the amount of its capital stock at such time actually paid in and remaining 
undiminished by losses or otherwise, except on account of demands of the nature 
following: 

First. Notes of circulation. 

Second. Moneys deposited with or collected by the association. 

Third. Bills of exchange or drafts drawn against money actually on 
deposit to the credit of the association, or due thereto. 

Fourth. Liabilities to the stockholders of the association for dividends and 
reserve profits. 

Fifth. Liabilities incurred under the provisions of the Federal Reserve 
Act. 

(10) The rediscount by any Federal reserve bank of any bills receivable 
and of domestic and foreign bills of exchange, and of acceptances authorized 
by this Act, shall be subject to such restrictions, limitations, and regulations 
as may be imposed by the Federal Reserve Board. 
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ATTACHMENT B 


PROVISIONS OF ACT OF SEPTEMBER 7, 1916 (39 STAT. 753) AMENDING SECTION 13 OF 
FEDERAL RESERVE ACT 


(Paragraph numbers in brackets refer to the order of the paragraphs in present 
sec. 13.) 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Act entitled “Federal Reserve Act,” 
approved December twenty-third, nineteen hundred and thirteen, be, and is 
hereby, amended as follows: 

At the end of section eleven insert a new clause as follows: 


* * + * * YY 


* 
[1] That section thirteen be, and is hereby, amended to read as follows: 
“Any Federal reserve bank may receive* * *. 


a * * * * x 


* 

[7] “Any member bank may accept drafts or bills of exchange drawn upon 
it having not more than six months’ sight to run, exclusive of days of grace, which 
grow out of transactions involving the importation or exportation of goods; or 
which grow out of transactions involving the domestic shipment of goods provided 
shipping documents conveying or securing title are attached at the time of ac- 
ceptance; or which are secured at the time of acceptance by a warehouse receipt 
or other such document conveying or securing title covering readily marketable 
staples. No member bank shall accept, whether in a foreign or domestic trans- 
action, for any one person, company, firm or corporation to an amount equal at 
any time in the aggregate to more than ten per cent of its paid-up and un- 
impaired capital stock and surplus unless the bank is secured either by attached 
documents or by some other actual security growing out of the same transaction 
as the acceptance and no bank shall accept such bills to an amount equal at any 
time in the aggregate to more than one-half of its paid-up and unimpaired capital 
stock and surplus. 

{8] “Any Federal reserve bank may make advances to its member banks on 
their promissory notes for a period not exceeding fifteen days at rates to be 
established by such Federal reserve banks, subject to the review and deter- 
mination of the Federal Reserve Board, provided such promissory notes are 
secured by such notes, drafts, bills of exchange, or bankers’ acceptances as are 
eligible for rediscount or for purchase by Federal reserve banks under the provi- 
sions of this Act, or by the deposit or pledge of bonds or notes of the United 
States.” 

(9) Section fifty-two hundred and two of the Revised Statutes of the United 
States is hereby amended so as to read as follows: “No national banking associa- 
tion shall at any time be indebted, or in any way liable, to an amount exceeding 
the amount of its capital stock at such time, actually paid in and remaining 
undiminished by losses or otherwise, except on account of demands of the nature 
following: 

“First. Notes of circulation. 

“Second. Moneys deposited with or collected by the association. 

“Third. Bills of exchange or drafts drawn against money actually on 
deposit to the credit of the association, or due thereto. 

“Fourth. Liabilities to the stockholders of the association for dividends 
and reserve profits. 

“Fifth. Liabilities incurred under the provisions of the Federal reserve 
Act. 

(10) “The discount and rediscount and the purchase and sale by any Federal 
reserve bank of any bills receivable and of domestic and foreign bills of exchange, 
and of acceptances authorized by this Act, shall be subject to such restrictions, 
limitations, and regulations as may be imposed by the Federal Reserve Board. 

(11) “That in addition to the powers now vested by law in national banking 
associations organized under the laws of the United States any such association 
located and doing business in any place the population of which does not exceed 
five thousand inhabitants, as shown by the last preceding decennial census, may, 
under such rules and regulations as may be prescribed by the Comptroller of the 
Currency, act as the agent for any fire, life, or other insurance company author- 
ized by the authorities of the State in which said bank is located to do business 
in said State, by soliciting and selling insurance and collecting premiums on 
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polcies issued by such company; and may receive for services so rendered such 
fees or commissions as may be agreed upon between the said association and the 
insurance company for which it may act as agent ; and may also act as the broker 
or agent for others in making or procuring loans on real estate loacted within 
one hundred miles of the place in which said bank may be located, receiving for 
such services a reasonable fee or commission: Provided, however, That no such 
bank shall in any case guarantee either the principal or interest of any such loans 
or assume or guarantee the payment of any premium or insurance policies issued 
through its agency by its principal: And provided further, That the bank shall 
not guarantee the truth of any statement made by an assured in filing his 
application for insurance. 

(12) “Any member bank may accept drafts or bills of exchange drawn upon 
it having not more than three months’ sight to run, exclusive of days of grace, 
drawn under regulations to be prescribed by the Federal Reserve Board by banks 
or bankers in foreign countries or dependencies or insular possessions of the 
United States for the purpose of furnishing dollar exchange as required by the 
usages of trade in the respective countries, dependencies, or insular possessions. 
Such drafts or bills may be acquired by Federal reserve banks in such amounts 
and subject to such regulations, restrictions, and limitations as may be prescribed 
by the Federal Reserve Board: Provided, however, That no member bank shall 
accept such drafts or bills of exchange referred to’ this paragraph for any one 
bank to an amount exceeding in the aggregate ten per centum of the paid-up and 
unimpaired capital and surplus of the accepting bank unless the draft or bill of 
exchange is accompanied by documents conveying or securing title or by some 
other adequate security: Provided further, That no member bank shall accept 
such drafts or bills in an amount exceeding at any time the aggregate of one- 
half of its paid-up and unimpaired capital and surplus.” 

. + “ * a “ . 


ATTACHMENT C 


PROVISIONS OF ACT OF APRIL 5, 1918 (40 STAT. 506), AMENDING SECTION 5202 OF 
THE REVISED STATUTES 


* a « * * 2 + 


Sec. 20. Section fifty-two hundred and two of the Revised Statutes of the 
United States is hereby amended so as to read as follows: 

Sec. 5202. No national banking association shall at any time be indebted, or 
in any way liable, to an amount exceeding the amount of its capital stock at 
such time actually paid in and remaining undiminished by losses or otherwise, 
except on account of demands of the nature following: 

“First. Notes of circulation. 

“Second. Moneys deposited with or collected by the association. 

“Third. Bills of exchange or drafts drawn against money actually on 
deposit to the credit of the association, or due thereto. 

“Fourth. Liabilities to the stockholders of the association or dividends 
and reserve profits. 

“Fifth. Liabilities incurred under the provisions of the Federal Reserve 
Act. 

“Sixth. Liabilities incurred under the provisions of the War Finance 
Corporation Act.” 


Mr. Brown. In view of the question raised yesterday, committee 
counsel will study the matter further and report to this committee. 

Mr. Patman. I will reserve the right to object. I hope you don’t 
insist on it at this time, because no one denies the fact that the present 
United States Code does not contain this provision. That makes it 
prima facie proof that it is not existing law, and I want an opportu- 
nity to read this and to put my reply in with it. 

Mr. Brown. That may be done. 


1 $o in original. 
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Mr. Parman. I don’t want it in the record until I have had an 
opportunity to read it. 

Mr. Brown. Do you object to it ? 

Mr. Parman. I will object if you insist on it. 

Mr. Brown. I hope you will cooperate. 

Mr. Parman. I will cooperate. 

Mr. Brown. All right, go ahead, Mr. Miller. 


STATEMENT OF LEE P. MILLER—Resumed 


Mr. Miier. I have with me this morning Mr. Monroe Kimbrel, 
chairman of the Federal legislative committee, and Mr. Lyons, a for- 
mer president of the national bank division of the association. 

We wish to stress our support of the merger provisions in section 
23 of title III. We consider this one of the most important provisions 
in the whole act. 

Congress in recent years has shown an increasing interest in the 
competitive aspects of bank mergers. This is evidenced by the num- 
ber and variety of legislative proposals that have been presented i in 
this and the pr eceding Congress. Some of these proposals, as in the 
Financial Institutions Act, “would amend the banking laws to place 
final responsibility for passing on bank mergers in the bank super- 
visory agencies. Others would amend the C ‘Jayton Act to give the 
Justice Department j jurisdiction over bank mergers. 

In our opinion a healthy and vigorous competition permeates the 
banking industry in all of its aspects in communities, sections, areas, 
and in the Nation as a whole. It has been enhanced in recent years 
through present facilities for quick communication and accessibility 
to credit and other banking services. Stern and aggressive competi- 
tion is simply a fact of life in the banking industry today. Banking 
institutions which have failed to compete for business have been un- 
able to keep pace with the growth of their competitors. 

Although the growth in deposits and lending of large institutions 
is more e subject to comment merely because of size, the expansion both 
in smaller and larger institutions is attributable to and reflects the 
growth within the economy—industrial, commercial, and agricultur- 
al—of the Nation. 

In addition, banking institutions today, wherever located, are meet- 
ing constant and vigorous competition from other elements of the 
financial industry. In the competition for savings, insurance com- 
panies, savings and loans associations, and credit unions are strong 
competitors of the banking industry. These and other types of finan- 
cial institutions also provide strong competition in various types of 
lending. 

In no other regulated industry does competition exist in numbers 
and in intensity to the degree it exists in the banking industry. This 
condition of competition pervades the industry notwithstanding the 
degree of regulation and supervision to which it is subject. Congress 
and the States long ago determined that some degree of regulation 
should govern the ‘entry into and conduct of the “banking business. 
The extent to which regulation of the banking business has increased 
is well known. It is doubtful that any industry today is as closely 
regulated and supervised as the banking industry. 
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The nature of the banking business, serving as it does as custodian 
of the savings of the people of the country in the form of checking 
and savings depobites anid likewise serving the public in many thy 
clary capacities—has long caused it to be considered as affected with 
a public interest. It is precisely because of this relationship to the 
public that the banking business has so long been regulated and super- 
vised by oe ialized agencies, intimately familiar by reason of his- 
torical background and experience with banking in all its phases, in- 
cluding the competitive phases. It has long been the policy of Con- 
gress, Whenever additional authority over banking has been deemed 
to be necessary, to keep the regulation of the banking industry unified 
by vesting such additional authority in existing banking agencies. 
Conversely, dispersal of authority over the banking industry among 
other additional Government agencies has wisely been avoided in the 
public interest. 

As this committee knows, the present authority of the Department 
of Justice over bank merger transactions applies only to the limited 
area of stock acquisition transactions which involve only bank hold- 
ing company acquisitions. The existence of this authority in the 
Department of Justice, affecting the limited areas of bank holding 
company transactions, hardly seems a logical basis for extending the 
jurisdiction of that Department to cover bank mergers effected by 
acquisition of assets, which is the route most bank mergers take. 
Moreover, it should be noted that the continued existence of this 
limited authority in the Department of Justice over bank holding 
company acquisitions seems questionable in the light of the recent 
action of the Congress in adopting the Bank Holding Company Act 
of 1956, which vests in a banking agency control over expansion of 
bank holding companies and requires that agency to administer a 
competitive test, among other tests, in granting or withholding ap- 
proval of proposed bank holding company acquisitions. It, there- 
fore, seems to us to be unnecessary and inconsistent to continue this 
authority in the Department of Justice for the additional reason that 
it allows, even if in a limited way, a continuing dispersal of authority 
for the regulation and control of the banking industr y. 

Section 23, title III, would (1) require the prior written consent of 
the Board of Governors of the Federal Reserve System, the Federal 
Deposit Insurance Corporation, or the Comptroller of the Currency 
as the case may be, of any merger, consolidation or assumption trans- 
action; (2) require the C omptroller, the Board, or the Corporation, as 
the case may be, in granting or withholding consent, to consider the 
factors enumerated in section 15 of this title, including the financial 
history and condition of the bank, the adequacy of its capital strue- 
ture, its future earning prospects, the general character of its man- 
agement, and the convenience and needs of the community to be 
served by the bank; (3) require in addition that the appropriate 
agency consider whether the effect of any merger, consolidation, ac 
quisition of assets, or assumption of liabilities, may be to lessen com- 
petition unduly or to tend unduly to create a monopoly, and in the 
interest of uniform standards with respect to the competitive aspects 
of any such proposed transactions, to require that each banking 
agency shall consult with each of the other two Federal banking 
agencies before taking any action; and (4) authorize the appropriate 
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banking agency to request the opinion of the Attorney General with 
respect ‘to the competitive aspects of any such proposed transaction. 

This section would, siento, write into the banking laws an ex- 
press competitive test which the banking agencies w ould be required 
to apply uniformly, in conjunction with the tests enumerated under 
section 15, as set forth above, in determining whether to grant or 
withhold approval of any proposed bank merger, consolidation, or 
assumption transaction, and would also authorize the appropriate 
Federal bank supervisory agency to consult with the Attorney Gen- 
eral with respect to the competitive aspects of any such transaction. 

In our opinion, it seems questionable, if not plainly wrong, to assess 
any proposed bank merger transaction, small or large, solely on the 
basis of an isolated competitive test, and this would. be particularly 
unfortunate if the agency administering the test were unfamiliar with 
the banking industry and inexperienced in the regulation and super- 
vision of the industry. 

The other important factors in section 15 enumerated earlier in this 
statement should receive appropriate or in a given case equal or 
greater weight, and technical knowledge and experience in ne 
tering these factors lies in the banking agencies. In any case the 
technical antitrust experts of the Department of Justice will cutter 
as in the past, to be available for consultation with the banking 
agencies, 

Moreover, there are certain circumstances in which bank mergers 
may substantially lessen competition and yet be desirable in the in- 
terest of the public and sound banking, such as the following practical 
examples: 

1. Where there is a reasonable probability of the ultimate failure of 
the bank to be acquired. 

. Where because of inadequate management the acquired bank’s 
future prospects are unfavorable. 

3. Where the acquired bank is a problem bank with inadequate 
capital or unsound assets and its acquisition by another bank would be 
the best: practical means of dealing with the problem. 

4. Where the acquired bank has no adequate provision for manage- 
ment succession or its management is incompetent. 

5. Where the acquired bank is an uneconomic unit or is too small to 
meet the needs of its community by providing loans of sufficient size 
or be providing needed banking facilities. 

6. Where several banks in a small town are compelled by an over- 
banked situation to resort to unsound competitive practices which may 
eventually have an adverse effect upon the condition of such banks and 
the merger of the two or more banks would, therefore, be in the public 
interest. 

These illustrations emphasize the importance of intimate familiarity 
with the problems affecting the banking system and of individual 
banks, if the provision of any law affecting the banking industry is 
to be administered in the public interest. 

Accumulated knowledge and adjustment of problems uniquely af- 
fecting the banking industry constitute a singularly valuable asset 
that cannot be tr: ansferred merely by provision of law. Moreover, the 
existence of this knowledge in the banking agencies also assures a high 
degree of administrative efficiency and economy which, if lost, would 
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result in such an administrative overlap and duplication as to burden 
the regulator and regulated alike. Equitable, efficient, and objective 
administration of the banking laws, including all laws specifically 
relating to competition, would, in our opinion, most likely result from 
administrative policy forged out ‘of the combined experience and 
knowledge of the several supervisory agencies. 

In our opinion, the authority given the bank supervisory agencies in 
section 23 is also consistent with the policy adopted by the ‘Congr eSs 
with respect to the authority over merger transactions engaged in by 
other regulated industries. 

In connection with merger and consolidation transactions in other 
regulated industries note, for example, the exemptions accorded in 
section 7 of the Clayton Act to transactions subject to the Civil Aero- 
nautics Board, the Federal Communications Commission, the Federal 
Power Commission, the Interstate Commerce Commission, the Securi- 
ties and Exchange Commission, the United States Maritime Com- 
mission, and the Secretary of Agriculture. The effect of these exemp- 
tions is to make respective agency approval of mergers and consolida- 
tions within those industries an effective bar to attack under the 
Clayton Act. 

In our judgment the banking agencies through the years have 
supervised and regulated the banking i industry w ith fair ness, thorough- 
ness, competence, and objectivity. This supervision and ‘regulation 
run to all aspects of the industry’s operation, including merger, con- 
solidation, and assumption transactions. 

Guided by the foregoing considerations, we are convinced that final 
authority over all bank marger and assumption transactions should 
be centered in the banking agencies, which in our judgment will effec- 
tively and objectively carry out the will of the Congress and protect 
the interests of the public. 

Now I would like to speak about the authority of supervisory agen- 
cies to require audits. Identical provisions were added by amend- 
ment on the Senate floor to the National Bank Act title, the Federal 
Reserve Act title, and the Federal Deposit Insurance Act title, of S. 
1451 (sec. 33 (c), title I, sec. 24 (c), title IT, sec. 8 (b), title IIT), which 
would authorize the Comptroller of the Currency, in the case of a 
national bank, the Federal Reserve Board, in the case of a State mem- 
ber bank, and the Board of Directors, of the FDIC, in the case of an 
insured State nonmember bank, to require an audit ‘of any such bank 
to be made at the bank’s expense by an independent indiv idual or firm 
if the supervisory agency deems such audit necessary “either because 
of inadequacy of examination or for any other reason arising in the 
course of supervision” of such bank. 

Our association has long recognized the desirability of all banks 
adopting sound auditing procedures and practices and has sought to 
encourage and assist its member banks by suggesting methods of 
setting up internal audit controls. At the same time, it has realized 
that small banks cannot, because of the expense, employ outside 
auditors or even maintain a full-time auditing staff, as can the larger 
banks. 

We believe, however, it is a different matter to give the bank super- 
visory agencies complete discretion at any time to require any bank 
under their supervision to have an audit made by an outside auditor 
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at the bank’s expense as is virtually the effect of the provisions in the 
bill. 

In the first place, we question whether these provisions are neces- 
sary. The supervisory agencies may not have the authority under 
existing law to require an audit but, if they find a situation where 
they think an audit is needed, they can request it, and the bank would 
not be likely to refuse such a request. 

We also believe that the expense of having an audit made by an inde- 
pendent individual or firm, would be unduly burdensome on the 
smaller banks. 

We would like to see these provisions eliminated from the bill. 
However, if it is the view of your committee that these provisions 
should be retained in the bill, we urge that the language be clarified 
to prevent arbitrary action by the supervisory agencies by spelling out 
with more definiteness the circumstances under which an audit may be 
required, rather than leaving the determination of need for an audit 
in the sole discretion of the agency. 

Next, I would like to say something about loans to executive officers 
of member banks. We approve the changes in existing law made 
in section 28 (e), title LI, which increase the maximum amount of loan 
which may be made by a member bank to an executive officer thereof 
and otherwise modify requirements in connection with such loans. 
We recommend, however, a further amendment to this subjection to 
permit loans secured by real-estate mortgages by a member bank to 
its executive officers for the purchase or construction of a residence 
to be occupied by such officer as his home in an amount not exceeding 
$25,000, and which loan otherwise conforms to limitations contained 
in applicable Federal or State statutes. 

It is believed that an officer would prefer to borrow from his own 
bank to finance the purchase or construction of a home, and there ap- 
pears no logical reason to compel him to seek such financing from an- 
other financial institution. ‘The amendment which we recommend does 
not appear to be inconsistent with the purposes of this subsection. 

Now as to FDIC assessment credit: The provision of existing law 
that 40 percent of the “net assessment income” of the FDIC be trans- 
ferred each year to the deposit insurance fund and that the balance be 
credited pro rata to the insured banks is retained in section 18, title 
III, of the bill. In testimony before the Senate Banking and Cur- 
rency Committee last January on S. 1451, we favored an amendment to 
change from 40 percent to 20 percent the portion of net assessment in- 
come to be transferred to the insurance fund. 

This would enable the Corporation, under prevailing conditions, to 
cover its expenses and losses and make an annual addition to the fund 
of about $70 million. The Corporation would receive about $40 mil- 
lion from investment income and $30 million from the 20 percent of 
net assessment income. This $70 million annual addition to the fund 
is equal to 31% times the net insurance losses sustained by the Corpo- 
ration in its entire history. 

Testifying in 1950 on the Federal Deposit Insurance Act, which set 
up the present basis of assessment credits, the association recom- 
mended that when the surplus reached $1.5 billion, provision should 
be made for adjustment of the percentage of “net assessment income” 
to be credited to the banks. That point was reached in 1954. The fund 
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has since continued to grow, currently at a rate of about $100 million 
annually, and now approximates $1%% billion. 

The first line of defense for the protection of bank deposits is the 
capital investment in our banks. A moderation of assessments will 
help to build up capital funds. We feel that the strength of our 
banks—indeed, of the deposit insurance fund itself—is better served 
by adding more founds to bank capital, which can help to reduce the 
need for Federal Deposit Insurance Corporation assistance. 

A word in reference to the Comptroller as a member of the Board 
of Directors of FDIC. Although the National Association of State 
Bank Supervisors has not as yet testified before this Committee on the 
Financial Institutions Act, it is our understanding that at their annual 
convention in New York last September, they adopted a resolution 
favoring an amendment to the act to eliminate the Comptroller of the 
Currency from membership on the Board of Directors of the Federal 
Deposit Insurance Corporation. 

We wish to go on record in opposition to such an amendment should 
one be offered. We believe the Comptroller of the Currency should 
continue to serve as a member of the Board of Directors of the FDIC. 
We would, however, also favor representation of State-chartered banks 
on the Board. 

In conclusion, let me say that the fact I have selected only a few 
provisions for comment does not mean that we do not favor the other 
provisions of these titles. We are strongly of the opinion that titles 
I, Il, and IIT of the bill constitute a much needed modernization of 
the Federal banking laws and will provide a clearer, more concise, 
and more effective set of laws governing the operation of the Nation’s 
banks, thereby contributing materially to the strength of the banking 
system of this country. 

Mr. Chairman, may I turn the microphone over to Mr. Monroe 
Kimbrel, for the next statement ? 

Mr. Parman. Mr. Chairman, before we do that, may I ask you this 
question for the purpose of clarifying things, and in the spirit of 
cooperation, I assure you. It is my understanding, Mr. Chairman, 
that the committee is favorable to meeting this afternoon, and if a 
request were made, I am sure it would be granted. 

let us have an understanding now that the chairman will make a 
request that we sit this afternoon so we can inter rogate these witnesses. 

Mr. Brown. Mr. Patman, I have already told you I was going to 
seek that permission this afternoon. 

Mr. Parman. There are other members to be considered, too. 

Mr. Brown. I know that. We are going to try to sit this afternoon 
if the members can come back. 

Mr. Parman. But we want the cooperation of the members. We 
don’t want anybody to object to it. 

Mr. Brown. All right, Mr. Kimbrel. 

Mr. Parman. I would like the understanding, Mr. Chairman, that 
we will be allowed to interrogate these witnesses later. 

Mr. Brown. We will have these witnesses here this afternoon. 

Mr. Parman. Normally we take one witness at a time. It takes 
unanimous consent to dispense with that, to which I shall not object, 
with the understanding that we can interrogate these witnesses. 
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Mr. Brown. Now, Mr. Patman, I am calling on these witnesses to 
read their statements, and then we will question them. We have to 
get through with these witnesses ted, beckaee we have other wit- 
nesses tomorrow. We are trying to expedite the matter, I assure you, 
and we are going to give you a chance to ask questions this afternoon. 

All right, Mr. Kimbrel. 

I would like to say that Mr. Kimbrel is from my district, is thor- 
oughly honest and honorable, and a good banker, and every body in 
the district knows it. He is the president of a small bank. 

What is the capital stock of your bank, Mr. Kimbrel ? 

Mr. Kimerer. $50,000. 

Mr. Brown. You may proceed. 


STATEMENT OF M. MONROE KIMBREL ON BEHALF OF THE 
AMERICAN BANKERS ASSOCIATION 


Mr. Krupret. My name is M. Monroe Kimbrel. I am executive 
vice president of the First National Bank of Thomson, Ga., and chair- 
man of the committee on Federal legislation of the American Bankers 
Association. 

While titles IV through VII of the bills relate directly to financial 
institutions other than banks, the association is genuinely interested in 
these titles. We realize that the health and soundness of each type 
of financial institution affect the health and soundness of the other 
types. 

I shall comment specifically on the subject of branching powers of 
Federal savings and loan associations, to which the two bills take 
differing approaches. 

Section 6 of title V in S. 1451 would authorize the establishment of 
branches of Federal savings and loan associations subject to the same 
limitations as the States apply by law or practice to the establishment 
of branches of State-chartered savings and loan associations or mutual 

savings banks. 

Section 6 of title V in H. R. 7026 would broaden this authority by 
permitting Federal savings and loan associations branching privileges 
equal to those of State banks and trust companies as well as those of 
State-chartered savings and loan associations or mutual savings banks. 

We recognize that at present there is no statutory provision of the 
establishment of branches by Federal savings and loan associations. 
We believe that authority for branches, whether they be of banks or 
savings and loan associations, should be written into the law rather 
than left to the discretion of a supervisory agency. Either provision 
in the two bills would achieve this purpose. 

In our view the approach in this matter should recognize the policy 
of each State with respect to the establishment of branches, in accord 
with the principle of States’ rights. This principle is followed in the 
National Bank Act which provides that a national bank may not have 
branches to any greater extent than is permitted a State-chartered 
bank under State law. 

The association favors the provision in S, 1451 because it seems 
more consistent to give Federal savings and loan associations the same 
branch powers as are given to counterpart State institutions: that is, 
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State savings and loan associations. However, should the committee 
decide to adopt the provision in H. R. 7026 we would, in the interest 
of the enactment of the bill as a whole, not be opposed to that pro- 
vision. 

In summary, the American Bankers Association believes that titles 
IV through VII, like the preceding titles discussed by Mr. Miller, 
provide for significant improvement in the laws governing financial 
institutions. The legislation, as a whole, is sound and needed. It 
represents, in our judgment, an objective and responsible approach 
to modernizing and simplifying the statutes under which banks and 
other financial institutions function in the public interest. We hope, 
Mr. Chairman and members of the committee, that the Financial In- 
stitutions Act will have your support. 

Mr. Brown. We will call on Mr. Gibbs Lyons to proceed. 


STATEMENT OF GIBBS LYONS ON BEHALF OF THE AMERICAN 
BANKERS ASSOCIATION 


Mr. Lyons. Mr. Chairman, my name is Gibbs Lyons. I am presi- 
dent of the First Stamford National Bank & Trust Company of Stam- 
ford, Conn., and a former president of the national bank division of 
the American Bankers Association. 

My testimony for the association will be devoted to certain sections 
of title I, the National Bank Act, of the bill which have not been 
discussed by Mr. Miller. In an effort to conserve the time of the 
committee, I will not attempt to comment on every provision of title I, 
the National Bank Act, which has been considered and supported by 
the association, but rather devote my time to those sections on which 
the association has taken a position which appear to be of particular 
interest to this committee. 

It should be clear, however, that with the exception of the few 
suggestions for changes which I shall mention, and technical amend- 
ments offered by the Comptroller of the Currency, the American Bank- 
ers Association favors the enactment of title I of these bills. We 
believe the elimination of obsolete material and the revision and 
recodification of existing statutes, as well as the amendments designed 
to conform the law to present-day business and banking conditions, 
will be of great benefit to all concerned. 


SECTION 20. PREFERRED STOCK 


The American Bankers Association is in favor of the amendment 
proposed in section 20 because it would authorize a national bank 
with the approval of the Comptroller of the Currency to issue pre- 
ferred stock on a nonemergency basis provided that the shareholders 
of two-thirds of the common stock of the bank also approved. 

This new provision of the law would add a certain degree of flexi- 
bility so that a national bank would not be limited to the raising of 
new capital through the issuance of common stock alone. Preferred 
stock would be used if the bank could establish th: at the issuance of 
such stock was the “most practicable method of obtaining desired and 
needed additional capital.” 
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We support this language rather than the alternative language sug- 
gested by the Comptroller because it affords the flexibility which is 
so important. If preferred stock could not be authorized unless it 
was the “only practicable method,” there would be relatively little 
change from the emergency provisions of existing law. 

For the same reason, that is, the desirability ‘of greater flexibility 
to meet particular conditions in the raising of additional ¢ apital, the 
American Bankers Association believes it would be helpful to have 
the additional authority for national banks with the approval of the 
Comptroller and two-thirds of the shareholders to issue capital notes 
and debentures. A national bank should be able to raise needed addi- 
tional capital through the issuance of capital notes and debentures if 
it could be established that this was the more practicable method of 
obtaining the desired capital. 


SECTION 26 (C). ELECTION OF DIRECTORS 


The American Bankers Association strongly recommends the en- 
actment of this section of the bill which would authorize the cumu- 
lative voting of shares of stock for the election of directors of na- 
tional banks only when such voting procedure is authorized in the 
articles of association of the bank. 

This section would substitute for the absolute right to vote stock 
cumulatively for the election of national bank directors, as now pro- 
vided by statute, the permissive right of the shareholders to provide 
for such a procedure i in the articles of association. 

I can state from personal experience as an officer and executive 
committee member of the national bank division of the association 
over a period of many years, that there is probably no one section of 
the existing national bank law which has been of more concern to 
national banks throughout the country than this present requirement 
which gives shareholders a mandatory right to vote cumulatively. 
The national bank division has recommended for many years and 
the association as a whole has agreed that an amendment such as 
contained in this section of the bill would be desirable. This position 
has been supported by an overwhelming majority of our members. 

In addition, the need for amendment has also been consistently 
supported by the Federal authorities having direct supervision of 
the national banking system. The Acting Secretary of the Treasury 
reported to Congress in both 1954 and 1955 that the Tre: isury De- 
partment was aware of no instance in which cumulative voting had 
proved to be a beneficial force in the affairs of national banks. 

The Comptroller of the Currency has again testified in the course 
of these hearings that both he and his staff are of the view that the 
right to mandatory cumulative voting has not worked well, that its 
retention in the statutes would be unwise. 

I also would like to direct your attention to the testimony of 
Joseph E. Healy and James M. Givens given to this committee and 
to the Senate Banking and C urrency Committee on behalf of the 
American Bankers Association in the hearings on S. 256 of the 
84th Congress. This testimony cites the opinion 1 of many experts and 
the experience of bankers throughout the United States on the abuses 
of cumulative voting. Our reasons for firm support of the substitu- 
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tion of permissive for mandatory cumulative voting summarized as 
follows: 

1. The present absolute right is undesirable because it makes it 
possible for an irresponsible or unqualified individual or one whose 
motives or interests might be in conflict with the best interests of a 
bank or the community to acquire sufficient shares of stock in a na- 
tional bank and by means of cumulative voting assure his election to 
the board of directors for his personal purposes. 

2. The successful operation of a bank requires the confidence of 
the community. This confidence and the reputation of the bank may 
be seriously damaged by the actions of an irresponsible or unqualified 
director. Dissension within the board of directors which comes to 
public attention may also damage public confidence in the soundness 
of the bank. 

3. Bank directors should represent the interests of all shareholders 
and of the community in which the bank is located. The splitting up 
of directors into groups representing particular divergent views is not 
conducive to the successful operation of a banking institution for the 
best interests of the community as a whole. 

4. Mandatory cumulative voting is not necessary to protect the 
minority stock interests of shareholders of national banks against the 
possible abuses of management as it might be argued to be in the case 
of business corporations, because the examinations by the Comptroller 
of the Currency insure the maintenance of sound banking practices 
and prevent actions which would be detrimental to the interests of any 
particular shareholder or groups of shareholders. 

Finally, I would like to bring to the attention of the committee that 
even in the field of general corporate law there appears to be a present 
tendency to recognize that permissive cumulative voting is the prefer- 
able statutory form. For example, when the Congress of the United 
States last revised the District of Columbia Corporation Code, the law 
as enacted contains in section 27 (d) of the act of June 8, 1954, a pro- 
vision for permissive, not mandatory, cumulative voting for directors. 

We urge this committee to report to the House a bill which contains 
section 26 (c) in its present form. 


SECTION (31) (A) (9). STOCK OPTIONS 


We believe that the authority contained in this section of the pro- 
posed National Bank Act to authorize national banks under certain 
conditions and with the approval of the Comptroller and two-thirds 
of its shareholders to issue stock options to its employees is a commend- 
able amendment to the law. 

One of the more disturbing problems facing the banking industry at 
the present time is the difficulty in obtaining competent management 
personnel. Banks throughout the country are in competition not only 
with each other, but with other business organizations in trying to 
recruit and retain good officers and officer material. 

Corporations have found that the ability to offer stock options to 
their employees serves as a substantial inducement in both the recruit- 
ment and retention of qualified executives. We believe that it is im- 
portant to the country for banks to be able to compete with business 
corporations in the obtaining of desirable personnel and that, therefore, 
this authority is most desirable. 
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There seems to have been some impression left with the committee 
that this provision would be a new departure in banking law. This is 
not the case. From our examination of State statutes it appears that 
18 States have laws which would authorize State-chartered banks to 
issue stock options to their employees. These States are California, 
Colorado, Delaware, Idaho, Kansas, Maine, Maryland, Michigan, Mon- 
tana, New Mexico, North Carolina, North Dakota, Ohio, Oklahoma, 
Oregon, Utah, Virginia, and Connecticut, where in 1957 the Connecti- 
cut Legislature enacted specific authority for State-chartered banks 
to grant stock options. 

As a technical matter the association agrees that this section should 
properly provide that the determination as to whether the option 
price is less than 85 percent of thevalue of the shares should be made 
as of the date the option is granted rather than the date it is exercised 
and, accordingly, we support the change in language recommended by 
the Comptroller of the Currency. In. this connection it should be 
noted that under the tax law the employee receives the full tax bene- 
fit only if the option is 95 percent or more of mzrket value on the 
day it is granted. 

The association has a few suggestions for minor amendments to 
title I of the bill to bring to the committee’s attention. 


SECTION 22. SHAREHOLDERS’ LIST 


We agree with the recommendation of the Comptroller of the 
Currency that shareholders of national banks should have no greater 
right of access to shareholders’ lists than the shareholders of corpo- 

rations generally and that, in conformity with this ner it would 

be desirable to limit the right to inspect the shareholders’ lists to 
those cases in which a proper purpose not inimical to the interests 
of the bank is demonstrated. 


SECTION 23. DISCLOSURE OF STOCK OWNERSHIP 


The American Bankers Association is prepared in general to accept 
the principle of reporting of the beneficial ownership of a substantial 
proportion of the outst: anding shares of the bank. 

However, we believe it is‘ most important for the present pro- 
vision to be amended to permit the continued use of nominee regis- 
tration which, as pointed out to the committee, is specially authorized 
by the statutes of 36 States. To accomplish this purpose, it is recom- 
mended that the next to the last sentence in section 23 be amended 
to read: 

The transferee of any such stock shall, within 30 days after such transfer, 
cause his name or that of his nominee to be listed as the record owner thereof- 


and that similar changes be made in sections 23 (g) of the Federal 
Reserve Act and section 27 of the Federal Deposit Insurance Act. 


SECTION 45. ACTING AS INSURANCE AGENT OR BROKER 


Your committee has already expressed considerable interest in 
further amendments to section 45 which as it stands is a reenactment 
of existing law authorizing national banks to act as an insurance agent 
or real-estate broker only in towns of less than 5,000 population. 
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The association believes that it would be reasonable and desirable 
to broaden this authority to authorize national banks to act as an 
insurance agent or broker in towns and cities having more than 5,000 
population if State-chartered banks in the State in which the na- 
tional bank is located are permitted under State law or practice to 
engage in such activities. 

In conclusion, let me repeat that we believe that title I, the National 
Bank Act, is an excellent recodification of the national banking laws 
and will be of material benefit to sound banking. 

Mr. Brown. Commissioner Howell, you may proceed with your 
statement now. Mr. Howell is commissioner of insurance and b: inking 
for the State of New Jersey, and a former Congressman, and was a 
very good one. 


15 ; 
Mr. Howexz. Thank you, Mr. Chairman. 


STATEMENT OF CHARLES R. HOWELL, COMMISSIONER OF 
INSURANCE AND BANKING, STATE OF NEW JERSEY 


Mr. Howe tt. It is a pleasure to be here. If it is agreeable to you, 
Mr. Chairman, I would like to read our statement, but the portions 
where there are rather lengthy amendments proposed, to perhaps just 
read the more pertinent parts of those. 

I might also say that I have with me here in the room the president 
of the National Association of Supervisors of State Banks, Mr. Alex- 
ander Miller from Vermont, and if you would like, he could join me 
at the table after the testimony and answer any questions you might 
care to ask him also. 

Mr. Brown. You may proceed. 

Mr. Howeii. My name is Charles R. Howell. I am commissioner 
of banking and insurance for the State of New Jersey. I am appear- 
ing today in my capacity as chairman of the legislative committee of 
the National Association of Supervisors of State Banks. 

This National Association is composed of the officials responsible for 
the supervision of State-chartered banks and institutions in all 48 
States, Hawaii, and Puerto Rico. On December 31, 1956, State-super- 
vised institutions numbered 9,448, consisting of 8,921 commercial 
banks, including trust companies, industrial banks, private banks, 
and stock savings banks, and 527 mutual savings baits. 

The total resources of these institutions was $133.719.268,000, 

On the same date there were under the supervision of the Comp- 
troller of the Currency 4,651 national banks with total resources of 
$117,345 million. 

Our members also supervised the State-chartered savings and loan 
associations, while in 16 of the other 18 jurisdictions the persons re- 
sponsible for the supervision of State-chartered savings and loan asso- 
ciations are members of the National Association of State Savings and 
Loan Supervisors. 

In most respects we are prepared to endorse the proposed Financial 
Institutions Act of 1957, and do recognize that it represents a painsts alk- 
ing and careful revision of the laws dealing with the Federal banking 
institutions. 

There are several provisions, however, in the two bills now before 
this committee which our association feels should be altered, in the 
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interest of the preservation of the dual banking system and the proper 
rights of the States in the banking and allied fields, with which this 
pr roposed act deals. 

In title I, chapter 7, paragraph 51, we feel that language should 
be added which would preserve the police powers of the States in 
licensing institutions engaged in various forms of consumer finance. 
For this purpose, we suggest that the following words be added to the 
final sentence of paragraph 51 (p. 47 of H. R. 7026) and page 45 of 
S. 1451: 

Excepting, however, any business for the conduct of which a State or national 
bank may be required by State law to obtain a license and be subject to the 
investigation and examination of its records, documents and papers pertaining 
to such business by a State officer, agency or instrumentality, in the necessary 
and proper exercise of the police power of the State requiring such license, 
investigation and examination. 

Several States do require such institutions to be licensed, and it 
seems proper that they should retain that right in that particular 
field. 

Under title II, chapter 9, paragraph 54, we present suggested 
changes in the bank holding company provisions, to give the C iomp- 
troller of the Currenc y or the : appropriate State authority, as the case 
may be, a veto on bank holding company applications, and also to 
provide that their approval shail only be overidden by the Federal 
Reserve Board after public hearing. 

If our recommendations on subdivision (b) on page 10 in both bills 
would be amended as follows : 

The pertinent part is that we feel that first the Comptroller, if they 
are acquiring stock in a national bank, or the State supervisor of the 
holding company is acquiring stock in a State chartered institution, 
he should first have the right to reject or approve the application. 

If they reject it, we feel that should be final. If they approve it, 
then, we proceed with the procedure of having the Federal Reserve 
call a hearing on it, and after the hearing, either approve or deny it. 

We suggest language that would accomplish that. Also we would 
like to suggest, in paragraph 58, page 15 in both bills, to make more 
explicit powers reserved to the States to deal with’ bank holding 
companies. The amendment would make this paragraph read- 


The enactment by Congress of this chapter shall not be construed as pre- 
venting any State from exercising such powers and jurisdiction. 


And with the underlying language, 


including the power to prohibit the formation or operation of bank holding 
companies,” 

which it now has or may hereafter have with respect to banks, bank 
holding companies and subsidiaries thereof. 

The creation and operation of bank holding companies so dras- 
tically affects and disturbs the pattern of banking in the various 
States that it should be a matter for State control regardless of 
whether holding companies are composed of State or national banks 
or both. 

Under title III of the Federal Deposit Insurance Act, it has been 
the observation of our legislative committee that the operation of the 
FDIC under a Board of Directors has been marked by ever-increasing 
efficiency and usefulness. The committee was pleased, therefore, that 

95375—58—pt. 2——18 
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the proposal to abolish the Board and set up in its place a single 
administrator has been dropped and no longer : appears in these bills. 

The committee, though, is of the opinion that the Comptroller of 
the Currency should no longer be a director of the FDIC. The fact 
that he supervises the national bank system, which is often in com- 
petition with the State banking system, m: akes it inappropriate for 
him to sit on a board which has supervisory powers over State-insured 
banks. 

He should be replaced on the Board of the FDIC by a banker who 
will not be involved in this conflict of interests. 

I might say that we feel strongly on this. It is not a matter of per- 
sonalities. It might even be appropriate to make the change the next 
time the job of Comptroller changes hands. We think Ray Gidney 
has been a very able person. We don’t have any complaint in par- 
ticular about his activities. 

I also have an amendment here that has been drawn that I can 
submit to you which would be one way of accomplishing this. 

Under paragraph 23, which deals with mergers and consolidations, 
we suggest some changes that we feel very strongly about. 

The National Association considers the present situation where the 
State supervisor alone has the power to approve or disapprove a merger 
or consolidation resulting in a State bank, to be satisfactory and 
strongly urges that he be permitted to retain this exclusive jurisdiction. 

If, however, Congress determines that some Federal regulation of 
mergers and consolidations is desirable, this association recommends 
that the Federal body in which such authority should be vested on 
a parity with that of the States, themselves, be the Federal Reserve 
Board for all State chartered, insured banks, whether member or 
nonmember. 

Equal authority of State supervisors should be recognized explicitly 
in the language of this section. 

If the action on mergers or consolidations of State banks is to be 
taken by the Board as well as by the appropriate State supervisor, 
it is only fair that the Board also act on mergers and consolidations 
resulting in national banks. 

It would place State banks at a disadvantage if their mergers had 
to be approved by both the State authority and the Board while mer gers 
of national banks could be effected with the sole approval of the Comp- 
troller. Unless the consent of the Board is required for national-bank 
mergers as well as State, there will be a strong inducement for State 
banks to convert to national charters to the detriment of the dual- 
banking system, and we suggest language for an amendment to accom- 
plish that purpose. 

We also suggest in that language a set of five tests to be applied to 
consider, in connection with the proposed merger. No. 1, the finan- 
cial history and conditions of the company or companies, and the 
banks concerned; No. 2, their prospects; No. 3, the character of their 
management; No. 4, the convenience, needs, and welfare of the com- 
munities and the area concerned; and No. 5, whether or not the effect 
of such merger, consolidation, acquisition of assets or assumption of 
liabilities would be to expand the size or extent of the bank involved 
beyond limits consistent with adequate and sound banking, public 
interest, and the preservation of competition in the field of ‘banking. 
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Under title V, the Federal Savings and Loan Act, the National 
Association strongly endorses the language of S. 1451, paragraph 6, 
dealing with Federal savings and loan branches. It urges that this 
section in H. R. 7026 be amended to conform, by striking out all refer- 
ence to branches of banks and trust companies. It has long been 
the position of the association that the branch powers of Federal 
savings and loan associations should be specifically defined by law, 
and should not exceed those of the similar State-chartered mutual 
institutions; that is, savings banks and savings and loan associations. 

It is desirable that this power be set forth as specifically as in that 
of the Comptroller of the Currency in relation to national banks. 

In 1927, the MacFadden Act was passed, which for the first time 
permitted him to grant to national banks authority to establish 
branches, but subject to the limitations imposed by State law for 
State banks. 

In 1932 the Congress again debated the statute and reaffirmed its 
provisions, section 23 of the Banking Act of 1933, and thus the 
MacF adden Act recognized an essential principle of the dual-banking 
system; namely, that by its very nature, the States must be set free 
to set the branch pattern. 

If they forbid branches, national banks may not have them. If 
they permit branches on a restrictive basis, national banks reflect the 
restrictions. If a State chooses to grant branches to savings and loan 
associations, but to refuse them to banks as some do, national banks 
follow the State law relating to banks, not as it relates to savings 
and loan associations. 

The Federal Home Loan Bank Board has not been following this 
pattern. It has granted a great many branches which a State mutual 
thrift institution similarly situated could not have under State law 
or practice. 

If diversion of paragraph 6 contained in 7026 is adopted, it is 
adopted that in some States where the various types of financial insti- 
tutions have different branch powers, one or more of them would 
be at a disadvantage in relation to Federal savings and loan associa- 
tions, because the latter would enjoy the most liberal branch powers 
possessed by any State institutions. 

The law would then say to the States, “Unless you give all your 
financial institutions equal branch powers, they will be subjected to 
the competition of Federal associations with greater powers.” 

It would substitute the level of Federal uniformity for each State’s 
freedom of choice. In this country we are united in a great many 
things, but we also permit a great deal of individualism to exist, too. 
There is nothing in this individualism more individual among the 
States than the matter of branches. A large regard for individual 
variations is the essence of democracy. 

It seems obvious in view of the past actions and future intentions 
of the Federal Home Loan Bank Board that legislation on this sub- 
ject is needed. The national association feels a deep sense of satis- 
faction, therefore, that such legislation is provided in both 7026 and 
S. 1451. For the reasons tated it hopes that the S. 1451 version will 
prevail. 

Federal savings and loan associations are mutual organizations. 
They should have the same branch powers, no more and no less, than 








1056 FINANCIAL INSTITUTIONS ACT OF 1957 


the mutual State organizations, savings banks, and savings and loan 
associations. 

Passage of this legislation will prevent further invasion of States 
rights by the Federal Home Loan Bank Board, and at the same time, 
will end the long drawn-out controversy over branches, in a manner 
fair to all concerned. 

Those are the things that we are most seriously concerned about, 
and hope you will give close attention to, and hope you will try 
to reflect our viewpoint in whatever legislation is recommended. 


Mr. Brown. Commissioner Howell, you may file your written state- 
ment. 


Mr. Howetz. Thank you. 
(The statement referred to above is as follows :) 


STATEMENT OF CHARLES R. HOWELL ON BEHALF OF NATIONAL ASSOCIATION OF 
SUPERVISORS OF STATE BANKS 


My name is Charles R. Howell. I am commissioner of banking and insurance 
for the State of New Jersey. I am appearing today in my capacity as chair- 
man of the legislative committee of the National Association of Supervisors of 
State Banks. 

This national association is composed of the officials responsible for the super- 
vision of State-chartered banking institutions in all 48 States, Hawaii, and 
Puerto Rico. On December 31, 1956, State-supervised institutions numbered 
9,448, consisting of 8,921 commercial banks (including trust companies, industrial 
banks, private bankers, and stock savings banks), and 527 mutual savings banks. 
The total resources of these institutions were $133,719,268,000. On the same 
date there were, under the supervision of the Comptroller of the Currency, 
4,651 national banks with total resources of $117,345 million. Thirty-two of our 
members also supervise the State-chartered savings and loan associations, while 
in 16 of the other 18 jurisdictions the persons responsible for the supervision 
of State-chartered savings and loan associations are members of the National 
Association of State Savings and Loan Supervisors. 

In most respects we are prepared to endorse the proposed Financial Insti- 
tutions Act of 1957, and to recognize that it represents a painstaking and care- 
ful revision of the laws dealing with Federal banking institutions. There are 
several provisions, however, in the two bills now before this committee which 
our association feels should be altered in the interest of the preservation of 
the dual-banking system and the proper rights of the States in the banking and 
allied fields with which this proposed act deals. 

In title I, chapter 7, paragraph 51, we feel that language should be added which 
would preserve the police power of the States in licensing institutions engaged in 
various forms of consumer finance. For this purpose we suggest that the follow- 
ing words be added to the final sentence of paragraph 51 (p. 47 of H. R. 7026, p. 45 
of S. 1451) “, excepting, however, any business for the conduct of which a State or 
national bank may be required by State law to obtain a license and to be subject 
to the investigation and examination of its records, documents, and papers per- 
taining to such business by a State officer, agency, or instrumentality in the 
necessary and proper exercise of the police power of the State requiring such 
license, investigation, and examination.” 

Under title II, chapter 9, paragraph 54, we present below suggested changes in 
the bank holding company provisions to give the Comptroller of the Currency or 
the appropriate State authority, as the case may be, a veto on bank helding com- 
pany applications and also to provide that their approval shall only be overidden 
by the Federal Reserve Board after a public hearing. If our recommendations on 
adopted subdivision (b) on page 140 in both bills would be amended as follows 
(new matter is printed in italic; deleted matter is printed in black brackets) : 

“(b) Upon receiving from a company any application for approval under this 
section, the Board shall give notice to the Comptroller of the Currency, if the 
applicant company or any bank the voting shares or assets of which are sought to 
be acquired is a national banking association or a district bank, or to the appro- 
priate supervisory authority of the interested State, if the applicant company or 
any bank the voting shares or assets of which are sought to be acquired is a State 
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bank, and shall allow 30 days within which the views and recommendations of the 
Comptroller of the Currency or the State supervisory authority, as the case may 
be, may be submitted, If the Comptroller of the Currency or the State super- 
visory authority so notified by the Board disapproves the application in writing 
within said 30 days, the Board shall deny the application and shall forthwith give 
written notice of that fact to the applicant. If the Comptroller of the Currency 
or the State supervisory authority approves the application in writing within 30 
days, the Board shall forthwith give written notice of that fact to the applicant 
unless it disapproves in which event [, within 3 days after giving such notice to 
the applicant.] the Board shall notify in writing the applicant and the [disJap- 
proving authority of the date for commencement of a hearing by it on such 
application. Any such hearing shall be commenced not less than 10 nor more than 
30 days after the Board has given written notice to the applicant of the action of 
the [disJapproving authority. The length of any such hearing shall be de- 
termined by the Board, but it shall afford all interested parties a reasonable 
opportunity to testify at such hearing. At the conclusion, thereof, the Board 
shall by order grant or deny the application on the basis of the record made at 
such hearing.” 

We suggest amending paragraph 58 (p. 145 in both bills) to make more explicit 
the powers reserved to the States to deal with bank holding companies. The 
amendment (printed in italic) would make this paragraph read: 

“The enactment by the Congress of this chapter shall not be construed as pre- 
venting any State from exercising such powers and jurisdiction, including the 
power to prohibit the formation or operation of bank holding companies, which 
it now has or may hereafter have with respect to banks, bank holding companies, 
and subsidiaries thereof.” 

The creation and operations of bank holding companies can so drastically 
affect and disturb the pattern of banking in the various States that it should 
be a matter for State control regardless of whether holding companies are com- 
posed of State or National banks or both. 


TITLE III. FEDERAL DEPOSIT INSURANCE ACT 


It has been the observation of the legislative committee that the operation of 
the Federal Deposit Insurance Corporation under a Board of Directors has 
been marked by ever-increasing efficiency and usefulness. The committee was 
pleased, therefore, that the proposal to abolish the Board and set up in its place 
a single administrator has been dropped and no longer appears in these bills. 

The committee is of the opinion, however, that the Comptroller of the Currency 
should no longer be a director. The fact that he supervises the national banking 
system which is often in competition with the State banking system makes it 
inappropriate for him to sit on a board which has supervisory powers over 
State-insured banks. He should be replaced on the Board of the Federal Deposit 
Insurance Corporation by a banker who will not be involved in his conflict of 
interests. 

Under paragraph 23, which deals with mergers and consolidations, we suggest 
some changes. 

The national association considers the present situation where the State super- 
visor alone has power to approve or disapprove a merger or consolidation re- 
sulting in a State bank to be satisfactory and strongly urges that he be per- 
mitted to retain this exclusive jurisdiction. If, however, the Congress determines 
that some Federal regulation of mergers and consolidations is desirable, this 
association recommends that the Federal body in which such authority should 
be vested on a parity with that of the States themselves be the Federal Reserve 
Board for all State-chartered insured banks whether member or nonmember. 
The equal authority of the State supervisors should be recognized explicitly in 
the language of this section. 

Since, if action on mergers or consolidations of State banks is to be taken 
by the Board as well as by the appropriate State supervisor, it is only fair 
that the Board also act on mergers or consolidations resulting in national banks. 
It would place State banks at a disadvantage if their mergers had to be approved 
by both the State authority and the board, while mergers of national banks 
could be effected with the sole approval of the Comptroller. Unless the consent 
of the Board is required for national bank mergers as well as State bank 
mergers, there will be a strong inducement for State banks to convert to national 
charters to the detriment of the dual-banking system. 
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The following changes in the language of the bills would give effect to this 
recommendation (page 163 in both bills; new matter is printed in italic; matter 
to be deleted is printed in black brackets) : 

“§ 23. Mergers and consolidations. 

“Without prior written consent by the Corporation, no insured bank shall (1) 
merge or consolidate with any noninsured bank or institution or convert into a 
noninsured bank or institution, or (2) assume liability to pay any deposits made 
in, or similar liabilities of, any noninsured bank or institution, or (3) transfer 
assets to any noninsured bank or institution in consideration of the assump- 
tion of liabilities for any portion of the deposits made in such insured bank. 
No insured bank shall convert into an insured State bank if its capital stock or 
its surplus will be less than the capital stock or surplus, respectively, of the 
converting bank at the time of the shareholders’ meeting approving such con- 
version, without prior written consent by the Comptroller of the Currency and 
by the Board of Governors of the Federal Reserve System if the resulting bank 
is to be a district bank, or by the Board of Governors of the Federal Reserve 
System and the appropriate State supervisory authority if the resulting bank 
is to be a State member bank (except a district bank) or a nonmember insured 
bank [, or by the Corporation if the resulting bank is to be a State nonmember 
insured bank (except a district bank)]. No insured bank shall merge or con- 
solidate with any other insured bank or, either directly or indirectly, acquire 
the assets of, or assume liability to pay any deposits made in, any other insured 
bank without the prior written consent (i) of the Comptroller of the Currency 
and of the Board of Governors of the Federal Reserve System if the acquiring, 
assuming, or resulting bank is to be a national bank or a district bank, or (ii) of 
the appropriate State Supervisor and of the Board of Governors of the Federal Re- 
serve System if the acquiring, assuming, or resulting bank is to be a State member 
bank (except a district bank), or a State nonmember insured bank. [or (iii) of 
the Corporation if the acquiring, assuming, or resulting bank is to be a non- 
member insured bank (except a district bank).J In granting or withholding 
consent under this section, the Comptroller, the Board of Governors of the 
Federal Reserve System, or the [Corporation] appropriate State supervisory 
authority, as the case may be, shall consider the following factors: [enumerated 
in section 15 of this act.] (1) the financial history and condition of the company 
or companies and the banks concerned; (2) their prospects; (8) the character 
of their management; (4) the convenience, needs, and welfare of the communi- 
ties and the area concerned ; and (5) whether or not the effect of such merger, 
consolidation, acquisition of assets, or assumption of liabilities would be to ea- 
pand the size or extent of the bank involved beyond limits consistent with adequate 
and sound banking, the public interest, and the preservation of competition in 
the field of banking. In the case of a merger, consolidation, acquisition of assets, 
or assumption of liabilities, the appropriate agency shall also take into consid- 
eration whether the effect thereof may be to lessen competition unduly or to 
tend unduly to create a monopoly, and, in the interests of uniform standards, 
it shall not take action as to any such transaction without first seeking the 
views of each of the other two banking agencies referred to herein with respect 
to such question; and in such a case the appropriate agency may also request 
the opinion of the Attorney General with respect to such question. No insured 
State nonmember bank (except a district bank) shall, without the prior consent 
of the corporation reduce the amount or retire any part of its common or 
preferred capital stock, or retire any part of its capital notes or debentures.” 


TITLE V. FEDERAL SAVINGS AND LOAN ACT 


The national association strongly endorses the language of S. 1451 in para- 
graph 6 dealing with Federal savings and loan branches. It urges that this 
section in H. R. 7026 be amended to conform by striking out all references 
to branches of banks and trust companies. It has long been the position of the 
association that the branch powers of Federal savings and loan associations 
should be specifically defined by law, and should not exceed those of the similar 
State-chartered mutual institutions, i. e., savings banks, and savings and loan 
associations. 

It is desirable that this power be set forth as specifically as is that of the 
Comptrolier of the Currency in relation to national banks. In 1927, the 
McFadden Act was passed which for the first time permitted him to grant to 
national banks authority to establish branches but subject to the limitation 
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imposed by State law for State banks (44 Stat. 1228, 12 U. S. C., sec. 36). In 
1932 the Congress again debated the statute and reaffirmed its provisions (sec. 
23 of the Banking Act of 1933, 48 Stat. 189 amending Rev. Stat., sec. 5155, 12 
U.S. C., see. 36). 

The McFadden Act recognized an essential principle of the dual banking system, 
namely, that in its very nature the States must be left free to set the branch 
pattern. If they forbid branches, national banks may not have them. If they 
permit branches on a restricted basis, national banks respect the restrictions. 
If a State chooses to grant branches to savings and loan associations but to 
refuse them to banks, as some do, national banks follow the State law relating 
to banks not as it relates to savings and loan associations. 

The Federal Home Loan Bank Board has not been following this pattern. It 
has granted a great many branches which a State mutual thrift institution 
similarly situated could not have under the State law or practice. 

If the version of paragraph 6 contained in H. R. 7026 is adopted, it is apparent 
that, in States where the various types of financial institutions have different 
branch powers, one or more of them would be at a disadvantage in relation to 
Federal savings and loan associations because the latter would enjoy the most 
liberal brane h powers possessed by any of the State institutions. 

The law would then say to the States, “Unless you give all your financial 
institutions equal branch powers, they will be subjected to the competition of 
Federal associations with greater powers.” It would substitute the dead level of 
Federal uniformity for each State’s freedom of choice. 

In this country we are united in a great many things, but we also permit a 
great deal of individualism to exist, too. In nothing is this individualism more 
individual among the States than in the matter of branches. A large regard for 
individual variations is the essence of democracy. 

It seems obvious in view of the past actions and future intentions of the 
Federal Home Loan Bank Board that legislation on this subject is needed. 
The national association feels a deep sense of satisfaction, therefore, that such 
legislation is provided in both H. R. 7026 and §S. 1451. For the reasons stated, 
it hopes that the 8. 1451 version will prevail. Federal savings and loan asso- 
ciations are mutual organizations. They should have the same branch powers, 
no more and no less, than the mutual State organizations, savings banks, and 
savings and loan associations. 

Passage of this legislation will prevent further invasion of States rights 
by the Federal Home Loan Bank Board, and, at the same time, will end the 
long-drawn-out controversy over branches of Federal savings and loan associa- 
tions in a manner fair to all concerned. 


Mr. Brown. We will proceed under the 5-minute rule. 

Mr. Kilburn, you may proceed. 

Mr. Kinsurn. Mr. Howell, on page 2 of your statement you talk 
about the changes in the bank-holding-company law. 

Mr. Howetu. Yes, sir. 

Mr. Kitpurn. As I remember, I think that, when we passed the 
Bank Holding Company Act here, it was stated then that the Federal 
Reserve was to have it operate for a year, which would be around this 
May, or something like that, and then, in the light of that year’s 
experience, they would then make ree ommendations for any changes 
they thought necessary. It seems to me a little unintelligent and 
premature to change that law in this law, in view of that arrangement. 

Mr. Howey. Well, of course, that is existing law. There are, how- 
ever, those couple of phases of it which we feel are important, whether 
it is changed in this act, or when you consider that for future revi- 
sion, I suppose, would not be too important, but we do feel strongly 
that the States should have the right to prohibit or limit bank- holding 
companies, and also that the procedure with which State banks have 
to contend should be applied to them. 

Mr. Kinsurn. My point is this bill already contains a great many 
provisions, and it seems to me rather unintelligent to go out and get 
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another basket and carry it into this bill, when you have already pro- 
vision for the Federal Reserve to review the Bank Holding Company 
Act and come up with recommendations, at which time we can con- 
sider changes to that act, instead of putting it in this bill. 

Mr. Howe. Perhaps that would be a more appropriate time and 
place. Yet we do feel strongly and want to get our view before the 
committee. 

Mr. Kizgurn. Well, I mean you could state your views when that 
matter came up, it seems to me. I think it is premature now. I am 
just saying that. 

Mr. Howell is very fair about it. He just said, if I understood 
him correctly, that they have objections to certain features of the 
Bank Holding C ‘ompany Act, but that it probably would be all right 
to wait for that time. 

Mr. Howe tt. Yes, if it is coming up, and will get attention, per- 
haps, that would be a good place. “However, as I say, we wanted to 
get our views before you gentlemen. 

Mr. Kirzpurn. I agree with you and Mr. Lyons on the desirability 
of having national banks given the right to issue preferred stoc k. 
It isn’t hard for the city banks, but, with country banks, it is difficult 
for them, many times, to sell stock. You speak of issue of capital 
notes and debentures. That isn’t in this bill, is it, Mr. Lyons? 

Mr. Lyons. No; it is not in the bill, but we think it might well be 
an addition to this section to permit the issuance of capital debentures 
as well as preferred stock, and not on the emergency basis, because 
there may be circumstances that would make it desirable for the 
additional capital to take that form, rather than either common or 
preferred stock. And in some States, the issuance of capital deben- 
tures is permitted, on a nonemergency basis. 

Mr. Kirsurn. Mr. Kimbrel, in your statement you favor the pro- 
visions of the ‘savings and loan in the Senate bill, is that correct, 

rather than in the Brown bill? 

Mr. Kinperen. Yes, sir. We think that the provision in the Senate 
version has some desirability. 

Mr. Kirgurn. That isall, Mr. Chairman. 

Mr. Brown. Mr. Patman. 

Mr. Parman. Mr. Chairman, I want to cooperate with the chair- 
man, and you have suggested that the statement from the Comptroller 
of the Currency, and enclosures, should be in the record at this point. 
I reserve the right to object. I want to be heard briefly on any reser- 
vation, and I shall not object. 

The Comptroller of the Currency has sent up a statement relating 
to my statement yesterday, in which I pointed out that this provision 
in the bill S. 1451, which would allow certain national banks to sell 
insurance is not in the Code of the United States. 

Now, Mr. Gidney, in answer to that, says that the provision has been 
in the Federal Reserve Act over a period of years. Well, of course, 
that statement doesn’t add anything to our information at all. That 
doesn’t help any. His saying that he thinks that its in the act doesn’t 
make it the law. 

The Comptroller says he has outstanding a current regulation al- 
lowing the banks to sell insurance under the : authority he claims is in 
the law. I have the code here before me, and I have this section 92, 
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which the Comptroller refers to, and why in the world the Comptrol- 
ler would issue regulations under 92, which says that authority has 
been repealed, and repealed 40 years ago, I don’t know. He still in- 
sists that he has issued regulations under a provision that the code 
itself says has been repealed, and repealed in 1918. 

Then he says that there are certain cases which have been referred 
to the courts for interpretation. I have read every one of those deci- 
sions, and not one of those decisions raises a question as to the validity 
of the statute. 

Take, for instance, down in Marshall, Va., there was a case. Of 
course, the statute itself is prima facie evidence, and the court ac- 
cepted the old code, which erroneously carried the provision as prima 
facie evidence as to what the law was. But there was no challenge 
raised. So the court passed on the case, presuming it was the law. 
But that was an old code, which contained this provision erroneously. 

And in that decision the judge made one declaration that should 
be disturbing to this committee. The judge said that under this lan- 
guage which this bill would reenact, there may be insurance agents in 
national banks, notwithstanding any State law to the contrary. So 
if we enact this bill national banks may act as agents for insurance com- 
panies, according to the court in that Marshall, V a., case, this will 
overrule all State laws on the subject, regardless of what State laws 
contain. But fortunately, the judge was interpreting a statute which 
had been repealed in 1918. I say that in none of these cases cited by 
the Comptroller, was any question raised as to whether the old code 
was an accurate interpretation of the statute. Yet the statute shows 
on its face—this statute is from the Banking and Currency Committee 
library—and it shows that title XII, section 92, under which Mr. 
Gidney, the Comptroller of the Currency, has isued regulations, was 
repealed 40 years ago. 

But I don’t object, Mr. Chairman, to the insertion of Mr. Gidney’s 
letter in the record. 

Mr. Brown. It may be inserted. 

Mr. Parman. I want the reservation to file my statement in reply. 

Mr. Brown. Very well. 

(The statement referred to is as follows: ) 


STATEMENT OF HON. WRIGHT PATMAN 


Mr. PATMAN. Mr. Chairman, I find myself in a position where I have to make 
a request which is very painful to make. It is a matter having to do with the 
integrity of this committee and in fact the integrity of the legislative process 
of the Congress of the United States. 

To give you a word of background, let me state this: In the course of this 
committee’s study and consideration of the financial institutions bill (S. 1451). 
I have, from time to time, discovered instances where this bill makes substan- 
tive changes in law which are not pointed out in the committee’s report which 
purports to set before us all of the substantive changes. I have remained silent 
on these discoveries, although they are most unusual. I have, however, tried 
to call the committee’s attention to the fact of specific substantive changes which 
the bill would make, wherever I have discovered such changes. Furthermore I 
had assumed that in the last analysis members of the committee could read the 
comparative print of the bill and discover for themselves what substantive 
changes in law this bill would make. But now comes a discovery which is most 
disturbing. 

I find that the committee’s comparative print of the bill is also unreliable. In 
one instance I have had occasion to refer to the Official United States Code for 
language which the comparative print represents as being in the code, and I 
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find that the language is not there. Furthermore, the code clearly states why 
the language is not there, the reason being that the section of law in question was 
repealed in 1918. In other words, if the committee acted on the information be- 
fore it, it would report on a bill that would enact new law in the belief that we 
are merely recommending minor technical changes in existing law. And the 
misrepresentation would be compounded, because the House would pass new law 
on the representation of this committee that the bill merely recodifies existing 
law. 

I refer specifically to section 45 of title I of the bill. Turning to page 32 of 
the committee’s report titled “Financial Institutions Act of 1957—-Comparative 
Print, Showing Changes in Existing Law Made by S. 1451 as Passed by the 
Senate,” I find that a paragraph of approximately 250 words is set out there 
and represented as appearing in title 12 of the United States Code, section 92. 
But turning to title 12, section 92 of the United States Code I find this statement: 


“CODIFICATION 


“The provisions of this section, which were added to R. 8. Sec. 5203 by Act 
Sept. 7, 1916, ch. 461, 39 Stat. 753, were omitted in the amendment of R. S. 
sec, 5202 by act Apr. 5, 1918, ch. 45, sec. 20, 40 Stat. 512, and therefore this section 
has been omitted from the Code.” 

Furthermore, I find that the report of the Senate Committee on Banking and 
Currency is equally misleading on this subject. Turning to Senate Report 121, 
accompanying S. 1451, I find at page 19 this statement : 


“SECTION 45. ACTING AS INSURANCE AGENT OR BROKER 


“This section continues the provisions of title 12, United States Code, section 92, 
governing the insurance agent and real-estate broker activities of national banks 
in communities of not more than 5,000 inhabitants.” 

Finally, going behind the Senate report, I find that the report of the Advisory 
Committee—the committee of private bankers and private individuals who made 
the first draft of S. 1451—is equally misleading. Turning to page 14 of the 
committee print of that report, I find this statement: 


“45F. NATIONAL BANKS WRITING INSURANCE 


“Under title 12, United States Code, section 92, being paragraph 11 of section 
13 of the Federal Reserve Act, national banks in towns of 5,000 or less may act 
as agent in writing fire, life, or other insurance. Under some State laws, State 
banks in larger communities may do likewise.” 

Yet as I have already indicated, section 92 of title 12 of the United States 
Code shows the law authorizing national banks to act as insurance agents or 
brokers, and to act as agents for the insurance companies in making mortgage 
loans, was repealed by an act of April 5, 1918—specifically Public Law 121—65th 
Congress. 

Certainly the legislation involved here is no small or inconsequential matter 
to the commercial interests affected. It involves a question whether the small- 
town national banks may become insurance agents, selling life insurance, fire 
and casualty insurance, burial insurance, and any other kinds of insurance, in 
competition with the already established insurance agents. It also involves a 
question whether the legislation would provide an effective escape hatch for 
practices of some of the insurance companies which have been found illegal under 
recent interpretations of the Sherman Antitrust Act. This is the practice of 
forcing borrowers from the insurance company to place their insurance ex- 
clusively with the insurance company making the loan. 

Now, Mr. Chairman, in only one instance have I checked the United States 
Code against what the bill and reports before us represent to be in the code. 
Naturally, we must all wonder where, and in what ways there are other mis- 
representations. This bill is 252 pages long. It contains no less than 247 sec- 
tions. It rewrites all of the banking laws of the United States—the National 
Bank Act, the Federal Reserve Act, the Federal Deposit Insurance Act, the 
Federal Home Loan Bank Act, the Federal Savings and Loan Association Act, 
the Federal Savings and Loan Insurance Corporation Act, the Federal Credit 
Union Act—as well as making amendments to miscellaneous other acts. Ob- 
viously each member of this committe cannot do the independent research neces- 
sary to determining for himself in what ways this bill would change existing law. 
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Under this circumstance, Mr. Chairman, the most charitable conclusion I can 
reach is that the committee of private citizens who made the first drafts of the 
bills before us and the first reports explaining what the bills would do have made 
some mistakes, and that the committees of both the Senate and the House and 
their staffs have repeated these mistakes rather than making an independent 
investigation of what the bills before us actually do. My request, therefore, Mr. 
Chairman, is that you take the necessary steps to see that the committee obtains 
a new comparative print of the bills, the accuracy of which the chairman can 
be sure of. I hardly need point out that since the committee is not prepared to 
interrogate the witnesses, the hearings on these bills should be stopped until 
such time as we have a print of the bills in which we can have confidence. 


THE LIBRARY OF CONGRESS, 
LEGISLATIVE REFERENCE SERVICE, 
Washington, D. C., January 17, 1958. 
To: Hon. Wright Patman. 
From: American Law Division. 
Subject: National banks acting as insurance agents, 

H. R. 7026, introduced by Representative Brown of Georgia, is now before the 
Committee on Banking and Currency. Title I is a restatement of the National 
Bank Act. Section 45 provides that national banks in towns of not over 5,000 
population may, under regulations of the Comptroller of the Currency, act as 
agents for fire, life, or other insurance companies duly authorized to do business 
in the State, and may also act as brokers in making or procuring real-estate loans 
on real estate located within a radius of 100 miles from the bank. 

A companion bill, S. 1451, passed the Senate on March 21, 1957, and is also 
before the House Banking Committee. The Senate report on that bill (S. Rept. 
121, 85th Cong.) says of section 45 simply : 

“This section continues the provisions of title 12, United States Code, section 92, 
governing the insurance agent and real-estate broker activities of national banks 
in communities of not more than 5,000 inhabitants.” 

Some question has been raised on this point; the present memorandum is an 
attempt, under a very short deadline, to state the pertinent facts. 

Section 45 of the bills is taken from an act of September 7, 1916 (39 Stat. 753). 
The paragraph was carried in United States Code, title 12, section 92, until 1952, 
when the following note was inserted at that point: 

“The provisions of this section, which were added to R. S. § 5202 by act 
Sept. 7, 1916, ch. 461, 39 Stat. 753, were omitted in the amendment of R. S. 
§ 5202 by act Apr. 5, 1918, ch. 45 § 20, 40 Stat. 512, and therefore this section 
has been omitted from the Code. R. 8S. § 5202, as amended, is set out as section 
82 of this title.” 

To go back to 1916: 

The act in question was entitled ”’An act to amend * * * The Federal Reserve 
Act * * *.” Its 4% pages are not broken up into sections, but amendments are 
introduced by a plain statement, followed by the amendment in quotes. 

Thus, the first few lines run as follows: 

Be it enacted * * * That the Act entitled “Federal Reserve Act” approved 
December 23, 1913, be, and is hereby, amended as follows: 

At the end of section eleven insert a new clause as follows: 

“(M) * * 9” 

That section thirteen be and is hereby amended to read as follows: 

“Any Fed. reserve bank. * * * 

* * *” 

Then on page 753 [not in quotes]— 

Section fifty two hundred and two of the Revised Statutes of the U. S. is 
hereby amended so as to read as follows: “No national banking association shall 
at any time be indebted * * * except on account of demands of the nature 
following: 

“Firat * * * 

“Fifth * * * 

s**t * 

“The discount and rediscount * * * of any bills receivable * * * shall be 

subject to such restrictions * * * as may be imposed by the Fed. Res. Bd. 
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“That in addition to the powers now vested in national banking associa- 
tion * * * any such association located and doing business in any place the 
population of which does not exceed 5,000 * * * [the item now in question] 

“Any member bank may accept drafts * * * drawn * * * by banks or 
bankers in foreign countries * * *” 

Thus, the act as printed appears to include in the amended section, Revised 
Statutes section 5202, three paragraphs which seem to be affirmative regulations 
which substantively have no relation to the original subject of section 5202. Of 
these three paragraphs, the first—as to discounts by Reserve banks—is carried in 
the United States Code (title 12, sec. 361) without question. The second—the one 
here involved—is omitted from title 12, section 92, as already noted. The 
third—as to acceptance of foreign paper—is omitted from title 12, section 373, 
with the same explanation as under section 92. It is noted that the same reason 
which prompted omission of sections 92 and 378 obtains with respect to section 
361, viz: the amendment of Revised Statutes section 5202 by the act of 1918 
merely added a subparagraph sixth, and stopped there. By ordinary rules of 
construction, an amendment of one provision “to read as follows” strikes down 
that provision in toto, and substitutes the new language. No reason is seen for 
the different handling of these three paragraphs in the present case. The first 
paragraph must have been under scrutiny, for the code (title 12, sec. 361) has 
taken account of an act of 1935 changing the name of Federal Reserve Board. 

So far, discussion has been on the basis of the punctuation of 39th United 
States Statutes at Large, page 753. Going back of the act, we find that the 
conference committee (on H. R. 1339, 64th Cong.) brought in a new bill “in lieu 
of the matter proposed.” There was no explanation of the amendment of 
Revised Statutes section 5202. The draft reported did not bother with quotation 
marks; thus it would not be too clear from the text that the amendment of 
Revised Statutes section 5202 goes beyond subparagraph fifth. It might be 
argued that the three following paragraphs are merely intended as a part of 
section 13 of the Federal Reserve Act, which also is being “amended to read as 
follows.” 

It is noted, further, that the act of 1918 which amended Revised Statutes 
section 5202 and (apparently) omitted three paragraphs following the enumera- 
tion of allowable classes of indebtedness of national banks, was the War Finance 
Corporation Act, and the sure amendment to Revised Statutes section 5202 was 
to add a sixth class of liabilities. The essential purpose was (1) the extension 
of essential credits, and (2) the prevention of the use of new capital in unneces- 
sary activities during the period of the war. From the hasty examination we 
have been able to make, the amendment of Revised Statutes section 5202 does 
not appear to have been specifically discussed or questioned. 

It is noted that the doubt as to the status of the provision in question is 
raised by the United States Code, after it had carried it without question up to 
1952. Title 12 is at present prima facie evidence only, not having been enacted 
as law. 

As a practical matter, it may be noted that the agencies concerned have ap- 
parently considered the provisions as law in force, right from the start. For 
example, the Federal Reserve Board issued a reprint of the “Reserve Act as 
amended in 1935,” in whieh the provision appears as section 13, paragraph 11— 
with source note indicating that it was added by the act of 1916. Again in 1937, 
the Digest of Rulings of the Board of Governors, Federal Reserve System, refers 
to the act of 1916 as presently authorizing the practice of national banks acting 
as insurance agents. 

A compilation of Federal laws affecting national banks, issued by the Comp- 
troller of the Currency in 1950, in its paragraph No. 1350 lists the provision 
as Federal Reserve Act (sec. 13, U. S. C. 12: 92). 

This official recognition is apparently confirmed by text writers. For example, 
American Banking Practice published in 1921 while the matter was still almost 
contemporaneous, speaks of the practice (of banks acting as insurance agents) 
as authorized by the National Bank Act, under rules and regulations of the 
Federal Reserve Board. 

The provision has been passed upon by both State and Federal courts. For 
example: 

In 1938, the Supreme Court of Appeals of Virginia in the case of Marshall 
National Bank and Trust Co. v. Corder (194 8S. E. 734) stated: 

“T1] It has been suggested that a national bank has no authority to act as 
an agent or broker for an insurance company, nor to authorize any Official or 
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employee to do so, because such act would be ultra vires and void. This ques- 
tion cannot arise here because national banking associations organized under 
the laws of the United States and doing business in a place the population of 
which does not exceed 5,000 inhabitants are expressly granted such power. See 
title 12 U. S. C. $92, 12 U. S. C. A. $92 (Federal Reserve Act, § 13).” 

In 1939 the Federal Circuit Court of Appeals, Sixth Circuit in the case of 
Genessee Trustee Corp. v. Smith (102 Fed. 2d 125), construed the first proviso 
of United States Code, title 12, section 92, as indicating the current policy of 
Congress to prohibit national banks from guaranteeing notes secured by real- 
estate mortgages “in any case whatever” whether acting as broker or agent, 
or not. 

WILFRED C. GILBERT, 
American Law Division. 


Memorandum to: Hon. Brent Spence. 
From: Robert L. Cardon, clerk and general counsel. 
Subject: Have paragraphs 10, 11, and 12 of section 13 of the Federal Reserve 
Act been repealed? 
INTRODUCTION 


In a 1916 act amending the Federal Reserve Act, a mistake in punctuation was 
made. It involves two quotation marks. For reasons explained more fully 
below, if these quotation marks are taken literally, Congress in 1918 repealed 
three provisions of law without indicating any intent to do so. This poses the 
question whether these quotation marks must.be taken literally. I think not. 
In my opinion other factors counterbalance the mechanical error, indicating a 
conclusion more in keeping with the evident intent of Congress. The 3 provi- 
sions are still in effect, notwithstanding the fact that 2 of them have been 
omitted from the most recent edition of the United States Code. 

Section 20 of the 1918 act rewrote section 5202 of the Revised Statutes. These 
three provisions were not included in section 5202 as rewritten in 1918. There- 
fore, if the provisions were in section 5202 immediately before the 1918 act, their 
omission in 1918 means they were repealed. The quotation marks in the 1916 
act indicate this result, but other evidence indicates that the provisions are part 
of section 13 of the Federal Reserve Act, and not part of section 5202 of the 
Revised Statutes. In that event, the 1918 amendment of section 5202 did not 
repeal them. 


HISTORY OF THE STATUTORY PROVISIONS AND THEIR TREATMENT IN THE UNITED 
STATES CODE 


The provisions of law in question have long been considered to be paragraphs 
10, 11, and 12 of section 13 of the Federal Reserve Act. For convenience, they 
are referred to in that fashion in this memorandum, and they are so identified 
in marginal notes in the attached committee print, which sets forth exact dupli- 
cates (punctuation, mistakes, and all) of the original section 13 and the entire 
1916 and 1918 acts as shown in the Statutes at Large; the only change is to 
add the identifying marginal notes. 

Paragraph 10 deals with regulation by the Federal Reserve Board of discounts, 
purchases, and sales of bills and acceptances by Federal Reserve banks. 

Paragraph 11 deals with national banks’ power to act as insurance agents or 
real estate loan brokers in small towns. 

Paragraph 12 deals with member banks’ acceptances to create dollar exchange. 

Section 13 of the Federal Reserve Act as originally enacted in 1913 consisted 
of several unnumbered paragraphs. (See attached print, p.1.) The next to the 
last paragraph (identified as “par. 9” in the marginal notes of the committee 
print) amended section 5202 of the Revised Statutes. The last paragraph 
(identified as “par. 10” in the marginal notes) was new law (part of sec. 13), not 
an amendment of section 5202. 

Public Law 270 of the 64th Congress in 1916 (p. 2 of the attached print) 
made a number of amendments to the Federal Reserve Act, one being to amend 
section 13 of the Federal Reserve Act “to read as follows”; that is, it rewrote 
section 13, setting it forth in its entirety, and making a number of ch«nges. 
Paragraph 10 was changed slightly, and paragraphs 11 and 12 were added. 
In punctuating the rewritten section 13, two quotation marks were misplaced. 
These quotation marks, considered by themselves, indicate that the 1916 act 
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shifted paragraph 10 from section 13 of the Federal Reserve Act to section 
5202 of the Revised Statutes and added the new paragraphs 11 and 12, not to the 
Federal Reserve Act, but to section 5202. 

In 1918, the War Finance Corporation Act was enacted. The corporation 
it established was an instrumentality to assist in financing our war effort in 
World War I. Section 20 of this act amended section 5202 of the Revised Stat- 
utes (which deals with debt limits on national banks) to exempt from the debt 
limit “liabilities incurred under the provisions of the War Finance Corpora- 
tion Act.” This was done by amending section 5202 “to read as follows,” adding 
the new exemption at the end of the previous list of five exemptions (see sec. 20, 
p. 14 of the attached print). The provisions I have referred to as paragraphs 
10, 11, and 12 of the Federal Reserve Act were not included in section 5202 
as rewritten by the War Finance Corporation Act. If the long-standing assump- 
tion that they were part of the Federal Reserve Act is correct, there was no 
reason to include them in the 1918 revision of section 5202. If, however, 
they were part of section 5202 and were omitted in the revision they were 
repealed. 

Treatment of the three paragraphs in the United States Code has varied. 
The first 5 editions (1926, 1928, 1934, 1940, and 1946) showed all 3 paragraphs 
as in effect. The current (1952) edition shows paragraph 10 as in effect (12 
U. S. C. 361), but paragraphs 11 and 12 have been omitted, with a note treat- 
ing them as having been part of section 5202 until the 1918 amendment (12 
UD. S. C. 92, 373). 


EFFECT OF TREATMENT IN UNITED STATES CODE 
, 


There is an important difference between the United States Code and acts of 
Congress. Only a few of the titles in the United States Code have actually 
been enacted into positive law. The rest of the code is a compilation of the 
acts of Congress. These acts of Congress are printed in the Statutes at Large, 
which are “legal evidence” of what the law is (1 U. 8. C. 112). 

It is often difficult, and occasionally bewildering, to look up the law in the 
Statutes at Large. When you find the act you want in the Statutes at Large, 
there is no indication whether it has been changed by a later act. The act itself 
frequenly amends other acts, in other volumes of the Statutes at Large. You 
may have to look at a dozen or more volumes before you can be sure you know 
the current text of a particular statute. 

The United States Code greatly simplifies this task. It shows the current 
texts of the general and permanent laws of the United States, with references 
to the Statutes at Large. 

The acts of Congress that fill 70 volumes of the Statutes at Large have been 
codified in 6 volumes of the 1952 edition of the United States Code (with 3 sup- 
plements covering laws enacted in the 83d and 84th Congs.). In this great 
work mistakes are bound to be made, particularly in dealing with statutes as con- 
fusingly drafted as the early banking laws. Any way you look at it, a mistake 
was made in showing these three paragraphs in the code. If they are not 
law, two mistakes were made: The code was wrong in carrying them as law 
until 1952 and it is wrong in showing paragraph 10 as law today. If they are 
still law, one mistake was made by omitting paragraphs 11 and 12 from the 1952 
edition. The current edition of the code cannot be right about all three para- 
graphs. The only way to reach the conclusion that they are repealed is to deduce 
from the punctuation of the 1916 act that they were placed in section 5202 of the 
Revised Statutes. All three paragraphs lie within the same set of quotation 
marks (see pp. 5 and 6 of the attached print). There is no way to conclude 
that paragraph 10 was retained in the Federal Reserve Act while paragraphs 
11 and 12 were added to section 5202. 

Because of its confidence in the codifiers, Congress has decreed that the United 
States Code may be used in Federal courts to prove what the law is. But because 
mistakes will happen, those tiles of the United States Code which are compila- 
tions and have not actually been enacted by the Congress (and this includes 
title 12, where the banking laws are shown) are only prima facie evidence of 
the law (1 U. S. C. 204 (a)). That means the code will be accepted as proof 
unless it conflicts with the provisions as shown in the Statutes at Large, which 
are legal evidence of the law. To determine whether there is such a conflict, 
the actual statutes involved must be examined, as well as other indications of 
what Congress meant to do in enacting them. To my mind, there is ample evi- 
dence, within the 4 corners of the statutes as well as outside them, to contradict 
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and overcome the fact that 2 of 3 paragraphs have been omitted from the code. 
Because the analysis of the actual text of the statutes is highly technical, I have 
placed it toward the end of this memorandum. First, some more general con- 
siderations will be discussed. 


THE INTENT OF CONGRESS 


One of the great blessings we enjoy in this country is a system of law that gives 
the courts enough leeway, most of the time, to do what they think is the right 
thing. In construing statutes their approach is not mechanical, but is directed 
toward discovering and carrying out the will of Congress. In 1916, Congress 
authoried national banks to sell insurance in small towns. They are now doing 
so in at least 22 States and in some years have done so in 42 States. In view 
of the adverse effects on existing rights of policyholders, banks, and others, a 
court would be reluctant to find that Congress repealed this legislation in 1918. 
There is a strong presumption against repeals of this sort; the legislative intent 
to repeal a statute must be clearly manifest. This principle has been followed 
in many decisions of the Supreme Court, among them being a decision involving 
this same 1916 act, Posadas v. National City Bank (296 U. S. 497 (1935)). So 
it is important to look at the legislative history of the 1918 act to see if Congress 
really meant to repeal paragraphs 10, 11, and 12. 

The 1918 act (the War Finance Corporation Act) started as H. R. 9499 and 
was referred to the Ways and Means Committee. The committee proposed 
numerous amendments to that bill and on March 9, 1918, Mr. Kitchin, chairman 
of the committee, introduced a clean bill, H. R. 10608, which was reported by 
the committee. As reported, the bill did not contain the provision amending 
section 5202 of the Revised Statutes. Hence there is no discussion of it in the 
House committee report. 

The bill authorized the War Finance Corporation to make advances to banks 
that were extending credit to firms engaged in the war effort. But this provi- 
sion would not work satisfactorily unless advances made under it to national 
banks were exempted from the limit on national bank borrowings fixed by sec- 
tion 5202 of the Revised Statutes. An amendment for this purpose was offered 
by Congressman Phelan of Massachusetts on March 20, 1918. The brief debate 
on this amendment shows that this was the only purpose. The only explana- 
tion of the amendment was made by Chairman Kitchin, who explained it as 
follows (Congressional Record, vol. 56, p. 3804) : 

“T have examined that pretty thoroughly, and I think it ought to go in, I 
will say to the gentleman from Ohio.” 

cs * . * 2 * * 


“If we do not put in this provision, and make the change in the law whicn 
this amendment makes, it will tie the hands of the national banks from helping 
these corporations.” 

Note that the chairman of the committee handling the legislation on the floor 
referred to the change in the singular. If the intent was to make three other 
changes, too, it is inconceivable that the chairman of the committee would tell 
the House that only one change was involved. 

The amendment was adopted and the bill was passed. After passage, Con- 
gressman Glass of Virginia on the floor of the House raised a question about 
instructing House conferees to insist on retention of another provision in the 
bill relating to the Federal Reserve Act. He said nothing about the Phelan 
amendment. If Congressman Glass, who was then chairman of the House Bank- 
ing and Currency Committee, had thought the Phelan amendment would make 
three other changes in the banking laws presumably he would have said some- 
thing about it. 

The House-passed bill was laid on the table and its provisions inserted in 
§. 3714 by striking all after the enacting clause of the Senate-passed bill. As 
the provision in question was not in the Senate bill there was no discussion of 
it in the Senate report. However, the provision was included in the confer- 
ence report (H. Rept. 448, 65th Cong., 2d sess.) with this explanation in the 
statement of managers on the part of the House: 

“Section 20. Indebtedness of a national banking association.—This section 
provides that section 5202 of the Revised Statutes of the United States relating 
to the indebtedness of a national banking association shall not apply in he case 
of any liability incurred by such association under the provisions of the War 
Finance Corporation Act. This provision does not appear in the Senate bill. 


The conferees adopt the House section.” 
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The statement of managers on the part of the House was signed by the five 
House conferees. Would those five Members of the House have signed a state- 
ment explaining this provision of the bill in this fashion if they intended it to do 
anything more than the one thing which they said it would do? 

This provision was not mentioned in the debate on the conference report in 
the Senate or the House. The legislative record is, therefore, clear that there 
was no intent that this provision repeal paragraphs 10, 11, and 12. 

Even if Congress meant to repeal paragraph 11 without saying anything about 
it, it still seems strange that Congress would permit the Comptroller of the 
Currency to ignore its action. In his 1918 report to Congress, the Comptroller 
indicated his understanding that the 1918 act affected only the debt limit on 
national banks. In the same report he indicated that earnings of national banks 
from insurance sales and real estate brokerage had trebled over 1917, and that 
the number of States where national banks did this business had increased from 
10 to 42. The Comptroller regularly reported such earnings to Congress until 
the 1933 report, when it was discontinued. For example, in the 1928 report (10 
years after the alleged repeal) earnings were reported as $999,000 and 33 States 
were involved. If Congress meant to put a stop to the practice, why was this 
allowed to happen? It seems much more reasonable to conclude that in passing 
the 1918 act, Congress had its mind on financing the war effort, not on stopping 
national banks from selling insurance. 


LONG-STANDING USAGE 


Any challenge of the validity of these provisions must face the fact that 
throughout the 39 years that have elapsed since their alleged repeal, the admin- 
istrative agencies involved have interpreted them as being in effect. This posi- 
tion was first taken in President Wilson’s administration, and has remained 
unchanged under Presidents Harding, Coolidge, Hoover, Roosevelt, Truman, and 
Eisenhower. In this period there have been repeated changes in the office of 
the Comptroller of the Currency and the membership of the Federal Reserve 
Board. There have been at least two major revisions of the banking laws, but 
no action by Congress to change this interpretation. The influence which this 
circumstance would have on a court is indicated by the following excerpt from 
Costanzo v. Tillinghast (287 U. 8S. 341 (1932)), which involved an administra- 
tive interpretation of the deportation law: 

“The administrative interpretation, as evidenced by the applicable Rules of 
the Bureau of Immigration adopted in 1917 and carried forward in later regula- 
tions, has been uniform. * * * The failure of Congress to alter or amend the 
section, notwithstanding this consistent construction by the department charged 
with its enforcement, creates a presumption in favor of the administrative in- 
terpretation, to which we should give great weight, even if we doubted the 
correctness of the ruling of the Department of Labor. (Faiweus Machine Co. v. 
United States, 282 U. S. 875, 378; McCaughn v. Hershey Chocolate Co., 283 
U. S. 488, 492.)” 

The administrative regulation and interpretation involved in the Costanzo 
case was barely 10 years old when the case was first. instituted in the trial 
court (D. Mass., 1927), whereas the one with which we are concerned has stood 
for 39 years. 

EFFECT OF PUNCTUATION 


3ecause the argument that these paragraphs are repealed rests on two quota- 
tion marks in the 1916 act, it becomes important to inquire into what weight a 
court might give to this evidence. In construing an Illinois statute, the United 
States Supreme Court, speaking through Justice Harlan, laid down the rule 
as follows: 

“Punctuation is no part of the statute. Lord Kenyon, C. J., in Doe v. Martin 
(4 T. R. 65), said that courts in construing acts of parliament or deeds should 
read them with such stops as will give effect to the whole. [Citations omitted] ; 
Hamilton v. Steamer R. B. Hamilton (16 Ohio St. 428). In the last case it was 
said: ‘But for the punctuation, as it stands, there could be little doubt but that 
this was the meaning of the legislature. Courts will, however, in the construc- 
tion of statutes, for the purpose of arriving at the meaning and intention of the 
lawmakers, disregard the punctuation, or repunctuate, if need be, to render the 
true meaning of the statute.’” (Hammock vy. Loan and Trust Co., 105 U. S. 
77 (1881).) 
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The case of State v. Banfield (43 Ore. 287, 72 P. 1093 (1903)) involved the 
placement of quotation marks in the title and first section of an Oregon statute 
of 1903 in a way that cast doubt on whether the 1903 statute amended a 1901 
statute, or an eariler statute that had in turn been amended by the 1901 statute. 
With regard to the use of quotation marks in a statute, the court stated: 

“Quotation marks are marks of punctuation (Webster’s International Dic- 
tionary), and the punctuation of an act or its title is not controlling in con- 
struing it for the purpose of ascertaining its real meaning. Says Mr. Justice 
Harlan, in Hammock v. Loan and Trust Co. (105 U. 8. 77, 84, 26 L. Ed. 1111), 
‘punctuation is no part of the statute,’ and this court, in treating of the subject, 
has declared the rule to be that ‘courts will, in the construction of statutes, for 
the purpose of arriving at the real meaning and intention of the lawmakers, 
disregard the punctuation, or repunctuate, if need be, to render clear the true 
meaning of the statute’ * * * Commonwealth v. Taylor et al. (159 Pa. 451, 
28 Atl. 348), is a case of much similarity to the one at bar, involving the inap- 
propriate use of the quotation marks, wherein the latter of subquotation marks 
was treated as if set back to the end of a preceding clause in the title, the 
sense being otherwise clear and perspicuous. So it is with the title of the pres- 
ent act. The meaning is clear, and we have only to readjust the quotation marks 
to relieve it of all confusion or doubt.” 

In a very recent Federal court decision, Haskell v. United States (241 F. 2d 
790 (C. A. 10th 1957)), the court of appeals, in citing a long line of Federal 
authorities, reiterates the general principle that: 

“Punctuation is one factor to be accorded appropriate consideration in the 
interpretation of an obscure or doubtful statute, but it is not always control- 
ling; and if necessary in order to arrive at the legislative intent, a court will 
disregard punctuation. (Hammock v. Loan & Trust Co., 105 U. 8. 77, 26 L. Ed. 
1111; United States v. Lacher, 134 U. 8S. 624, 10 8S. Ct. 625, 33 L. Ed. 1080: Ford 
v. Delta & Pine Land Co., 164 U. 8. 662, 17 8S. Ct. 230, 41 L. Ed. 590; Stephens v. 
Cherokee Nation, 174 U. 8S. 445, 19 S. Ct. 722, 48 L. Ed 1041; Barrett v. Van Pelt, 
268 U. S. 85, 45 S. Ct. 487, 69 L. Ed. 857: United States v. Shreveport Grain & 
Blevator Co., 287 U. 8S. 77, 53 8S. Ct. 42, 77 L. Ed. 175; Costanzo v. Tillinghast, 
287 U. S. 341, 53 S. Ct. 152, 77 L. Ed. 350; Chicago, M. & St. P. R. Co. v. Voelker, 
8 Cir., 129 F. 522, 70 L. R. A. 264; Egyptian Supply Co. v. Boyd, 6 Cir., 117 
F. 2d 608.)” 


COURT DECISIONS TREATING PROVISIONS AS IN FORCE 


The United States Code Annotated reveals no decisions passing on the valid- 
ity of paragraph 10 or 12. There are, however, several decisions that treat 
paragraph 11 as still in effect. One of these is Marshall National Bank & Trust 
Co. v. Corder (169 Va, 606, 194 S. E. 734 (1938) ), decided by the Supreme Court 
of Appeals of Virginia. In that case an illiterate dairy worker bought insurance 
on his house through the defendant bank. The house burned, and he found he 
had only $1,000 insurance coverage. He sued the bank, alleging that the bank, 
through its cashier, had contracted to provide adequate coverage and had failed 
to do so. He was awarded a judgment for $2,000, which was affirmed on 
appeal. The court said in part: 

“It has been suggested that a national bank has no authority to act as an 
agent or broker for an insurance company, nor to authorize any official or 
employee to do so, because such act would be ultra vires and void. This ques- 
tion cannot arise here because national banking associations organized under the 
laws of the United States and doing business in a place the population of which 
does not exceed 5,000 inhabitants is expressly granted such power. (See title 
12 U.S. C. § 92, 12 U. S. C. A. § 92 (Federal Reserve Act, § 13).)”’ 

It has been suggested that this decision and others (such as Genessee Trustee 
Corporation v. Smith, 102 F. 2d 125 (C. A. 6th, 1989) ; Greene v. First National 
Bank of Thief River Falls, 172 Minn. 310, 215 N. W. 213 (1927): Washington 
Agency v. Forbes, 309 Mich. 683, 16 N. W. 2d 121 (1944) treating paragraph 11 
as in effect should be disregarded because they were handed down before the 
1952 edition of the United States Code. Nevertheless, the same facts which led 
the codifiers to drop paragraphs 11 and 12 from that edition were available to 
counsel and court in these cases, One way to look at this is that counsel and 
court in these cases were relying blindly on the United States Code without 
checking the actual statutes. It is, of course, a matter of conjecture whether 
the lawyers and judges in these top appellate courts were more diligent than 
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that. At least the Marshall opinion cites the statute (Federal Reserve Act) 
as well as the code, and the Greene opinion cites the statute without citing the 
eode, probably because the code was published less than 1 year before the 
opinion was handed down. In the 8 plus years which elapsed between the 1918 
act and the publication of the 1926 edition of the United States Code, there was 
no code to rely on. Lawyers had to rely on the Statutes at Large in those days. 
At any rate, whatever arguments may have been advanced or rejected in reaching 
the decisions, several court decisions treat paragraph 11 as in force; no decision 
has been discovered to the contrary. 


THE TEXT OF THE STATUTES INVOLVED 


I have said there was a mistake in punctuating the 1916 act. In the con- 
ference report on the act (S. Doc. 533, 64th Cong., Ist sess.), the text agreed to 
by the conferees did not have the quotation marks that are causing all the trouble. 
They were evidently added in enrolling the bill, after the conference report had 
been agreed to. So they were not agreed to by the conferees or the House or 
the Senate. They should not have been in the law. However, since the Statutes 
at Large are legal evidence of the text of the law, we must take the act as it 
appears there. 

It may be argued that there is no leeway here to consider the intent of Con- 
gress. Congress makes its share of mistakes, and sometimes a statute plainly 
says “Yes” although everyone knows it was meant to say ‘No’. In such a 
ease, a court must take the statute literally, and cannot take the intent of 
Congress into account. So we must examine the 1916 act and section 13 of the 
original Federal Reserve Act to see whether that is true here. We must see 
whether the quotation marks in the 1916 act establish beyond any doubt that 
the act put paragraphs 10, 11, and 12 into section 5202 of the Revised Statutes, 
or whether there is other evidence indicating that it left paragraph 10 in section 
13 of the Federal Reserve Act, and also put paragraphs 11 and 12 there. To 
follow this technical discussion, please refer to the attached committee print. 

You will notice that in the original section 13, paragraph 9 amended section 
5202 of the Revised Statutes without bothering to use quotation marks (p. 2 
of print). The first question to decide, then, is where the quotation would 
have been closed if quotation marks had been used. I think it is obvious that 
the quotation would have been closed at the end of the fifth exemption. Section 
5202 had always dealt with the debt limit on national banks; no reason is seen 
for adding to it the Federal Reserve matters covered in paragraph 10. Also, in 
the fifth exemption, which obviously was intended to be part of section 5202, 
the Federal Reserve Act is referred to in just those terms (‘‘the Federal Reserve 
Act’), whereas in paragraph 10 the Federal Reserve Act is referred to as 
“this Act.” The conclusion is inescapable that paragraph 10 was not meant 
to be included in section 5202. If it were part of section 5202, the reference 
to “this Act” would be meaningless. This view is shared by the current editions 
of the United States Code. (See note, 12 U.S. C. 361.) 

Turning now to the 1916 act, we see that a quotation mark is placed at the end 
of the line immediately preceding paragraph 9, and another quotation mark is 
placed after the colon in the second line of paragraph 9 (see p. 4 of the committee 
print). If these quotation marks are taken literally, the act removed paragraphs 
9 and 10 from the Federal Reserve Act, and added the new paragraphs 11 and 
12 to section 5202 of the Revised Statutes. I think a more reasonable interpre- 
tation is that the quotation marks were erroneously placed. The correct punc- 
tuation would have been to strike out the quotation mark at the end of the 
line preceding paragraph 9, and to move the quotation mark in the second line 
of paragraph 9 up to the beginning of the paragraph. That is the way the bill 
reported by the Senate Banking and Currency Committee was punctuated, ac- 
cording to the Congressional Record (vol. 53, p. 10998). These two changes 
in punctuation would have carried out the intent shown on the face of the act 
itself; an intent to keep paragraph 10 in section 13 of the Federal Reserve Act, 
not to move it to section 5202, and an intent to add paragraphs 11 and 12 to 
section 13, not section 5202. 

There are four indications of this intent on the face of the act itself. First, 
the title says it is an act to amend certain sections of the Federal Reserve Act 
(no mention of amending sec. 5202 of the Revised Statutes). Contrast this with 
the titles of other acts of the time where Congress meant to amend both the 
Federal Reserve Act and’ the Revised Statutes. In those cases, the title said 
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so. Public Law 218, 65th Congress, was entitled “An act to amend and reenact 
sections 4, 11, 16, 19, and 22 of the act approved December 23, 1913, and known 
as the Federal Reserve Act, and sections 5208 and 5209, Revised Statutes.” 
Public Law 329, 65th Congress, was entitled “An act to amend sections 7, 10, and 
11 of the Federal Reserve Act, and section 5172, Revised Statutes of the United 
States.” 

Second, the text of the act begins with the introductory statement “That the 
act entitled ‘Federal Reserve Act,’ approved December 23, 1913, be, and is hereby, 
amended as follows:”. I take it this applies to the entire act, and negates any 
intent to shift provisions of the Federal Reserve Act to the Revised Statutes or 
add any provisions to the Revised Statutes. 

Third, not a single change was made in the text of paragraph 9. The only 
reason for including it was that it was in the original section 13, and the entire 
section 13 was being reenacted, with changes in other parts of the section. 

Fourth, in every case where there was a clear intent to rewrite a provision, 
the same style was used. The invariable formula was: “That (section so-and-so) 
be, and is hereby, amended to read as follows: * * *” But in paragraph 9 this 
style is not used; instead, the exact language of the paragraph as it appeared 
in the original section 13 is repeated. 

For these reasons, I think the conclusion is inescapable that the quotation 
marks are misplaced in the 1916 act, and there is ample evidence on the face of 
the act itself to conclude that it left paragraph 10 as a part of section 13 of the 
Federal Reserve Act, and added paragraphs 11 and 12 to section 13 of the Federal 
Reserve Act, not to section 5202 of the Revised Statutes. It follows that there 
was no reason to include these paragraphs in the revision of section 5202 in the 
1918 act, and the 1918 act did not repeal them. 


SUMMARY 


-aragraphs 10, 11, and 12 of section 13 of the Federal Reserve Act are still 
in effect. This has been questioned because of the placing of two quotation 
marks in the 1916 act, plus the fact that paragraphs 11 and 12 are omitted from 
the current edition of the United States Code. In my opinion, any doubts on that 
score should be set at rest by the following considerations: (1) the United 
States Code is only prima facie evidence of the law; (2) several court decisions 
have treated paragraph 11 as in effect and none have reached the opposite result; 
(3) any argument in court now that these provisions were repealed in 1918 
would have to overcome a number of strong presumptions in favor of their 
validity ; (4) a court is not likely to find these provisions were repealed on the 
basis of punctuation, where there is indication to the contrary on the face of the 
statutes involved ; and (5) most important of all, a decision that these provisions 
have been repealed would be contrary to the evident intent of Congress. 








STATUTES AFFECTING POWERS OF NATIONAL BANKS 
AS INSUI er Ee AGENT S, AND CERTAIN RELATED 
PROVISIO 


[PusLtic—No. 43—63p ConGRrgss.] 
{[H. R. 7837.] 


An Act To prov ide for the establishment of Federal reserve banks, 
to furnish an elastic currency, to afford means of rediscounting commercial paper, 
to establish a more effective supe rvision of banking in the United States, and for 


other purposes. 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the short title of this 
Act shall be the ‘“‘Federal Reserve Act.”’ 


* * * * * * 
POWERS OF FEDERAL RESERVE BANKS, 


Sec. 13. Any Federal reserve bank may receive from any of its 
member banks, and from the United States, deposits of current funds 
in lawful money, national-bank notes, Federal reserve notes, or 
checks and drafts upon solvent member banks, payable upon presen- 
tation; or, solely for exchange purposes, may receive from other 
Federal reserve banks de posits of current funds in lawful money, 
national-bank notes, or checks and drafts upon solvent member or 
other Federal reserve banks, payable upon presentation. 

Upon the indorsement of any of its member banks, with a waiver of 
demand, notice and protest by such bank, any Federal reserve bank 
may discount notes, drafts, and bills of exchange arising out of actual 
commercial transactions; that is, notes, drafts, and bills of exchange 
issued or drawn for agricultural, industrial, or commercial purposes, 
or the proceeds of which have been used, or are to be used, for such 
purposes, the Federal Reserve Board to have the right to determine 
or define the character of the paper thus eligible for discount, within 
the meaning of this Act. Nothing in this Act contained shall be 
construed to prohibit such notes, drafts, and bills of exchange, secured 
by staple agricultural products, or other goods, wares, or merchandise 
from being eligible = such discount; but such definition shall not 
include notes, drafts, or bills covering merely investments or issued 
or drawn for the cetaade of carrying or trading in stocks, bonds, or 
other investment securities, except bonds and notes of the Govern- 
ment of the United States. Notes, drafts, and bills admitted to dis- 
count under the terms of this paragraph must have a maturity at 
the time of discount of not more than ninety days: Provided, That 
notes, drafts, and bills drawn or issued for agricultural purposes or 
based on live stock and having a maturity not exceeding six months 
may be discounted in an amount to be limited to a percentage of the 
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capital of the Federal reserve bank, to be ascertained and fixed by the 
Federal Reserve Board. 

Any Federal reserve bank may discount acceptances which are 
based on the importation or exportation of goods and which have 
a maturity at time of discount of not more than three months, and 
indorsed by at least one member bank. The amount of acce ptances 
so discounted shall at no time exceed one-half the paid-up capital stock 
and surplus of the bank for which the rediscounts are made. 

The aggregate of such notes and bills bearing the signature or in- 
dorsement of any one person, company, firm, or corporation redis- 
counted for any one bank shall at no time exceed ten per centum of the 
unimpaired capital and surplus of said bank; but this restriction shall 
not apply to the discount of bills of exchange drawn in good faith 
against actually existing values. 

Any member bank may accept drafts or bills of exchange drawn 
upon it and growing out of transactions involving the importation 
or exportation of goods having not more than six months sight to 
run; but no bank shall accept such bills to an amount equal at any 
time in the aggregate to more than one-half its paid-up capital stock 
and surplus. 

Section fifty-two hundred and two of the Revised Statutes of the 
United States is hereby amended so as to read as follows: No national 
banking association shall at any time be indebted, or in any way 
liable, to an amount exceeding the amount of its capital stock at such 
time actually paid in and remaining undiminished by losses or other- 
wise, except on account of demands of the nature following: 

First. Notes of circulation. 

Second. Moneys deposited with or collected by the association. 

Third. Bills of exchange or drafts drawn against money actually 
on deposit to the credit of the association, or due thereto. 

Fourth. Liabilities to the stockholders of the association for 
dividends and reserve profits. 

Fifth. Liabilities incurred under the provisions of the Federal 
Reserve Act. 

The rediscount by any Federal reserve bank of any bills receivable 
and of domestic and foreign bills of exchange, and of acceptances 
authorized by this Act, shall be subject to such restrictions, limita- 
tions, and regulations as may be imposed by the Federal Reserve 
Board. 

* * & * x * re 


Approved, December 23, 1913. 





[Pustic—No. 270—64TH ConerREss.] 
{H. R. 13391.] 


An Act To amend certain sections of the Act entitled “Federal 
reserve Act,” approved December twenty-third, nineteen hundred and thirteen. 
Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Act entitled “Fed- 
eral reserve Act,”’ approved December twenty-third, nineteen hun- 
dred and thirteen, be, and is hereby, amended as follows: 


Pa. 


“Par, 10” 
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At the end of section eleven insert a new clause as follows: 

““(m) Upon the affirmative vote of not less than five of its members 
the Federal Reserve Board shall have power, from time to time, by 
general ruling, covering all districts alike, to permit member banks 
to carry in the Federal reserve banks of their respective districts any 
portion of their reserves now required by section nineteen of this Act 
to be held in their own vaults.” 

That section thirteen be, and is hereby, amended to read as follows: 

“Any Federal reserve bank may receive from any of its member 
banks, and from the United States, deposits of current funds in lawful 
money, national-bank notes, Federal reserve notes, or checks, and 
drafts, payable upon presentation, and also, for collection, maturing 
bills; or solely for purposes of exchange or of collection, may receive 
from other Federal reserve banks deposits of current funds in lawful 
money, national-bank notes, or checks upon other Federal reserve 
banks, and checks and drafts, payable upon presentation within its 
district, and maturing bills payable within its district. 

“Upon the indorsement of any of its member banks, which shall 
be deemed a waiver of demand, notice and protest by such bank as 
to its own indorsement exclusively, any Federal reserve bank may 
discount notes, drafts, and bills of exchange arising out of actual 
commercial transactions; that is, notes, drafts, and bills of exchange 
issued or drawn for agricultural, industrial, or commercial purposes, 
or the proceeds of which have been used, or are to be used, for such 
purposes, the Federal Reserve Board to have the right to determine 
or define the character of the paper thus eligible for discount, within 
the meaning of this Act. Nothing in this Act contained shall be con- 
strued to prohibit such notes, drafts, and bills of exchange, secured 
by staple agricultural products, or other goods, wares, or merchandise 
from being eligible for such discount; but such definition shall not 
include notes, drafts, or bills covering merely investments or issued 
or drawn for t!:e purpose of carrying or trading in stocks, bonds, or 
other investment securities, except bonds and notes of the Govern- 
ment of the United States. Notes, drafts, and bills admitted to dis- 
count under the terms of this paragraph must have a maturity at 
the time of discount of not more than ninety days, exclusive of days 
of grace: Provided, That notes, drafts, and bills drawn or issued for 
agricultural purposes or based on live stock and having a maturity 
not exceeding six months, exclusive of days of grace, may be dis- 
counted in an amount to be limited to a percentage of the assets of 
the Federal reserve bank, to be ascertained and fixed by the Federal 
Reserve Board. 

“The aggregate of such notes, drafts, and bills bearing the signa- 
ture or indorsement of any one borrower, whether a person, company, 
firm, or corporation, rediscounted for any one bank shall at no time 
exceed ten per centum of the unimpaired capital and surplus of said 
bank; but this restriction shall not apply to the discount of bills of 
exchange drawn in good faith against actually existing values. 

“Any Federal reserve bank may discount acceptances of the kinds 
hereinafter described, which have a maturity at the time of discount 
of not more than three months’ sight, exclusive of days of grace, and 
which are indorsed by at least one member bank. 

“Any member bank may accept drafts or bills of exchange drawn 
upon it having not more than six months’ sight to run, exclusive of 
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days of grace, which grow out of transactions involving the importa- 
tion or “exportation of goods; or which grow out of transactions 
involving the domestic shipment of goods provided shipping docu- 
ments conveying or securing title are attached at the time of accept- 
ance; or which are secured at the time of acceptance by a warehouse 
receipt or other such document conveying or securing title covering 
readily marketable staples. No member bank shall accept, whether 
in a foreign or domestic transaction, for any one person, company, 
firm, or corporation to an amount equal at any time in the aggregate 
to more than ten per cent of its paid-up and unimpaired capital stock 
and surplus unless the bank is secured either by attached documents 
or by some other actual security growing out of the same transaction 
as the acceptance and no bank shall accept such bills to an amount 
equal at any time in the aggregate to more than one-half of its paid-up 
and unimpaired capital stock and surplus. 

“Any Federal reserve bank may make advances to its member 
banks on their promissory notes for a period not exceeding fifteen 
days at rates to be established by such Federal reserve banks, subject 
to the review and determination of the Federal Reserve Board, pro- 
vided such promissory notes are secured by such notes, drafts, bills 
of exchange, or bankers’ acceptances as are eligible for rediscount or 
for purchase by Federal reserve banks under the provisions of this 
Act, or by the deposit or pledge of bonds or notes of the United States.” 

Section fifty-two hundred and two of the Revised Statutes of the 
United States is hereby amended so as to read as follows: “No 
national banking association shall at any time be indebted, or in any 
way liable, to an amount exceeding the amount of its capital stock 
at such time actually paid in and remaining undiminished by losses 
or otherwise, except on account of demands of the nature following: 

“First. Notes of circulation. 

“Second. Moneys deposited with or collected by the association. 

“Third. Bills of exchange or drafts drawn against money actually 
on deposit to the credit of the association, or due thereto. 

“Fourth. Liabilities to the stockholders of the association for divi- 
dends and reserve profits. 

“Fifth. Liabilities incurred under the provisions of the Federal 
reserve Act. 

“The discount and rediscount and the purchase and sale by any 
Federal reserve bank of any bills receivable and of domestic and 
foreign bills of exchange, and of acceptances authorized by this Act, 
shall be subject to such restrictions, limitations, and regulations as 
may be imposed by the Federal Reserve Board. 

“That in addition to the powers now vested by law in national 
banking associations organized under the laws of the United States 
any such association located and doing business in any place the 
population of which does not exceed five thousand inhabitants, as 
shown by the last preceding decennial census, may, under such rules 
and regulations as may be prescribed by the Comptroller of the Cur- 
rency, act as the agent for any fire, life, or other insurance company 
authorized by the authorities of the State in which said bank is 
located to do business in said State, by solic ‘iting and selling insurance 
and collecting premiums on policies issued by such company; and 
may receive for services so rendered such fees or commissions as may 


“Par. 9” 


‘Par. 10”’ 


Par, i” 





“Par. 12” 
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be agreed upon between the said association and the insurance com- 
pany for which it may act as agent; and may also act as the broker 
or agent for others in making or procuring loans on real estate located 
within one hundred miles of the place in which said bank may be 
located, receiving for such services a reasonable fee or commission: 
Povided, however, That no such bank shall in any case guarantee 
either the principal or interest of any such loans or assume or guar- 
antee the payment of any premium on insurance policies issued 
through its agency by its principal: And provided further, That the 
bank shall not guarantee the truth of any statement made by an 
assured in filing his application for insurance. 

“Any member bank may accept drafts or bills of exchange drawn 
upon it having not more than three months’ sight to run, exclusive 
of days of grace, drawn under regulations to be prescribed by the 
Federal Reserve Board by banks or bankers in foreign countries or 
dependencies or insular possessions of the United States for the pur- 
pose of furnishing dollar exchange as required by the usages of trade 
in the respective countries, dependencies, or insular possessions. 
Such drafts or bills may be acquired by Federal reserve banks in such 
amounts and subject to such regulations, restrictions, and limitations 
as may be prescribed by the Federal Reserve Board: Provided, 
however, That no member bank shall accept such drafts or bills of 
exchange referred to this paragraph for any one bank to an amount 
exceeding in the aggregate ten per centum of the paid-up and unim- 
paired capital and surplus of the accepting bank unless the draft or 
bill of exchange is accompanied by documents conveying or securing 
title or by some other adequate security: Provided further, That no 
member bank shall accept such drafts or bills in an amount exceeding 
at any time the aggregate of one-half of its paid-up and unimpaired 
capital and surplus.” 

That subsection (e) of section fourteen, be, and is hereby, amended 
to read as follows: 

“(e) To establish accounts with other Federal reserve banks for 
exchange purposes and, with the consent of the Federal Reserve 
Board, to open and maintain accounts in foreign countries, appoint 
correspondents, and establish agencies in such countries wheresoever 
it may deem best for the purpose of purchasing, selling, and collecting 
bills of exchange, and to buy and sell, with or without its indorsement, 
through such correspondents or agencies bills of exchange arising out 
of actual commercial transactions which have not more than ninety 
days to run, exclusive of days of grace, and which bear the signature 
of two or more responsible parties, and, with the consent of the Federal 
Reserve Board, to open and maintain banking accounts for such 
foreign correspondents or agencies.” 

That the second paragraph of section sixteen be, and is hereby, 
amended to read as follows: 

“Any Federal reserve bank may make application to the local 
Federal reserve agent for such amount of the Federal reserve notes 
hereinbefore provided for as it may require. Such application shall 
be accompanied with a tender to the local Federal reserve agent of 
collateral in amount equal to the sum of the Federal reserve notes 
thus*applied for and issued pursuant to such application. The col- 
lateral security thus offered shall be notes, drafts, bills of exchange, 
or acceptances rediscounted under the provisions of section thirteen 
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of this Act, or bills of exchange indorsed by a member bank of any 
Federal reserve district and purchased under the provisions of section 
fourteen of this Act, or bankers’ acceptances purchased under the 
provisions of said section fourteen. The Federal reserve agent shall 
each day notify the Federal Reserve Board of all issues and with- 
drawals of Federal reserve notes to and by the Federal reserve bank 
to which he is accredited. The said Federal Reserve Board may at 
any time call upon a Federal reserve bank for additional security to 
protect the Federal reserve notes issued to it.” 

That section twenty-four be, and is hereby, amended to read as 
follows 

“Suc. 24. Any national banking association not situated in a 
central reserve city may make loans secured by improved and un- 
encumbered farm land situated within its Federal reserve district or 
within a radius of one hundred miles of the place in which such bank 
is located, irrespective of district lines, and may also make loans 
secured by improved and unencumbered real estate located within 
one hundred miles of the place in which such bank is located, irre- 
spective of district lines; but no loan made upon the security of such 
farm land shall be made for a longer time than five years, and no loan 
made upon the security of such real estate as distinguished from farm 
land shall be made for a longer time than one year nor shall the 
amount of any such loan, whether upon such farm land or upon 
such real estate, exceed fifty per centum of the actual value of the 
property offered as security. Any such bank may make such loans, 
whether secured by such farm land or such real estate, in an aggre- 
gate sum equal to twenty-five per centum of its capital and surplus 
or to one-third of its time deposits and such banks may continue 
hereafter as heretofore to receive time deposits and to pay interest 
on the same. 

“The Federal Reserve Board shall have power from time to time 
to add to the list of cities in which national banks shall not be per- 
mitted to make loans secured upon real estate in the manner de- 
scribed in this section.” 

That section twenty-five be, and is hereby, amended to read as 
follows: 

“Src. 25. Any national banking association possessing a capital 
and surplus of $1,000,000 or more may file application with the Fed- 
eral Reserve Board for permission to exercise, upon such conditions 
and under such regulations as may be prescribed by the said board, 
either or both of the following powers: 

“First. To establish branches in foreign countries or dependencies 
ol insular possessions of the United States for the furtherance of the 
foreign commerce of the United States, and to act if required. to do so 
as fiscal agents of the United States. 

“Second. To invest an amount not exceeding in the aggregate ten 
per centum of its paid-in capital stock and surplus in the stock of 
one or more banks or corporations chartered or incorporated under 
the laws of the United States or of any State thereof, and principally 
engaged in international or foreign banking, or banking in a depend- 
ency or insular possession of the United States either directly or 
through the agency, ownership, or control of local institutions in 
foreign countries, or in such dependencies or insular possessions. 
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‘Such application shall specify the name and capital of the banking 
association filing it, the powers applied for, and the place or places 
where the banking operations proposed are to be carried on. The 
Federal Reserve Board shall have power to approve or to reject such 
application in whole or in part if for any reason the granting of such 
application is deemed inexpedient, and shall also have power from 
time to time to increase or decrease the number of places where 
such banking operations may be carried on. 

“Every national banking association operating foreign branches 
shall be required to furnish information Bsns the condition of 
such branches to the ¢ omptroller of the Currency upon demand, and 
every member bank investing in the sites stock of banks or cor- 
porations described under subparagraph two of the first paragraph 
of this section shall be required to furnish information concerning 
the condition of such banks or corporations to the Federal Reserve 
Board upon demand, and the Federal Reserve Board may order spe- 
cial examinations of the said branches, banks, or corporations at such 
time or times as it may deem best. 

“Before any national bank shall be permitted to purchase stock in 
any such corporation the said corporation shall enter into an agree- 
ment or undertaking with the Federal Reserve Board to restrict its 
operations or conduct its business in such manner or under such 
limitations and restrictions as the said board may prescribe for the 
place or places wherein such business is to be conducted. If at any 
time the Federal Reserve Board shall ascertain that the regulations 
prescribed by it are not being complied with, said board is hereby 
authorized and empowered to institute an investigation of the matter 
and to send for persons and papers, subpoena witnesses, and adminis- 
ter oaths in order to satisfy itself as to the actual nature of the trans- 
actions referred to. Should such investigation result in establishing 
the failure of the corporation in question, or of the national bank or 
banks which may be stockholders therein, to comply with the regula- 
tions laid down by the said Federal Reserve Board, such national 
banks may be required to dispose of stock holdings in the said corpo- 
ration upon reasonable notice. 

“Every such national banking association shall conduct the accounts 
of each foreign branch independently of the accounts of other foreign 
branches established by it and of its home office, and shall at the end 
of each fiscal period transfer to its general ledger the profit or loss 
accrued at each branch as a separate item. 

“Any director or other officer, agent, or employee of any mem- 
ber bank may, with the approv al of the Federal Reserve Board, be 
a director or other officer, agent, or employee of any such bank or 
corporation above mentioned in the capital stock of which such 
member bank shall have invested as hereinbefore provided, without 
being subject to the provisions of section eight of the Act approved 
October fifteenth, nineteen hundred and fourteen, entitled ‘An Act 
to supplement existing laws against unlawful restraints and mo- 
nopolies, and for other purposes.’ ”’ 

Approved, September 7, 1916. 
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[Pustic—No. 121—65rnH Conaress.] 


(S. 3714.] 


An Act To provide further for the national security and defense, 
and, for the purpose of assisting in the prosecution of the war, to provide credits for 
industries and enterprises in the United States necessary or contributory to the 
prosecution of the war, and to supervise the issuance of securities, and for other 
purposes. 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 


Titte I1.—War FINANCE CORPORATION. 


That the Secretary of the Treasury and four additional persons (who 
shall be the directors first appointed as hereinafter provided), are 
hereby created a body corporate and politic in deed and in law by 
the name, style, and title of the ‘War Finance Corporation” (herein 
called the Cor poration), and shall have succession for a period of 
ten years: Provided, That in no event shall the Corporation exercise 
any of the powers conferred by this Act, except such as are incidental 
to the liquidation of its assets and the winding up of its affairs, after 
six months after the termination of the war, the date of such ter- 
mination to be fixed by proclamation of the President of the United 
States. 

Sec. 2. That the capital stock of the Corporation shall be 
$500,000,000, all of which shall be subscribed by the United States 
of America, and such subscription shall be subject to call upon the 
vote of three-fifths of the board of directors of the Corporation, with 
the approval of the Secretary of the Treasury, at such time or times 
as may be deemed advisable; and there is he reby appropriated, out 
of any money in the Treasury not otherwise appropriated, the sum 
of $500,000,000, or so much thereof as may be necessary for the pur- 
pose of making payment upon such subscription when and as called. 
Receipts for payments by the United States of America for or on 
account of such stock shall be issued by the Corporation to the Sec- 
retary of the Treasury, and shall be evidence of stock ownership. 

Sec. 3. That the management of the Corporation shall be vested 
in a board of directors, consisting of the Secretary of the Treasury, 
who shall be chairman of the board, and four other persons, to be 
appointed by the President of the United States, by and with the 
advice and consent of the Senate. No director, officer, attorney, 
agent, or employee of the Corporation shall in any manner, directly 
or indiree ‘tly, participate in the determination of any question affect- 
ing his personal interests, or the interests of any corporation, partner- 
ship, or association, in which he is directly or indirectly interested; 
and each director shall devote his time, not otherwise required by the 
business of the United States, principally to the business of the 
Corporation. Before entering upon his duties, each of the four 
directors so appointed, and each officer, shall take an oath faithfully 
to discharge the duties of his office. Nothing contained in this or 
any other Act shall be construed to prevent the appointment as a 
director of the Corporation of any officer or employee under the 
United States or of a director of a Federal reserve bank. 
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Of the four directors so appointed, the President of the United 
States shall designate two to serve for two years, and two for four 
years; and thereafter each director so appointed shall serve for four 
years. Whenever a vacancy shall occur among the directors so 
appointed, the person appointed director to fill any such vacancy 
shall hold office for the unexpired term of the member whose place 
he is selected to fill. Any director shall be subject to removal by 
the President of the United States. Three members of the board 
of a shall constitute a quorum for the transaction of business. 

Sec. 4. That the four directors of the Corporation appointed as 
her er provided shall receive annual salaries, payable monthly, 
of $12,000. Any director receiving from the United States any 
salary or compensation for services shall not receive as salary from 
the Corporation any amount which, together with any salary or 
compensation received from the United States, would make the 
total amount paid to him by the United States and by the Corporation 
exceed $12,000. 

Sec. 5. That the principal office of the Corporation shall be located 
in the District of Columbia, but there may be established agencies 
or branch offices in any city or cities of the United States under 
rules and regulations prescribed by the board of directors. 

Sec. 6. That the Corporation shall be empowered and authorized 
to adopt, alter, and use a corporate seal; to make contracts; to pur- 
chase or lease and hold or dispose of such real estate as may be neces- 
sary for the prosecution of its business; to sue and be sued; to com- 
plain and defend in any court of competent jurisdiction, State or 
Federal; to appoint, by its board of directors, and fix the compensa- 
tion of such officers, employees, attorneys, and agents as are necessary 
for the transaction of the business of the Corporation, to define their 
duties, require bonds of them and fix the penalties thereof, and to 
dismiss at pleasure such officers, employees, attorneys, and agents; 
and to prescribe, amend, and repeal, by its board of directors, subje ct 
to the approval of the Secretary of ‘the Treasury, by-laws regulating 
the manner in which its general business may be conducted and the 
privileges granted to it by law may be exercised and enjoyed, and 
prescribing the powers and duties of its officers and agents. 

Sec. 7. That the Corporation shall be empowered and authorized 
to make advances, upon such terms, not inconsistent herewith, as 
it may prescribe, for periods not exceeding five years from the re- 
spective dates of such advances: 

(1) To any bank, banker, or trust company, in the United States, 
which shall have made after April sixth, nineteen hundred and sev- 
enteen, and which shall have outstanding, any loan or loans to any 
person, firm, corporation, or association, conducting an established 
and going business in the United States, whose operations shall be 
necessary or contributory to the prosecution of the war, and evi- 
denced by a note or notes, but no such advance shall exc eed seventy- 
five per centum of the face value of such loan or loans; and 

(2) To any bank, banker, or trust company, in the United States, 
which shall have rendered financial assistance, directly or indirectly, 
to any such person, firm, corporation, or association by the purchase 
after April sixth, nineteen hundred and seventeen, of its bonds or 
other obligations, but no such advance shall exceed seventy-five per 
centum of the value of such bonds or other obligations at the time 
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of such advance, as estimated and determined by the board of 
directors of the Corporation. 

All advances shall be made upon the promissory note or notes of 
such bank, banker, or trust company, secured by the notes, bonds, or 
other obligations, which are the basis of any such advance by the 
Corporation, together with all the securities, if any, which such bank, 
banker, or trust company may hold as collateral for such notes, 
bonds, or other obligations. 

The Corporation shall, however, have power to make advances (a) 
up to one hundred per centum of the face value of any such loan 
made by any such bank, banker, or trust company to any such per- 
son, firm, corporation, or association, and (b) up to one hundred per 
centum of the value at the time of any such advance (as estimated 
and determined by the board of directors of the Corporation) of such 
bonds or other obligations by the purchase of which financial assist- 
ance shall have been rendered to such person, firm, corporation, or 
association: Provided, That every such advance shall be secured in 
the manner described in the preceding part of this section, and in 
addition thereto by collateral security, to be furnished by the bank, 
banker, or trust company, of such character as shall be prescribed 
by the board of directors, of a value, at the time of such advance (as 
estimated and determined by the board of directors of the Corpora- 
tion), equal to at least thirty-three per centum of the amount ad- 
vanced by the Corporation. The Corporation shall retain power to 
require additional security at any time. 

Sec. 8. That the Corporation shall be empowered and authorized 
to make advances from time to time, upon such terms, not incon- 
sistent herewith, as it may prescribe, for periods not exceeding one 
year, to any savings bank, banking institution or trust company, in 
the United States, which receives savings deposits, or to any building 
and loan association in the United States, on the promissory note 
or notes of the borrowing institution, whenever the Corporation shall 
deem such advances to be necessary or contributory to the prosecu- 
tion of the war or important in the public interest: Provided, That 
such note or notes shall be secured by the pledge of securities of such 
character as shall be prescribed by the board of directors of the Cor- 
poration, the value of which, at the time of such advance (as esti- 
mated end determined by the board of directors of the Corporation) 
shall be equal in amount to at least one hundred and thirty-three 
per centum of the amount of such advance. The rate of interest 
charged on any such advance shall not be less than one per centum 
per annum in excess of the rate of discount for ninety-day commer- 
cial paper prevailing at the time of such advance at the Federal 
reserve bank of the district in which the borrowing institution is 
located, but such rate of interest shall in no case be greater than the 
average rate receivable by the borrowing institution on its loans and 
investments made during the six months prior to the date of the 
advance, except that where the average rate so receivable by the 
borrowing institution is less than such rate of discount for ninety- 
day commercial paper the rate of interest on such advance shall be 
equal to such rate of discount. The Corporation shall retain power 
to require additional security at any time. 

Src. 9. That the Corporation shall be empowered and authorized, 
in exceptional cases, to make advances directly to any person, firm, 
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corporation, or association, conducting an established and going 
business in the United States, whose operations shall be necessary or 
contributory to the prosecution of the war (but only for the purpose 
of conducting such business in the United States and only when in 
the opinion of the board of directors of the Corporation such person, 
firm, corporation, or association is unable to obtain funds upon 
reasonable terms through banking channels or from the general 
public), for periods not exceeding five years from the respective dates 
of such advances, upon such terms, and subject to such rules and 
regulations as may be prescribed by the board of directors of the 
Corporation. In no case shall the aggregate amount of the advances 
made under this section exceed at any one time an amount equal to 
twelve and one-half per centum of the sum of (1) the authorized 
capital stock of the Corporation plus (2) the aggregate amount of 
bonds of the Corporation authorized to be outstan: ding at any one 
time when the capital stock is fully paid in. Every such advance 
shall be secured by adequate security of such character as shall be 
prescribed by the board of directors of a value at the time of such 
advance (as estimated and determined by the board of directors), 
equal to (except in case of an advance made to a railroad in the pos- 
session and control of the President, for the purpose of making 
additions, betterments or road extensions to such railroad) at least 
one hundred and twenty-five per centum of the amount advanced 
by the Corporation. The Corporation shall retain power to require 
additional security at any time. The rate of interest charged on 
any such advance shall not be less than one per centum per annum 
in excess of the rate of discount for ninety-day commercial paper 
prevailing at the time of such advance at the Federal reserve bank 
of the district in which the borrower is located. 

Sec. 10. That in no case shall the aggregate amount of the advances 
made under this title to any one person, ‘firm, corporation, or associ- 
ation exceed at any one time an amount equal to ten per centum of 
the authorized capital stock of the Corporation, but this section shall 
not apply in the case of an advance made to a railroad in the posses- 
sion and control of the President, for the purpose of making additions, 
betterments or road extensions to such railroad. 

Sec. 11. That the Corporation shall be empowered and authorized 
to subscribe for, acquire, and own, buy, sell, and deal in bonds and 
obligations of the United States issued or converted after September 
twenty-fourth, nineteen hundred and seventeen, to such extent as 
the board of directors, with the approval of the Secretary of the 
Treasury, may from time to time determine. 

Sec. i2. That the C orporation shall be empowered and authorized 
to issue and have outstanding at any one time its bonds in an amount 
aggregating not more than six times its paid-in capital, such bonds 
to mature not less than one year nor more than five years from the 
respective dates of issue, and to bear such rate or rates of interest, 
and may be redeemable before maturity at the option of the Corpo- 
ration, as may be determined by the board of directors, but such rate 
or rates of interest shall be subject to the approval of the Secretary 
of the Treasury. Such bonds shall have a first and paramount float- 
ing charge on all the assets of the Corporation, and the Corporation 
shall not at any time mortgage or pledge any of its assets. Such 
bonds may be issued at not less than par in payment of any advances 
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authorized by this title, or may be offered for sale publicly or to any 
individual, firm, corporation, or association, at such price or prices 
as the board of directors, with the approval of the Secretary of the 
Treasury, may determine. 

Upon such terms not inconsistent herewith as may be determined 

from time to time by the board of directors, with the approval of the 
Secretary of the Treasury, at or before the issue thereof, any of such 
bonds may be issued payable i in any foreign money or foreign moneys 
or issued payable at the option of the respective holders thereof either 
in dollars or in any foreign money or foreign moneys at such fixed 
rate of exchange as may be stated in any such bonds. For the pur- 
pose of determining the amount of bonds issued payable in any 
foreign money or foreign moneys the dollar equivalent shall be deter- 
mined by the par of exe change at the date of issue thereof, as estimated 
by the Director of the Mint and proclaimed by the Secretary of the 
Treasury in pursuance of the provisions of section twenty-five of the 
Act entitled “An Act to reduce taxation, to provide revenue for the 
Government, and for other purposes,’ approved August twenty- 
seventh, eighteen hundred and ninety-four. 

Src. 13. That the Federal reserve banks shall be authorized, subject 
to the maturity limitations of the Federal reserve Act and to regula- 
tions of the Federal Reserve Board, to discount the direct obligations 
of member banks secured by such bonds of the Corporation and to 
rediscount eligible paper secured by such bonds and indorsed by a 
member bank. No discount or rediscount under this section shall be 
granted at a less interest charge than one per centum per annum 
above the prevailing rates for eligible commercial paper of correspond- 
ing maturity. 

“Any Federal reserve bank may, with the approval of the Federal 
Reserve Board, use any obligation or paper so acquired for any pur- 
pose for which it is authorized to use obligations or paper secured by 
bonds or notes of the United States not bearing the circulation privi- 
lege: Provided, however, That whenever Federal reserve notes are issued 
against the security of such obligations or paper the Federal Reserve 
Board may make a special interest charge on such notes, which, in 
the discretion of the Federal Reserve Board, need not be applicable 
to other Federal reserve notes which may from time to time be issued 
and outstanding. All provisions of law, not inconsistent herewith, 
in respect to the acquisition by any Federal reserve bank of obliga- 
tions or paper secured by such bonds or notes of the United States, 
and in respect to Federal reserve notes issued against the security 
of such obligations or paper, shall extend, in so far as applicable, to 
the acquisition of obligations or paper secured by the bonds of the 
Corporation and to the Federal reserve notes issued against the 
security of such obligations or paper. 

Sec. 14. That the Corporation shall not exercise any of the powers 
granted by this title or perform any business except ‘such as is inci- 
dental and necessarily preliminary to its organization until it has 
been authorized by the President of the U nited States to commence 
business under the prey isions of this title. 

Sec, 15. That all net earnings of the Corporation not required for 
its operations shall be accumulated as a reserve fund until such time 
as the Corporation liquidates under the terms of this title. Such 
reserve fund shall, upon the direction of the board of directors, with 
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the approval of the Secretary of the Treasury, be invested in bonds 
and obligations of the United States, issued or converted after 
September twenty-fourth, nineteen hundred and seventeen, or upon 
like direction and approval may be deposited in member ‘banks of 
the Federal Reserve System, or in any of the Federal reserve banks, 
or be used from time to time, as well as any other funds of the Cor- 
poration, in the purchase or redemption of any bonds issued by the 
Corporation. The Federal reserve banks are hereby authorized to 
act as depositaries for and as fiscal agents of the Corporation in the 
general performance of the powers conferred by this title. Begin- 
ning six months after the termination of the war, the date of such 
termination to be fixed by a proclamation of the President of the 
United States, the directors of the Corporation shall proceed to liqui- 
date its assets and to wind up its affairs, but the directors of the Cor- 
poration, in their discretion, may, from time to time, prior to such 
date, sell and dispose of any securities or other property acquired by 
the Corporation. Any balance remaining after the payment of all 
its debts shall be paid into the Treasury of the United States as 
miscellaneous receipts, and thereupon the Corporation shall be dis- 
solved. 

Sec. 16. That any and all bonds issued by the Corporation shall be 
exempt, both as to principal and interest, from all taxation now or 
hereafter imposed by the United States, any State, or any of the pos- 
sessions of the United States, or by any local taxing authority, 
except (a) estate or inheritance taxes, and (b) graduated additional 
income taxes, commonly known as surtaxes, and excess-profits and 
war-profits taxes, now or hereafter imposed by the United States, 
upon the income or profits of individuals, partnerships, corporations, 
or associations. ‘The interest on an amount of such bonds the prin- 
cipal of which does not exceed in the aggregate $5,000, owned by 
any individual, partnership, corporation, or association, shall be 
exempt from the taxes referred to in clause (b). The Corporation, 
including its franchise and the capital and reserve or surplus thereof, 
and the income derived therefrom, shall be exempt from all taxation 
now or hereafter imposed by the United States, any State, or any of 
the possessions of the United States, or by any local taxing authority, 
except that any real property of the Corporation shall be subject to 
State, county, or municipal taxes to the same extent, according to 
its value, as other real property is taxed. 

Sec. 17. That the United States shall not be liable for the payment 
of any bond or other obligation or the interest thereon issued or 
incurred by the Corporation, nor shall it incur any liability in respect 
of any act or omission of the Corporation. 

Sec. 18. That whoever (1) makes any statement, knowing it to be 
false, for the purpose of obtaining for himself or for any other person, 
firm, corporation, or association any advance under this title, shall 
be punished by a fine of not more than $10,000, or by imprisonment 
for not more than five years, or both. 

Whoever willfully overvalues any security by which any such 
advance is secured, shall be punished by a fine of not more than 
$5,000, or by imprisonment for not more than two years, or both. 

Whoever (1) falsely makes, forges, or counterfeits any bond, 
coupon, or paper in imitation of or purporting to be in imitation of 
a bond or coupon issued by the Corporation; or (2) passes, utters, or 
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publishes, or attempts to pass, utter, or publish, any false, forged, 
or counterfeited bond, coupon, or paper purporting to be issued by 
the Corporation, knowing the same to be falsely made, forged, or 
counterfeited; or (3) falsely alters any such bond, coupon, or paper; 
or (4) passes, utters, or publishes as true any falsely altered or spurious 
bond, coupon, or paper issued or purporting to have been issued by 
the Corporation, knowing the same to be falsely altered or spurious, 
shall be punished by a fine of — more than $10,000, or by imprison- 
ment for not more than five years, or both. 

Whoever, being caine | in any capacity with the Corporation, 
(1) embe zzles, abstracts, or willfully misapplies any moneys, funds, 
or credits thereof, or (2) with intent to defraud the Corporation or 
any other company, body politic or corporate, or any individual, or 
to deceive any officer of the Corporation, (a) makes any false entry 
in any book, report, or statement of the Corporation, or (b) without 
authority from the directors draws any order or assigns any note, 
bond, draft, mortgage, judgment, or decree thereof, shall be punished 
by a fine of not more than $10,000, or by imprisonment for not more 
than five years, or both. 

The Secretary of the Treasury is hereby authorized to direct and 
use the Secret Service Division of the Treasury Department to detect, 
arrest, and deliver into custody of the United States marshal having 
jurisdiction any person committing any of the offenses punishable 
under this section. 

Sec. 19. That the Corporation shall file quarterly reports with the 
Secretary of the Senate and with the Clerk of the House of Repre- 
sentatives, stating as of the first day of each month of the quarter 
just ended (1) the total amount of capital paid in, (2) the total amount 
of bonds issued, (3) the total amount of bonds outstanding, (4) the 
total amount of advances made under each of sections seven, eight, 
and nine, (5) a list of the classes and amount of securities taken under 
each of such sections, (6) the total amount of advances outstanding 
under each of cae seven, eight, and nine, and (7) such other 
information as may be hereafter required by either House of Congress. 

The Corporation shall make a report to Congress on the first day 
of each regular session, including a detailed statement of receipts and 
expenditures. 

Sec. 20. Section fifty-two hundred and two of the Revised Statutes 
of the United States is hereby amended so as to read as follows: 

“Src. 5202. No national banking association shall at any time be 
indebted, or in any way liable, to an amount exceeding the amount 
of its capital stock at such time actually paid in and remaining un- 
diminished by losses or otherwise, except on account of demands of 
the nature following: 

“First. Notes of circulation. 

“Second. Moneys deposited with or collected by the association. 

“Third. Bills of exchange or drafts drawn against money actually 
on deposit to the credit of the association, or due thereto. 

“Fourth. Liabilities to the stockholders of the association or divi- 
dends and reserve profits. 

“Fifth. Liabilities incurred under the provisions of the Federal 
Reserve Act. 

“Sixth. Liabilities incurred under the provisions of the War Finance 
Corporation Act.” 

95375—58—pt. 2 
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Titte I].—Capirat Issurs ComMITTEE. 


Sec. 200. That there is hereby created a committee to be known 
as the ‘“‘Capital Issues Committee,” hereinafter called the Committee, 
and to be composed of seven members to be appointed by the Presi- 
dent of the United States, by and with the advice and consent of the 
Senate. At least three of the members shall be members of the 
Federal Reserve Board. 

No member, officer, attorney, agent, or employee of the Committee 
shall in any manner, directly or indirectly, participate in the deter- 
mination of any question affecting his personal interests, or the inter- 
est of any corporation, partnership, or association in which he is 
directly or indirectly interested. Before entering upon his duties, 
each member and officer shall take an oath faithfully to discharge 
the duties of his office. Nothing contained in this or any other Act 
shall be construed to prevent the appointment as a member of the 
Committee, of any officer or employee under the United States or of 
a director of a Federal reserve bank. 

The terms during which the several members of the Committee 
shall respectively hold office shall be determined by the President 
of the United States, and the compensation of the several members 
of the Committee who are not members of the Federal Reserve Board 
shall be $7,500 per annum, payable monthly, but if any such member 
receives any other compensation from any office or employment 
under the United States the amount so received shall be deducted 
from such salary, and if such other compensation is $7,500 or more, 
such member shall receive no salary as a member of the Committee. 
Any member shall be subject to removal by the President of the 
United States. The President shall designate one of the members 
as chairman, but any subsequent vacancy in the chairmanship shall 
be filled by the Committee. Four members of the Committee shall 
constitute a quorum for the transaction of business. 

Src. 201. That the Committee may employ and fix the compen- 
sation of such officers, attorneys, agents, and other employees as 
may be deemed necessary to conduct its business, who shall be 
appointed without regard to the provisions of the Act entitled “An 
Act to regulate and improve the civil service of the United States,” 
approved January sixteenth, eighteen hundred and eighty-three 
(volume twenty-two, United States Statutes at Large, page four 
hundred and three), and amendments thereto or any rules or regu- 
lations made in pursuance thereof. No such officer, attorney, agent, 
or employee shall receive more compensation than persons perform- 
ing services of like or similar character under the Federal Reserve 
Board. 

Sec. 202. That all the expenses of the Committee, including all 
necessary expenses for transportation meurred by the members 
or by its officers, attorneys, agents, or employees under its orders 
in making an investigation or upon official business in any other 
places than at their respective headquarters, shall be allowed and 
paid on the presentation of itemized vouchers therefor approved by 
the chairman. 

The Committee may rent suitable offices for its use, and purchase 
such furniture, equipment, and supplies as may be necessary, but 
shall not expend more than $10,000 annually for offices in the Dis- 
trict of Columbia. 
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The principal office of the Committee shall be in the District of 
Columbia, but it may meet and exercise all its powers at any other 
place. The Committee may, by one or more of its members, or by 
such agents as it may designate, prosecute any inquiry necessary to 
its duties in any part of the United States. 

Src. 203. That the Committee may, under rules and regulations 
to be prescribed by it from time to time, investigate, pass upon, and 
determine whether it is compatible with the national interest that 
there should be sold or offered for sale or for subscription any issue, 
or any part of any issue, of securities hereafter issued by any per- 
son, firm, corporation, or association, the total or aggregate par or 
face value of which issue and any other securities issued by the same 
person, firm, corporation, or association since the passage of this Act 
is in excess of $100,000. Shares of stock of any corporation or asso- 
ciation without nominal or par value shall for the purpose of this 
section be deemed to be of the par value of $100 each. Any securi- 
ties which upon the date of the passage of this Act are in the pos- 
session or control of the corporation, association, or obligor issuing 
the same shall be deemed to have been issued after the passage of 
this Act within the meaning hereof. 

Nothing in this title shall be construed to authorize such Com- 
mittee to pass upon (1) any borrowing by any person, firm, corpora- 
tion, or association in the ordinary course of business as distinguished 
from borrowing for capital purposes, (2) the renewing or refunding 
of indebtedness existing at the time of the passage of this Act, (3) the 
resale of any securities the sale or offering of which the Committee 
has determined to be compatible with the national interest, (4) any 
securities issued by any railroad corporation the property of which 
may be in the possession and control of the President of the United 
States, or (5) any bonds issued by the War Finance Corporation. 

Nothing done or omitted by the Committee hereunder shall be 
construed as carrying the approval of the Committee or of the United 
States of the legality, validity, worth, or security of any securities. 

Sec. 204. That there is hereby appropriated out of any money in 
the Treasury not otherwise appropriated, for the remainder of the 
fiscal year ending June thirtieth, nineteen hundred and eighteen, and 
the fiscal year ending June thirtieth, nineteen hundred and nineteen, 
the sum of $200,000 for the purpose of defraying the expenses of the 
establishment and maintenance of the Committee, including the pay- 
ment of the salaries and rents herein authorized. 

Sec. 205. That the Committee shall make a report to Congress on 
the first day of each regular session, including a detailed statement 
of receipts and expenditures, and also including the names of all 
officers and employees and the salary paid to each. 

Sec. 206. That this title shall continue in effect until, but not after, 
the expiration of six months after the termination of the war, the 
date of such termination to be determined by a proclamation of the 
President of the United States, but the President may at any time 
by proclamation declare that this title is no longer necessary, and 
thereupon it shall cease to be in effect. 
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Titte II].—MiIsceiiaNneovus. 


Sec. 300. That whoever willfully violates any of the provisions of 
this Act, except where a different penalty is provided in this Act, 
shall, upon conviction in any court of the United States of compete nt 
jurisdiction, be fined not more than $10,000 or imprisoned for not 
more than one year, or both; and whoever knowingly participates 
in any such violation, except where a different penalty is provided 
in this Act, shall be punished by a like fine or imprisonment, or both. 

Sec. 301. That no stamp tax shall be required or imposed upon a 
promissory note secured by the pledge of bonds or obligations of the 
United States issued after April twenty-fourth, nineteen hundred and 
seventeen, or secured by the pledge of a promissory note which 
itself is secured by the pledge of such bonds or obligations: Provided, 
That in either case the par value of such bonds or obligations shall 
equal the amount of such note. 

Sec. 302. That if any clause, sentence, paragraph, or part of this 
Act shall, for any reason, be adjudged by any court of competent 
jurisdiction to be invalid, or, in case any court of competent juris- 
diction shall adjudge to be invalid any provisions hereof in respect 
of any class or classes of securities, such judgment shall not affect, 
impair, or invalidate the remainder of this Act, but shall be confined 
in its operation to the clause, sentence, paragraph, part, or subject 
matter of this Act directly involved in the controversy in which 
such judgment shall have been rendered. 

Sec. 303. That the term “securities,’’ as used in this Act, includes 
stocks, shares of stock, bonds, debentures, notes, certificates of 
indebtedness, and other obligations. 

Sec. 304. That the right to amend, alter, or repeal this Act is 
hereby expressly reserved. 

Sec. 305. That the short title of this Act shall be the ‘‘War Finance 
Corporation Act.”’ 

Sec. 306. That all provisions of any Act or Acts inconsistent with 
the provisions of this Act are hereby repealed. 

Approved, April 5, 1918. 


Mr. Parman. Which witness representing the American Bankers 
Association can speak for the American Bankers Association ? 

Mr. Miter. Mr. Patman, I will try. 

Mr. Parman. You are Mr. Miller? 

Mr. Mitter. Yes, sir. 

Mr. Patman. You are authorized to speak for the American Bank- 
ers Association ? 

Mr. Miter. It depends on what I say. 

Mr. Patrman. Well, this is not a matter in which we should engage 
in levity. It isa serious matter. You know we want somebody who 
can speak officially for the American Bankers Association, and I as- 
sume you can, Mr. Miller. 

Mr. Mier. Mr. Patman, I am vice president of the association. 
Of course, nobody in the association has the authority to speak for 
the association as a whole. We have an administrative committee 
that passes on matters, and statements made by any representative of 
the association must be within the policy set down by the association. 
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Mr. Patman. I understand. Do you agree with the Cravens com- 
mittee? Did you endorse the work of the Cravens committee ? 

Mr. Mixxer. I am familiar with the work of the Cravens committee, 
but the association, as such, is not officially on record. 

Mr. Parman. It endorsed most of it; did it not ? 

Mr. Mitter. Yes. 

Mr. Parman, It endorsed the new provision of section 35, title I, 
which removes the maximum on interest rates where there are State 
laws permitting State banks to disregard the usury laws in certain 
‘instances, that is where obligations and securities are purchased 
directly from the owner ? 

Mr. Miter. We do have the general counsel 

Mr. Parman. I wish you would answer it, Mr. Miller. I only have 
5 minutes and I can’t switch around. 

Mr. Miter. I am sorry, I can look into that for you and let you 
know. 

Mr. Parman. I don’t want you to look into it. I want you to tell me. 

Mr. Miter. I don’t know the answer to that. 

Mr. Parman. That is what I call the “Ebenezer Scrooge amend- 
ment.” Section 51 of the bill repeals the usury laws of the States 
too, in effect these provisions would really make loan-shark offices out 
of every national bank in the Nation that wanted to become a loan 
shark. I know all bankers would not abuse this; in fact, very few 
would. But laws must be made for the exceptions, and not the 
general rule. 

Mr. Miter. I quite agree with that statement. 

Mr. Parman. Don’t you agree that it is wrong for a law to be passed 
that would permit the national banks to charge 50 percent interest 
on obligations ¢ 

Mr. Miuuer. Yes, sir. 

Mr. Parman. You think that is wrong? 

Mr. Mirier., Yes, I do. 

Mr. Parman. This section 35 provision in the national bank part of 
this bill provides that obligations may be purchased from the holder, 
and although these may contain charges of 50 percent interest, or 
100 percent interest, it will not be a violation of the usury law if pur- 
chased directly from the owner; that is right, is it not ? 

Mr. Miter. Sir, I am not familiar with that. 

Mr. Parman. Well, get me somebody there who is familiar with it. 

The national banks want the same privilege that the State banks 
have, except that they don’t want to be examined by State author- 
ities. Now, I have noticed, in the years gone by, that the national 
banks have always bragged about the fact that 85 percent of the bank- 
ing business is being done through the Federal Reserve System, which 
is the national banks, plus only a few State banks, representing about 
50 percent of all banks in the Nation. 

Now then, even though national banks represent 85 percent of the 
banking business, and the State banks, 15 percent, national banks want 
to be on a parity with the State banks. When it comes to immorality, 
I do not think the national banks should insist on being on a parity 
in immorality. That is the point that I want to explore with you. 

Now, do you say it is right for a national bank to be allowed to 
buy an obligation that contains a provision that would pay 50 percent 
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interest, and get the benefit of that interest and not be subject to the 
Federal usury law. 

Mr. Miuter. I would be inclined to agree with you that that sounds 
immoral to me, Mr. Patman. 

Mr. Parman. Yes, sir; it is immoral. But this provision, for your 
information—and I think your association had better look it over— 
contains just that. 

Now, of course, Mr. Cravens made the point, which I wanted to 
ask him about—but for some reason he slipped between our fingers ; 
he got away. I don’t know what happened to him, he is gone; but I 
want to ask him about this. If I ever get a chance. Mr. Cravens 
contends that if a person makes a note, for instance, in the purchase 
of an automobile, and that note contains an excessive rate of interest, 
the automobile dealer, or any other person who holds the note, or 
the finance company, should be allowed to carry that to a bank and 
collect the net amount due him and let the bank get the difference. 
Although the note is padded, say, with 25 or 50. percent interest. 
Now, I can see- 

Mr. Brown. The gentleman’s time has expired. 

Mr. Patman. Let me finish. 

Mr. Brown. Your time has expired. 

Mr. Parman. All right. 

Mr. Brown. Mr. Betts. 

Mr. Berrts. I don’t like to carry this section 92 too far, Mr. Patman, 
but I would just like to make this comment. You mentioned that in 
that note it says that that section was repealed. Well now, it doesn’t 
say it was repealed, as I read it. It says that it was omitted from a 
1918 amendment, and there is an explanation there which leads me to 
believe that the codifier had some question on this point. I think it 
raises a legal question. 

Mr. Parman. 1 happen to have information on that. Can I tell 
you? [ went tothe codifiers. 

Mr. Berts. Wait a minute, Mr. Patman. 

Mr. Parman. I had them go into it again. 

Mr. Berrts. I just wanted to make an observation. You said it was 
repealed. If you read it, it doesn’t say that. 

Mr. Parman. That is what the law says. 

Mr. Brown. Gentlemen, we will have to get through with the 
witnesses. 

Mr. Mutter. Mr. Chairman, the memorandum that Mr. Gidney has 
sent up indicates what you have just said. But the volume of the code 
we have before us indicates it was repealed. 

Mr. Berts. The code I have doesn’t say “repealed.” It just says 
it wasomitted. It doesn’t use the word “repealed.” 

Mr. Howell, I just want to say I am glad to see you back on the Hill. 
I wanted to comment a little further upon the question of licensing 
which you raised. 

Mr. Howe. Well, there are States which, in order to enforce their 
statutes on consumer finance, do issue licenses to whatever kind of an 
institution it is that engages in that business, and they feel that it is 
necessary to do that. Therefore, where State banks or national banks 
engage in that kind of business, the statute provides that they should 
be ‘licensed and that the supervisory authority would have the right 
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to go in there in connection with a complaint, or alleged bad practice, 
and examine the records in connection with that, to see if the State 
Jaw had been violated. 

We feel that where a State has such a requirement for these in- 
stitutions, whether State or national banks, or other institutions to be 
licensed, that it is a proper exercise of the States’ police authority 
and should not be prohibited by Federal regulation saying that 
national banks cannot be licensed, or cannot be examined or inves- 
tigated in connection with those abuses. 

“Mr. Berrs. Isn’t this an attempt to resolve the differences between 
these banks, where there are restrictions on State banks and not on 
national banks ? 

Mr. Howe... Yes; I am not fully aware of the particular situation, 
but I would guess that it deals with that to a large extent. I think I 
will have to let what I have said stand, because I am not too familiar 
with that situation. 

Mr. Berrs. That is all, thank you. 

Mr. Brown. Mr. Multer. 

Mr. Morrer. [ will use my 5 minutes with Mr. Howell. It is im- 
possible to get to the other witnesses at this time, but I hope I will 
have an opportunity to have more time to question them about these 
matters after we get beyond the 5-minute rule. 

Commissioner Howell, you have presented a very fine statement, as 
was to be expected. If you need any help in connection with this, don’t 
hesitate to call on the president of your association, or any of the other 
gentlemen with you. 

Mr. Howetz. Thank you. 

Mr. Muturer. First, addressing myself to the holding company mat- 
ter. I think it is quite proper th: at you present these views at this time. 
I am sure other witnesses will also present views during the course of 
these public hearings on matters that are not now in the bills but deal 
with amending these statutes. I know that when we get to the execu- 
tive sessions on this bill, amendments will be offered dealing with the 
very matters you have touched on in your statement, and particularly 
those involving the Holding Company Act. 

It is my recollection that when we had the Holding Company Act 
before this committee in public hearings, and then in executive ses- 
sion, we were concerned with the very problem you present to us—I 
think it was the attitude and the opinion of the majority of the com- 
mitte, as well as the majority of the House and the Senate, that what 
we should do with the Holding Company Act was not give a veto 
power to a superintendent of b: inks or a commissioner of banks, but to 
let the State speak for the State through its legislature, and if a State 
did say “We prohibit,” I am not talking now about a regulation—‘We 
prohibit bank holding companies in our State,” that i the statute 
as we passed it, that should be binding. 

Mr. Hower. I think that was the intent of the language. 

Mr. Mutrer. I think at the same time we did not want—I was in 
favor of giving the banking supervisory authorities the veto power, 
so far as States are concerned. The majority of the committee felt 
otherwise. But as the statute was enacted, we did, I believe, give the 
States the right through their legislatures to say whether or not they 
will have bank holding companies operating in those States. 
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Mr. Howe tu. Yes. 

Mr. Mutter. The argument I heard against that interpretation of 
the statute, which I think is clear, as you and I understand it, was the 
argument of the First National City Bank in connection with their 
bank holding company application now before the Federal Reserve 
Board. I think this committee should take action when we consider 
this bill to eliminate that doubt. 

They said, “If you apply it that way, and the State of New York 
says no holding companies in the State of New York, then, we are 
going to have only one in New York, Marine Midland.” This com- 
mittee had testimony from Marine Midland officers and knew that situ- 
ation. We decided that is a State situation. We said, in effect, “Let 
the State take care of it.” If they want one or more, that will be up to 
the State. ' 

Mr. Howe t. I think, in general, that that is reasonable, and if that 
were specific and definite, that would cure most of the problems that 
exist. However, our association felt, as I have testified, and we would 
like to have you consider it if the time is appropriate. 

Mr. Mutter. I think as long as the question has been raised with 
regards to the interpretation of the language, without changing the in- 
tent of Congress, we should make it more explicit, and I think we 
should do that at the first opportunity. 

Now let me go briefly to another phase of your testimony, with ref- 
erence to your recommendations on savings and loan associations. I 
think that, by and large, you agree that neither the State associations 
nor the State banks should be in a better competitive position than the 
national associations or national banks; by and large, that is the ap- 
proach, is it not ? 

Mr. Howe tt. [think that is what would be the fair approach, yes. 

Mr. Motrer. And the converse is true; the national associations and 
the national banks should not be in a better competitive position than 
the State banks and State associations ? 

Mr. Howetx. That would seem proper. 

Mr. Motrer. Following that theory to its natural conclusion, I ar- 
rive at just the opposite of your recommendation on the savings and 
loan associations. You say if you change the law, as you indicate, 
rather than as the bill now provides, I think the Brown bill, and in 
accordance with what the Home Loan Bank Board is doing with the 
savings and loan associations, if you don’t do that, then you get into 
the situation where your commercial banks that are seeking savings 
accounts are put in a better position competitively than the savings 
banks, and the savings and loan associations, because when it comes to 
savings, you are all competing—when I say “you,” I don’t mean you— 
all of the banks, commercial banks, savings banks, savings and loan 
associations, compete for the same savings funds; that is correct; is it 
not? 

Mr. Howett. That is true, to a large extent, except that savings 
and loans and mutual savings banks are more particularly thrift 
institutions. Other commercial banks, of course, do have thrift sav- 
ings accounts. It seems to me that a State should have the right to 
govern the pattern of branching of the various types of institutions, 
which do differ in some essential respects. I can see your point there, 
and there may be some merit in it, but I think perhaps you are reaching 
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out a little bit, and that the best result would be accomplished if the 
same rules that apply to State chartered savings and loans and mutual 
savings banks would apply to Federal savings and loan associations. 

Mr. Brown. The gentleman’s time has expired. 

Mr. Mumma. 

Mr. Mumma. I pass. 

Mr. Brown. Mrs. Griffiths. 

Mrs. Grirrirus. I would like to ask Mr. Miller a question. 

Mr. Miller, what percentage of the capital of your bank comes from 
the stockholders, and what percent from depositors ? 

Mr. Mitier. What percent of what? 

Mrs. GrirritHs. What percentage of the lending power of your 
bank comes from stockholders and what percentage ‘from depositors ? 

Mr. Mitier. Do you mean what percentage of the e ~arnings is based 
on the amount of the capital structure, in comparison with the de- 
posit liability ? 

Mrs. Grirrirus. How much of the money you have to lend comes 
from the stockholders? How much money have the stockholders 
contributed to your bank ? 

Mr. Mitier. How much money ? 

Mrs. Grirrirus. Yes. 

Mr. Miter. Well, it is a capital of $5 million, surplus of $10 mil- 
lion, and $2 million undivided profits. That is $17 million. 

Mrs. Grirrirus. How much stock did you sell? 

Mr. Miter. $5 million—the stockholders own the entire capital 
structure of the bank, of course. 

Mrs. GrirrirHs. How much money do they have in there? 

Mr. Mutter. $17 million. 

Mrs. GrirrirHs. How much do you have on deposit, which does not 
belong to the stockholders ? 

Mr. Miter. Well, the entire deposit liability at the close of busi- 
ness last night was $224 million. Of course, a great many 

Mrs. Grirrirns. Of that $224 million that you have on deposit, 
how much of it do you not pay interest on, per month, would you say? 

Mr. Miner. Well, we have a small savings department i in our bank. 
We have about $15 million of savings deposits, out of the total of 

$224 million. 

Mrs. Grirrirus. Don’t you have other money in there that you 
don’t pay interest on? Aren’t there some people who do not have 
enough in it, who have some deposits, but not enough to receive 
interest ? 

Mr. MriiiEr. We only pay interest on savings or time deposits, and 
that total is just $15 million out of the $224 million. 

Mrs. Grirrirus. I see. On the rest of it you are not paying in- 
terest ? 

Mr. Miturr. That is right. 

Mrs. Grirrirns. Now I would like to consider this problem of 
mergers. You have pointed out that you feel that there is reason 
for banks to merge, where it would still lessen competition, and you 
give as a first reason, where there is a reasonable probability of the 
ultimate failure of the bank to be acquired. 

How many banks have failed in your State in the last 20 years? 

Mr. Mixer. Well, as a matter of fact, in the last 20 years there 
have been relatively few bank failures around the country. 
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Mrs. Grirrirus. So that that first reason can go by the board 
right now ? 

Mr. Miter. I didn’t understand. 

Mrs. Grirrirus. Your first reason for permitting a merger is out 
right now; there is no reasonable situation in which you “foresee a 
bank failure, so there is no reason for a me rger, because you are going 
to have a banking failure. In the last 20 years you haven’t had a “bank 
failure? 

Mr. Mriier. We haven’t, but we have had a one-way street in the 
banking industry for the last 20 years. But that isn’t true over the 
history of banking. 

Mrs. Grirrirus. That is just true since the Democrats came in and 
fixed up the banking system. 

Now let me goto No. 2. 

Mr. Miter. Let me say that being from Kentucky, I myself am a 
Democrat. 

Mrs. Grirrirus. Good. Where because of inadequate management 
the acquired bank’s future prospects are unfavorable. I can see that 
in a little town you might have inadequate management, but they still 
are not failing. So I think that reason, too, would have to go by the 
board. I don’t think that is any reason for permitting a merger. 

Mr. Mrizer. Well, a merger is accomplished very often for the 
purpose of securing adequate and proper management. 

Mrs. Grirrtrns. The point I want to make ‘with you, Mr. Miller, is 
that it seems to me that the mergers are being permitted so that you 
have a better return for the stockholders, and ‘yet the stockholders are 
supplying a very small part of the capital. 

urther than that, most of the capital is being supplied by people to 
whom you are not even paying interest, and they have no voice in the 
management of the bank. 

Mr. Miter. Possibly you mean assets. 

Mrs. Grirrirus. Yes. 

Mr. Mitier. The capital is all supplied by the stockholders. 

Mrs. Grirrirus. Yes; well, I mean the lending power of the bank. 
They are supplying very little of it. 

Mr. Mitirr. Of course—— 

Mrs. Grirrirns. You are making your money on lending money ? 

Mr. Miter. That is right. 

Mrs. Grirrirns. And the stockholders are not supplying any large 
part of that money you are lending. Now, what you are really talking 
about in these reasons for permitting a merger, it seems to me, is to 
permit the stockholders to make more money, and I can see how they 
could make more money, but they also, it seems to me, are going to build 
up certain sections of the country; they are going to build up certain 
industries, and they may be doing that at the expense of the depositors 
in your bank that are supplying the money on which it has done 
business. 

Mr. Miter. Of course, the depositors in our bank that are supply- 
ing the money, they get many, many services in return for that, and 
their accounts are kept on analysis, activity of the account and serv ices 
rendered, to see whether or not we are making a profit on that particu- 
lar account, and if we are not, why, there are service charges which 
would apply to those accounts. That means just that they are in the 
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black, not that it is a highly profitable thing, just so we are not losing 
money on that particular account. 

Now let me give you a little example, will you, just for a moment? 
There is a little town 35 miles out of Louisville, of 6,500 people, which 
has 4 banks, where 2 banks could adequately serve the community, 
and if they did result in 2 banks, if 2 would merge and the others 
would merge, they would have a better capital structure, better lend- 
ing fi cilities ; they could lend more money, and they could serve their 
community better if there were 2 banks instead of 4, and in 2 of them 
the management is old, and one of them came to see me the other day 
and said, “For goodness sake, get me somebody to come out and be 
president of this ‘bank.” Personnel is a cr ying problem in banks today. 

Mrs. Grirrirus. I think there is something | to that, but I think there 
is a large amount of merging where you are taking out the only little 
bank inatown. Itis becoming part ofalarger bank. It is happening 
in the district that I represent, and I can say I think it is permitting 
other areas to build up, and it is really being done, not for the benefit of 
those depositors. 

The depositors are fully protected. It is not even being done for 
the benefit of those who are borrowing. It is being done, it seems to 
me, for a few people who may own stock in that bank, but it is cer- 
tainly helping the bigger bank that merges with them, and those 
stockholders are being greatly assisted. For that reason I feel that 
your arguments for bank mergers are weak arguments, and I think 
one of the worst things that is happening in this country today are 
these bank mergers. 

Mr. Brown. Mr. McVey? 

Mr. McVey. Mr. Chairman, I would like to pursue the question 
which Congresswoman Griffiths has raised. 

You have, Mr. Miller, these six examples where bank mergers might 
be desirable. In only one case did you refer to failure on the part of 
banks. I think that might be the weakest example because, as Mrs. 
Griffiths has said, we don’t have many failures in banks at the present 
time. Now, you speak of where there is inadequate management, 
where the acquired bank has no adequate provisions for management, 
or management succession, or where management is incompetent. I 

san see where bank mergers might be adv isable in a community under 
those circumst ances, although I am not in favor of bank mergers when 
such circumstances do not seem favorable to the depositors of the 
banks to be merged. 

Now, this further question I would like to ask: Do bank mergers 
conflict with the laws of States which do not permit bank holding 
companies to operate, or to establish branch banks? Is there any 
conflict in this respect ¢ 

Mr. Miter. Well, that is a question for each particular State to 
determine. I can tell you, in Kentucky, that bank holding companies 
are not permitted ; and secondly, I can tell you that the State regulates 
the extension of branch banking, and it confines it entirely ‘to the 
county in which the bank is located. He cannot have a branch bank 
outside of his own particular county, and then only with the consent 
and approval of the several supervisory agencies. 

Mr. McVey. In a State where the law forbids establishment of 
branch banks, can bank mergers take place ? 
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Mr. Mitier. That could not happen in Kentucky. 

Mr. McVey. Thank you. 

Mr. Brown. Mr. Vanik. 

Mr. VantK. I will pass for now, Mr. Chairman. 

Mr. Brown. Mr. Seely-Brown. 

Mr. Seety-Brown. Mr. Howell, like everyone else, I am glad to see 
you here. 

Mr. Howetn. Thank you. 

Mr. Srety-Brown. Do I understand that the basic argument of 
your testimony is that all institutions within a State boundary, be they 
national banks or Federal savings and loan associations or State banks, 
State savings and loan associations, should actually have the same 
rights and powers ? 

Mr. Howe tt. Yes, I feel—and I think our association rather unani- 
mously feels, that whether it is a national bank or a Federal savings 
and loan association, that they should conform to the same branching 
pattern and other powers as the similar State-chartered institutions. 

Mr. Srety-Brown. In other words, you should all compete, in your 
opinion, under the same set of rules? 

Mr. Howe tt. That is right. 

Mr. Srety-Brown. Mr. Miller, isn’t that basically your philosophy ? 

Mr. Miuier. Yes,sir. 

Mr. Srety-Brown. And that of all the witnesses that have testified ? 

Mr. Mitter. That is exactly right. 

Mr. Kirzurn. I didn’t understand that Mr. Howell had said ex- 
actly that. I thought he said that savings and loan associations were 
a little different from commercial banks; that the State law with re- 
spect to State institutions should apply to national institutions. 

Mr. Howe tt. Yes, that is substantially it. I don’t think there is 
any real difference. 

Mr. Srreity-Brown. Mr. Lyons, referring to your suggestion with 
regard to cumul: ative voting, which will certs ainly be a “controv ersial 
issue later; it is my understanding that you believe that cumulative 
voting should be permissive, rather than mandatory; is that correct? 

Mr. Lyons. Yes. 

Mr. Sreity-Brown. How permissive is it right now ? 

Mr. Lyons. It is permissive on the part of any shareholder to cumu- 
late his vote for the purpose of the election of directors, so that in the 
exercise of such permission it becomes mandatory. 

Mr. Srety-Brown. How does he get the permission 

Mr. Lyons. By reason of the present law, which gives him that 
right. This amendment that we are urging would make it permissive 
if so specified and stipulated in the articles of association of an indi- 
vidual bank. If not so stated in the articles, no shareholder would 
have that right. 

Mr. Srety-Brown. That is what Iam getting at. How generally— 
or how many articles of association—I believe that is what they are 
called—how many banks in their articles of association now have the 
right of permissive voting ? 

Mr. Lyons. No national bank has that right, because the law itself 
gives the shareholder that right, regardless of the articles of associa- 
tion. They cannot transcend the existing law. 
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Mr. Sre.y-Brown. Do you feel that every article of association of 
a national bank should have that permissive authority in its articles of 
association ¢ 

Mr. Lyons. Only if the shareholders of that particular bank want 
that privilege. And the shareholders 

Mr. Srety-Brown. In other words, the authority would rest in the 
shareholders themselves ¢ 

Mr. Lyons. Yes, sir, the shareholders have the right to adopt articles 
of association under which framework the bank is to conduct its busi- 
ness. That provision could well be in the articles of association if the 
shareholders adopted that as a provision of the articles. 

Mr. Seety-Brown. Do you visualize, in the future, that that would 
be done? 

Mr. Lyons. Under certain circumstances it might be done, but I 
would say not generally. 

Mr. Seety-Brown. That is all, thank you, Mr. Chairman. 

Mr. Brown. Mr. Anderson. 

Mr. Anverson. Mr. Chairman, I will direct my discussion to Mr. 
Lyons, if I may. 

I refer you to page 7 of your testimony, about half-way down the 
page, on section 45, Mr. Lyons. You say our committee has already 
expressed considerable interest in further amendments to section 45, 
which authorizes national banks to act as insurance agents. Would 
you refresh my memory? In what way has this committee expressed 
an interest in further amendments ? 

Mr. Lyons. I was referring to the discussion that that section has 
evoked in this committee in the last day or two. 

Mr. Anperson. You speak of further amendments. I don’t think 
this committee in the past day or so has discussed any further amend- 
ments. We have only been discussing whether or not the section that 
is now in there is appropriate; isn’t that so? 

Mr. Lyons. Well, I wasn’t present at the hearings. This was pre- 
pared by the staff of the American Bankers Association for me in 
that respect. But the position of the association is set forth in the 
testimony, as I have given it. 

Mr. Anperson. I think you are in error, though, in stating that we 
have asked for further amendments. However, you do proceed to 
suggest a further amendment, and as part of this suggestion you pro- 
pose that, if State-chartered banks permit such pr actices } that is, the 
handling of insurance by banks in towns of more than 5,000, that 
national banks should so be authorized ? 

Mr. Lyons. That is the position of the association. 

Mr. Anperson. Would it be the position of your association that 
national banks should conform to the State banks, and if State banks 
are prohibited from acting as insurance agents in towns of under 
5,000, that in that case no national banks should be authorized to act 
as insurance agents ? 

Mr. Lyons. The association has not taken any position on that. 

Mr. Anperson. Well, your argument, of course, is that State and 
national banks should be on an equal basis. Aren’t you willing to 
extend your proposal here so that should not be a one-way street ? 

Mr. Lyons. I see no objection to the law so providing, that in the 
event there is prohibition in the State law, no national bank in that 
State might operate as an insurance agent. 
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Mr. Anperson. But if the State banks are prohibited, it is agree- 
able with you that national banks shall also be prohibited, regardless 
of the size of the town? 

Mr. Lions. Yes, sir. 

Mr. Anverson. I would like to point out for the record that all 
of the arguments we have had in laete of permitting the banks to 
sell insurance have been simply on the basis of service to the cus- 
tomers, and the argument of putting a bank on a parity with a State 
bank is hardly in line with the previous arguments, which are simply 
that in smaller towns it is required as a service to their patrons. 

It might well be that under those circumstances, if you are simply 
going to put it on a basis of profit, the necessity for permitting na- 
tional banks to sell insurance should be reviewed, and perhaps this 
section taken out entirely. 

I refer now to page 4 of your statement, and I think perhaps in 
paragraph 1 you are simply | guilty of poor grammar or poor sentence 
construction. You say, “The present absolute right is undesirs able 
because it makes it possible for an irresponsible individual,” and so on, 
“to acquire sufficient shares of stock in a national bank.” 

Certainly, this provision doesn’t make it possible for such an irre- 
sponsible individual to acquire any additional shares of stock in a 
bank. 

Mr. Lyons. I think you have got to take that along with the bal- 
ance that follows, “and by means of cumulative voting.” 

Mr. Anperson. You don’t mean to indicate in any way that the 
first part of that could be considered by itself? 

Mr. Lyons. No; it is all in one sentence, “and by means of cumula- 
tive voting assures election.” 

Mr. Anperson. Yes,sir. Then may we go to paragraph 3, in which 
you state that the bank directors should represent the interests of all 
shareholders. You are assuming that the interests of all shareholders 
are the interests of the majority of the shareholders in advocating 
the elimination of the majority of the mandatory right of cumulative 
voting. Isthat not true? 

Mr. Lyons. To have a small minority, by the use of cumulative 
voting, get into an organization and disrupt the smooth running of 
that organization and cause damage to the bank; is what we are 
fearful of, and which has proven to be the truth in some cases. 

Mr. Anperson. Will you quote some cases for the record ? 

Mr. Lyons. In my testimony I referred to, I have the testimony 
given in 1954 and 1955, which quotes at great length the experience 
banks have had in this connection. I have 2 or 3 other cases that 
have come to our attention since that testimony, which I will be glad 
to read to you, if you so desire. Some of them are rather lengthy. 

Mr. Anperson. Mr. Chairman, may they be inserted in the record 
at this point ? 

Mr. Brown. That may be done. 

(The information referred to is as follows :) 


CUMULATIVE VOTING EXPERIENCE 


A bank in New Jersey 

“In October 1954 we had occasion to let out a junior officer who had been with 
us for a period of 12 years. The bank made no public statements relative to the 
reason, but it is sufficient to state that the employee could not have remained on 
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our bond. The employee instead of gracefully accepting the situation turned toa 
relative who was an attorney and a very small stuckholder. Evidently, the deci- 
sion was reached to gain a position on the board and start a program of retaliation 
which would be directed against me as the senior officer. 

“Our previous junior officer was a small stockholder, as were several members 
of his family. They, in turn, interested various other individuals with one reason 
or another to elect the said attorney to the board of directors. Our board was not 
forewarned and consequently on election day found a number of duplication of 
proxies. The opposing organization having supposedly gone around on election 
morning to secure new proxies, thereby voiding those in our possession. 

“The net result was the attorney was elected to our board. One of our own 
directors was dropped. The attorney did present problems for 10 months until 
such a time as he found himself in a position where he had to resign from our 
board, never completing the term for which he had become elected. This indi- 
vidual even went so far as to advise the board on occasions that he had gained 
office merely to harass the * * *” [officers and directors]. 

“This entire set of circumstances arose from the fact that an employee who 
had to leave the bank decided to ‘get even,’ with the result that the bank spent 10 
months of internal strife which definitely retarded its normal growth during that 
period. Further, both the attorney and the employee ended up with problems of 
their own, which in no way aided the bank because of former association. Thus, 
we know that cumulative voting, improperly handled, can disrupt the affairs-of a 
bank.” 


2. A bank in Maryland 

“Beginning January 1945, one of our shareholders, a lawyer here, regularly 
appeared at our annual stockholder’s meeting, nominated himself as a director, 
and voted his shares under the cumulative voting plan for himself, until the time 
of his death by his own hand December 1955. At one time, this shareholder was 
offering to buy some other shareholder’s proxy voting rights. 

“It was the feeling of our board and other shareholders that his effort was 
purely a selfish one and not for the good of the bank, and his efforts were withont 
success, 

“We are a country bank, operating in an agricultural community, and because 
of the confidential nature of all the business that comes before the board, we 
strongly felt that such a dissenting director could do quite much damage. 

“With competition like it is hereabouts, in our town of about 1,800 people, 
another bank beside ours, and a Production Credit Association and the National 
Farm Loan Agency, it is not so much a question of perpetuating the present 
management for personal reasons, as it is in obtaining directors who will accept 
the responsibility of the directorship for the good of the bank and the community. 
The fact that this bank has grown from a total assets of $1,300,000 in 1929 to $7 
million at the end of last year, we believe it is evidence of the fact that we have 
tried to operate a bank along the proper lines. This community has had no boom 
and growth of the bank has been very gradual, but continuous over the years. 

“We therefore most respectfully do not feel that the adoption of cumulative 
voting provisions would mean less democracy nor the perpetuation of management 
nor the exclusion of minority interests. 

“While our experience was unpleasant through the years with our dissenting 
shareholder, and on many occasions we tried to buy his stock at a splendid profit 
to him, he continued to do all he could against the bank, and we still feel that had 
he been on the board, the damage would have been much greater.” 


A bank in Nebraska 


“A rather large block of our stock got into the control of two attorneys who are 
partners and are trustees of an estate. This estate may run for a term of years, 
as proceeds from the estate are payable to a devisee during her lifetime. We 
have tried to purchase the stock but the attorneys, while they have power to do so, 
will not sell. 

“One attorney is director and attorney for one of our competitors and the other 
is attorney and director for another competing bank. They have said that they 
might put one of themselves on our board by cumulating their vote. 

“There is no discussion on our board nor are our stockholders dissatisfied but 
we feel we are operating ‘in a glass house’ as information gained at our stock- 
holders’ meetings has been passed on to our competitors. It is a situation no 
one likes except the aforesaid attorneys.” 
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A bank in Kansas 

“Several years ago the stockholders of our bank, at an annual meeting, unani- 
mously refused to reelect one of the directors who owned a small block of stock. 
Although not reelected he continued to hold his stock, promising to be as vindictive 
as possible and, as he put it, ‘to cut and slash’ whenever and wherever he could. 
He made good this promise by missing no opportunity to harass and annoy the 
bank but was unable to reelect himself by cumulating his votes as it was subse- 
quently brought to light that he was not a citizen of the country. In the meantime 
he bought controlling interest in a State bank just 20 miles distant with which 
his bank is in active competition. This year he appeared at our annual meeting 
and by cumulating his votes was able to elect his son, who had recently returned 
from military service, as a director of our bank. 

“We now have a situation on our hands wherein a competitor is a member of 
our board of directors and as such has access to all the most private and confi- 
dential matters of the bank. From all the talking he has done in the past we 
are now doubly sure of what we may expect in the future and from the standpoint 
of public confidence we are certain it will do the bank no good. It would seem to 
us that Congress should give some protection in the matter of mandatory cumu- 
lative voting in a situation like this where the avowed intention of the stockholder 
is to be as harmful and injurious to the bank as he possibly can.” 

Mr. Anverson. I did want to point out that in this case, your state- 
ment should be modified, and instead of saying the interests of all 
shareholders, it should indicate the majority, since the minority will 
have to come, hat in hand, and ask for the privilege of cumulative 
voting. 

Mr. Lyons. I think you may be drawing an inference that was not 
intended. It is the duty of the directors to represent the interests 
of all shareholders, regardless of whether it is a majority or minority 
group. 

Mr. Brown. Mr. Henderson. 

Mr. Henverson. Mr. Chairman, I would like to ask any one of these 
gentlemen who have testified this morning, whether they know of any 
town in America which has a bank which doesn’t also have an in- 
surance agent. 

Mr. Howett. I think it would be highly unlikely. 

Mr. Henperson. Doesn’t part of the argument behind this one 
section then pretty much fall on that situation? It has been pointed 
out that this provision is needed because there is inadequate oppor- 
tunity to obtain insurance. Doesn’t the argument pretty well fall, 
then ? 

Mr. Howe tt. I would rather have one of these other gentlemen an- 
swer. Our association is taking no position on that. I am sure that 
was the original basis and philosophy and concept. 

Mr. Lyons. I think the Comptroller of the Currency could give 
you information as to the number of banks that oper ate insurance 
agencies under existing law, if not right up to the minute, an approxi- 
mation of the number, and the size of the communities in w hich those 
banks are situated. 

There are situations in small towns in the South, and in the Middle 
West, where this type of service is very important to the commu- 
nity. I have examined banks in some of those small towns where 
the banks had total resources of less than $1 million, and with less 
than 300 inhabitants in the town, where the bank was the only source 
where they could get that type of good insurance service. 

Mr. Henpverson. Towns which have no other insurance agent? 

Mr. Lyons. I wouldn’t say they have no other insurance agents. 


Mr. Henverson. All right. Now, Mr. Howell, your testimony 
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pointed out something that we all know, the fact that there is a very 
ealthy situation in this country as far as competition between Fed- 
eral and State activities in many fields. 

Mr. Howe uz. That is right. 

Mr. HENDERSON. Particularly in the banking field. But I note 
particularly, in the testimony that we have had, that a great number 
of the proposed changes sought in these bills are to equalize a situa- 
tion between State and Federal organizations. Isthatso? 

Mr. Howexu. I think that is a very true observation. We feel 
that if the dual-banking system has provided good results and if it 
is going to continue, the conditions under which they operate, essen- 
tial functions, should be pretty much the same, as well as restrictions, 
so that they compete on the same basis and continue that healthy 
competition. 

Mr. Henpverson. Supposing that we passed this bill in its present 
form. Do you foresee any necessity for State legislatures, then, to 
find the necessity to enact legislation to put the shoe on the other 
foot, so to speak, to bring State organizations up to the level of 
Federal organizations ¢ As we working on a see-saw ? 

Mr. Howe tv. If you are talking, for instance, about savings and 
loan branching, I think the impetus would be on the States to extend 
their branching privileges to the State chartered associations to meet 
whatever was the most liberal of the provisions affecting all of the 
thrift institutions. If you are referring to the others, it is kind of 
hard to pin anything down. 

Mr. Henperson. We are, in a sense, possibly, setting a see-saw in 
motion ? 

Mr. Howett. I think so, and I suggested that in my testimony. 
But the general broad and final effect of it would be having the Fed- 
eral Government dictate the terms, because the State would then have 
the impetus and burden of extending to their chartered associations 
whatever was the most liberal, and more liberal than the State asso- 
ciations enjoy now. And I think it is proper to retain some individ- 
ualism, some rights within the States to choose their own pattern. 

Mr. Henperson. How deeply does your organization feel about 
the position of the Comptroller that he should not be 

Mr. Howety. We feel very strongly about it, and figure that it 
creates—right at the beginning—an unfair loading; as I suggested, 
we are not directing that at any personality, and as I suggested, it 
might be well to change it at the time there is a new Comptroller, 
but we do feel strongly that he should not be automatically a member 
of the Board, and add, as a supervisor of national banks, an uninten- 
tional bias to that position. 

Mr. Henperson. Is your organization the only one that has that 
feeling ? 

Mr. Hower. There are not too many organizations that would be 
concerned about it. I don’t know of any others at the moment. Per- 
haps the State section of the American Bankers Association might 
have some views on it. But the American Bankers Association itself 
doesn’t take that view. 

Mr. Henverson. Thank you, Mr. Chairman. 

Mr. Brown. Mr. Breeding. 
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Mr. Breepine. Mr. Lyons, on page 42 of S. 1451, which has to do 
with insurance, has there been any change, or does this make any 
change in existing law with regard to the sale of insurance? 

Mr. Lyons. Any change in existing law ? 

Mr. Breepine. Yes, sir, with regard to the insurance companies, 
or the sale of insurance 

Mr. Lyons. I am sorry, I don’t get your question, Mr. Breeding. 

Mr. Breepinc. Well, I he some 20 letters and telegrams here 
this morning, from people in my State protesting any amendment 
that would change ae 45 on page 42. Now, I am asking, 
does this paragraph 45 change any existing law that we presently 
have ? 

Mr. Lyons. It is a restatement of the existing law, as I understand 
it. 

Mr. Breeprne. If passed as it is, it would make no specific change 
at all in regard to insurance sales ? 

Mr. Lyons. That is my understanding, Mr. Breeding. 

Mr. Breeprnc. I notice it says that “Any place the population of 
which does not exceed 5,000 inhabitants.” 

Mr. Lyons. That has been the law all along, as I understand it. 

Mr. Breeprnc. Has there been any amendment offered that you 
know of to change this paragraph 45 on page 42 of the Financial 
Institutions Act? 

Mr. Lyons. We are not proposing any change in that in towns 
of less than 5,000 inhabitants. 

Mr. Breeprne. Apparently, these people couldn’t all be wrong. 
Somebody must have proposed a change or amendment to that act. 

Mr. Lyons. Well, there was a letter that went out to all insur- 
ance agents throughout the country indicating that the American 
Bankers Association was recommending a change in this act. The 
American Bankers Association is not making any such recommenda- 
tion with respect to towns of less than 5,000. I am aware of the 
letter; I have seen it. And I imagine that is the reason for the letters 
which you have received from various insurance agents in your 
district. 

Mr. Breeptne. Yes, sir. In fact, many of these same people wrote 
me last summer in support of this S. 1451, and today they are ob- 
jecting to the passage of it because of that very thing. They think 
this amendment would ruin it for them. 

Mr. Lyons. I don’t think it would give the national banks any 
power greater than they now have in towns of 5,000 population and 
under. 

Mr. Breepine. As far as you know, there is no amendment at all 
changing it? 

Mr. Lyons. No, sir. 

Mr. Breeprne. Mr. Chairman, I would like to ask unanimous con- 
sent to insert into the hearings of the committee the letters and tele- 
grams that I have in opposition to any amendment to chapter 45 
on page 42 of the Financial Institutions Act. 

Mr. Brown. That may be done. 
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(The correspondence referred to is as follows :) 


JEWEL TEA Co., INC., 
Chicago, July 15, 1957. 
Hon. J. FLoyp BREEDING, 
House Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

My Dear Mr. BREEDING: At the suggestion of the Honorable Marguerite Stitt 
Church and the Honorable William E. McVey, I am writing to you in connection 
with a matter which may come before your Committee on Banking and Cur- 
rency. Both Mrs. Church and Mr. McVey suggested it is important that you 
know of this matter and that I write to you about it as well. 

The problem deals with the Financial Institutions Act of 1957 which was 
recently passed by the Senate under the sponsorship of Senator Robertson who 
headed the subcommittee of the Committee on Banking and Currency in the 
Senate. There is a section in the old Banking Act which permits national 
banks in towns of less than 5,000 population to have insurance departments. 
This figure was established back in 1916 and, as you so well know, many things 
have happened in our country since then to outmode that figure. 

When Senator Robertson was working on this technical bill, I talked with 
him about the matter and explained that the figure of 5,000 is most antiquated 
and should be raised or the limit should be eliminated. After looking into it 
and discussing it with a number of bankers and the Comptroller of the Cur- 
rency, Senator Robertson agreed to delete this restriction from the new law. 
This was done in the committee print of January 7, 1957. However, because 
the secretary of the Association of Insurance Agents wrote a letter and appeared 
against this provision, in spite of the fact that there was little or no opposition 
on the other side, it was stricken from the bill before going to the Senae floor. 

Though there may be selfish arguments against permitting banks to have in- 
surance departments, I can see no just reason whatever for forcing a bank 
which has once established an insurance department to close it up merely 
because the population in that town becomes 5,001. The very idea of this kind 
of restriction to me seems most un-American where in our free-enterprise 
society one can point to hundreds of examples of one type of business handling 
items which are handled or sold by another. Witness what’s happened to the 
drug store, the gasoline station or the department store. 

Even though it might be politically difficult to permit banks in large cities 
to establish insurance departments, there certainly should be some way to pro- 
tect the banks in small communities that have once established departments. 
A case in point is the First National Bank in Barrington, Ill, of which I am 
a director. This bank started an insurance department many years ago and it 
has rendered fine service to the people of the community. The men in the 
insurance department were sent to school to receive specialized technical train- 
ing for which they have obtained insurance degrees. It would not only be 
unfair to force the bank to stop all this activity just because the next census 
reveals a population over 5,000 (which I am sure will be the case), but it would 
be a distinct disservice to all the residents of our area who have been accus- 
tomed to handling their insurance through the bank and like it that way. 
Furthermore, it seems to me that it would be weakening our entire banking 
structure if hundreds of national banks in many towns had to give up this 
important source of income. 

There are two solutions as I see it: One would be to have the wording in 
Senator Robertson’s first draft (which was passed by his committee) reinstated 
in the bill, or have the figure of 5,000 population raised to, say, 10 or 15 thou- 
sand. Still another solution, and I know the Comptroller of the Currency 
would approve of this, would be to insert a grandfather-type clause which 
would state that once a bank has started an insurance department in a town 
having less than 5,000 people, it shall not be required to discontinue it merely 
because the population passes the 5,000 mark. 

This has become a very long letter, and I apologize for taking so much of your 
time. 

Because this matter will probably come to your committee, I do hope you will 
lend your influence to help correct this inequity. As I said before, it would be 
most unfair and, I think, dangerous to the banking structure to force hundreds 
and perhaps thousands of banks to close an important and profitable depart- 
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ment of their business, and I hope that we can at least protect them by the use 
of the grandfather-type clause. 
With deep appreciation for your interest and assistance, and with kindest 
regards, I am, 
Sincerely yours, 
J. M. FRIEDLANDER. 





Tue First NATIONAL BANK OF BARRINGTON, 
Barrington, Ill., July 28, 1957. 
Re banks acting as insurance agents 
Hon. J. Firoyp BREEDING, 
Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 


DEAR Mr. BREEDING: Under the Financial Institutions Act of 1957 which was 
recently passed by the Senate, there is a section pertaining to national banks 
acting as insurance agents which, I feel, should be amended. 

At the present time, national banks have the power to engage in the insurance 
business under the provision of section 92, title 12, United States Code Anno- 
tated. Based on this provision, our bank has operated an insurance agency for 
over 25 years. The privilege of operating an insurance agency ceases after the 
population of the place where the bank is located exceeds 5,000 inhabitants as 
shown by the last decennial census. In 1960, the next decennial-census year, 
the population of our village will be in excess of 5,000. 

I would appreciate your efforts in having the Financial Institutions Act of 
1957, section 45, amended in 1 of 2 ways, or a combination of both: 

1. Change the present 5,000-population limitation adopted in 1916 to 15,000. 

2. By the use of the grandfather rights to banks now acting as insurance 
company agents. 

I feel that this change is desirable for the following reasons: 

1. The public asks for and is entitled to a complete banking service in the 
Suburban areas. Insurance has become an integral part of banking and finance. 

2. The policyholder has better protection when placing his insurance through 
banks, because the employees are bonded and the premium deposited is federally 
insured. 

3. Building and loan associations now handle insurance applications, and it is 
unfair to discriminate against national banks in this respect. 

4. Banks in suburban areas, more and more, are engaged in home-mortgage 
lending. The security and integrity of the mortgage asset depend upon being 
able to write proper amounts of insurance based on proper appraisals. This 
cannot be delegated to someone else. No insurance agent could be as interested 
in the financial welfare of the owner as the mortgage lender. Having mortgages 
and insurance in the same office seems about as natural as bread and butter, and 
just as inseparable. 

5. The act of 1916 is now wholly unrealistic and should be revised. The popu- 
lation growth in suburban areas is phenomenal. 

6. It would cause a great disservice to hundreds and thousands of people to 
withdraw this important service which has been available for over 40 years. 

I sincerely hope that you will put forth every effort to make this change 
possible. 

Sincerely, 
CarRL QO. ANDERSON, Cashier. 


CASE & SON, 
Marion, Kans., January 17, 1958. 
Hon. J. FLroyp BREEDING, 
Representative from Kansas, 
House Office Building, Washington, D.C. 


Dear Mr. Breeptne: I am writing you with regard to Senate bill No. S. 1451, 
which, I understand, is currently before the House Banking and Currency Com- 


mittee, of which you are a member. 

I am concerned with the attempt of certain interests to get paragraph 45, 
chapter 6, title 1, of the National Banking Act, as contained on page 42 of 
S. 1451, amended by striking out the wording in paragraph 45 so as to permit 
national banks in cities of 5,000 or more population to act as insurance agents. 
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While I am from a small town, yet I do have insurance business referred to 
my agency from trust departments of large-town banks which I know would 
not be referred to my agency and many other smalltown agencies, including 
smalltown bank agencies if the city banks were empowered to write this busi- 
ness. Such a proceedure would, undoubtedly, do away with inspection and 
recommendations, and we feel that the general public would suffer from a further 
concentration of business in the trust and mortgage-loan departments of the 
large banks, as well as in the proper servicing of the individual insurance risks. 

May I urge that you oppose such an amendment to Senate bill S. 1451, 
which, I understand, is under considerable pressure for passage at the present 
time. 

Sincerely yours, 
ALEX H. CASE. 





KeEtLLER-LEOPOLD INSURANCE AGENCY, 
Garden City, Kans., January 17, 1958. 
Re 8S. 1451 
Hon. J. Ftoyp BREEDING, 
House Office Building, Washington, D.C. 


Dear Mr. BREEDING: As you undoubtedly know, the above bill has passed the 
Senate, but with an amendment which would allow national banks to write in- 
surance, or act as an insurance agency, in towns with population of 5,000 and over. 

We do not know anything about the rest of the original bill, but want you 
to know that we strongly oppose the amendment, and ask that you give us your 
consideration in deciding the action you will take on said bill and amendment. 

Our feeling is based on two things; one, perhaps, selfish; the other, for the 
good of the public. First, in our business we already have a huge amount of 
competition; so much, in fact, that the mortality rate among insurance agents 
is quite high. Of course, it is true that only a comparatively small portion of 
all licensed agents are truly qualified and actually make a profession of it. 
But, of the unqualified agents, the ones who consistently err and, in general, mess 
up their customers’ insurance programs, the small bank agencies are the worst 
offenders, and the larger banks have less time to keep themselves informed than 
the smaller banks. Therein lies our second reason for being against this 
amendment. 

The insurance-buying public knows nothing about insurance, and must rely 
on the agent for advice. It is a full-time job to keep abreast of the changes 
and of the various types of policies. There are dozens of policies that we have 
now that were not even in existence 7 years ago, and each of these has from 
8 to 8 different forms. Seven years ago, an agent did not have to be particularly 
well informed, but this is not the case any more. And the insurance-buying 
publie suffers enough already of the incompetence of some agents, with- 
out the Congress authorizing further incompetence. 

In addition to your giving our views your consideration, we would greatly 
appreciate it if you could see fit to appear before the House Banking and Cur- 
rency Committee in opposition to the above amendment. Thank you for your 
time. 

Very truly yours, 
J. H. Ketrer, 
Wittarp T. L&oporp. 





THE NEWTON FINANCE & INVESTMENT Co., 
Newton, Kans., January 16, 1958. 
Representative J. FLtoyp BREEDING, 
House Office Building, Washington, D. C. 


DEAR Mr. BREEDING: May I take this opportunity to protest the passage of para- 
graph 45, chapter 6, title 1, of the National Banking Act, as contained on page 42 
of S. 1451, which would allow expanded national-bank insurance-agency activity. 

The passage of this section would virtually put the local independent agent out 
of business. With the prestige which these banks enjoy among their customers, 
coupled with the obligation entailing the making of loans, these banks could soon 
dominate the field. It is certainly unnecessary for their existence, since they are 
being rewarded more than ever before in their regular activities. 
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The insurance business has become a highly complicated and professional busi- 
ness. Our own insurance specialists here in our office spend many hours in train- 
ing and study to properly service the insurance needs of our community. This is 
on a highly intellectual level, and if this proposal were adopted such services 
would immediately deteriorate immensely. The monopoly which this would grant 
the national banks would not place them under the compulsion to properly meet 
the conditions now prevailing. 

There are many other reasons why this legislation should be opposed, but you 
are undoubtedly familiar with them, so I shall not enumerate further. I sincerely 
hope you will be most vigorous in your opposition to this legislation. 

Assuring you of the appreciation of my associates and myself for anything you 
can do in opposition, Iam 

Yours very truly, 
Cart K. SupermMAN, President. 


LAKELAND, Fia., January 17, 1958. 
Hon. J. Froyp Breepine, 
Member of Congress, 
House Office Building, Washington, D. C. 

Dear Srr: I am very actively opposed to any amendment to bill S. 1451 which 
would allow national banks to expand their insurance agency activity. I will 
appreciate very much any effort on your part toward this end. 

Yours very sincerely, 
FRANK H. THOMPSON, Agent. 
By James H. Poreet, Manager. 


LAWRENCE, Kans., January 16, 1958. 
Representative J. FLoyD BREEDING, 
House of Representatives, Washington, D. C. 


Dear Mr. BREEDING: It has come to my attention that a bill is being considered 
by the House Banking and Currency Committee again this year, which will allow 
national banks in cities with a population of over 5,000 to write general insur- 
ance on property. 

I feel that this would be another blow to small business and would force a 
number of insurance men out of the business. 

Therefore, I will consider it a great favor to myself and the insurance agents 
of the United States, if you will exercise every effort to defeat this bill. 

Yours very truly, 
ANpby C. HEss. 


EDDIE WEEKS REAL ESTATE AND INSURANCE AGENCY, 
Pittsburg, Kans., January 17, 1958. 
Hon. J. FLtoyp BREEDING, 
State Representative, Washington, D. C. 

DEAR Srr: As you are a member of the House Banking and Currency Commit- 
tee relative to S. 1451 which pertains to national bank insurance agency activity. 
I am in hopes that you will oppose strenuously the amending of S. 1451 as passed 
by the Senate. 

As district chairman of the National Federation of Independent Business, I am 
opposed to the passing of this bill, as I think it would be unfair to small busi- 
ness; we need all the support for small business that we can get. I do not think 
that banks should be allowed to enter into the insurance business. 

Yours very truly. 
Eppig WEEKS. 


BuNDY INSURANCE AGENCY, 
Ottawa, Kans., January 18, 1958. 


J. Froyp BREEDING, 
Representative from Kansas, 
House Office Building, Washington, D. C. 
DEAR Mr. BREEDING: I understand that there is a bill S. 1451 which is being 
considered that would give the national banks the opportunity to write insur- 
ance. In any town of 5,000 or over, I believe there are ample facilities to pur- 
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chase insurance from individuals who make this a profession other than a 
sideline. 

I would appreciate any influence that you could use in order to eliminate this 
bill from being passed. I believe it would be to the best interest of the public 
in general to have a professional handle his insurance as against a person or 
clerk working in a bank. I hope that this measure will be defeated and I 
would appreciate your support in such action. 

Sincerely yours, 
RANDOLPH BUNDY. 





DAYTONA BEACH ASSOCIATION OF INSURANCE AGENTS, 
Daytona Beach, Fla., January 17, 1958. 
Mr. J. FLoyp BREEDING, 
House Banking and Currency Committee, 
Washington, D. C. 


DeAaR Mr. BREEDING: It has come to our attention that the House Banking and 
Currency Committee is considering an amendment to House bill S. 1451, which 
will permit more banks to enter the insurance business. We believe that this 
amendment would provide unfair competition to insurance agents and that it 
would not be in the best interest of the insurance buying public. 

We would certainly appreciate your support in defeating this amendment. 

Very truly yours, 
WEB ELLENWOOD, Secretary. 





THE FARMERS INSURANCE AGENCY, 
FARMERS STATE BANK, 
Norwich, Kans., January 17, 1958. 
Hon. FLoyp BREEDING, 
Representative, House Office Building, 
Washington, D.C. 

DEAR CONGRESSMAN BREEDING: It has been called to my attention that the 
House Banking and Currency Committee will soon consider 8. 1451 which I 
understand has already passed the Senate. 

I ask that you give this matter careful consideration and when you have 
reached a decision, should you feel as I do, to oppose the passage of this bill. 

This bill if approved, will greatly handicap the independent insurance agents, 
and without doubt force many of them out of business. A large bank would 
have far more resources at its command to compete with an independent agent, 
which in itself seems unfair. Too, I seriously question a bank’s ability to service 
the needs of its customers from an insurance standpoint, if it is still to render 
the full banking services normally expected by its customers. Also, it is my 
feeling it creates further inroads toward monopolistic advantages of a business 
in controlling a large segment of a community’s economy. Competition is needed 
in all phases of commerce and industry if our ecenomy is to remain healthy 
and progressive. 

The services rendered by an independent agent to his customers in many ways 
are personal as well as assisting them in acquiring adequate coverage by insur- 
ance against the various hazards. I doubt seriously if a bank is in the position 
to render this personal service, or if they could and did, whether it would equal 
in quality the services being rendered by the independent agent. 

Your efforts to defeat the passage of this bill will be greatly appreciated by 
the undersigned, and you will, I believe, be rendering a valuable service to your 
constituents. We all need insurance and it is my firm belief that we who have 
been trained for this profession are better suited and qualified to protect the 
interest of our clients than a business committed to an altogether different pro- 
fession. An insurance agent does not profess to know banking, and would 
usually be the first to acknowledge his lack of experience in this field. 

Very truly yours, 
T. L. RoemsBacn, Agent. 
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REESE, MAson & RICHARDSON Co., 
Jacksonville, Fla., January 17, 1958. 
Re bill 8S. 1451. 


Hon. J. FLoyp BREEDING, 
House of Representatives Office Building, 
Washington, D.C. 

DEAR HONORABLE Sir: I have just learned of the effort by the bankers lobby 
to have the above bill amended to permit Federal banks to enter the insurance 
field. 

This is of major concern, not only to me, but every agent in the industry that 
I represent. The insurance agent is usually a small-business man, but also he 
represents in most all instances the backbone of the community in which he lives. 
For the banks to enter the insurance business in competition with the individual 
agent would deprive many agents of a livelihood, or at least reduce them to a 
very low standard. Regardless of what the bankers may say, their business is 
coerced, if maybe not direct, it is by inference. Competition with bank agencies 
many years ago has proved this point to the disaster of many small-insurance 
businessmen. Should the banks be permitted to write insurance, it would take 
most of the automobile insurance as well as the business from commercial loans 
away from the agent. I am sure that you will stand by the agents to prevent 
the bankers from entering into competition with us. 

I solicit your support in defeating this proposed amendment. 

Yours very sincerely, 
W. E. Ricuarpson, Vice President. 


HorrMAN-VoTH AGENCY, INC., 
Wichita, Kans., January 16, 1958. 
Hon. J. Froyp BREEDING, 
House Office Building, Washington, D. C. 

DEAR Mr. BREEDING: In the best interest of the public, we urge you to strenu- 
ously oppose any amendment to S. 1451 to allow national banks in the towns of 
5,000 and over to write insurance on the following grounds: 

1. It would virtually put the local independent agent out of business. 

2. The insurance business is a highly specialized profession and not as a sideline 
business as most banks feel. 

3. The independent insurance agent today must spend considerable time, money, 
and study keeping abreast with the rapid changes in the insurance industry. 

4. The larger bank agencies fail to keep up with these changes as they know 
they will write the business on much of the property they have under mortgage. 

5. There are plenty of independent agents to take care of the insurance busi- 
ness in any town of 5,000 population and over. 

May we ask you to appear before the House Banking and Currency Committee 
opposing amendment of this legislation if you can do so without any personal 
embarrassment to yourself. 

Very truly yours, 
Vic HoFrrMan, 
President. 
MARVIN Dick VornH, 
Vice President. 


ATCHISON, KAns., January 15, 1958. 
Representative J. FLoyp BREEDING, 
House of Representatives, Washington, D.C. 

Dear MR. BREEDING: Regarding Senate bill 1451, which I understand is up for 
consideration in the House of Representatives, I want to express my objection 
to a national bank entering into the insurance business. 

Insurance business is a highly specialized profession and I believe that bank 
personnel are not qualified to handle this type of business. It should be handled 
by trained and competent insurance agents who keep up to date on the various 
changes which are constantly being made in underwriting practices. 

I request that you vote against the amendment to this bill. 

Yours respectfully, 


SEARLES T. BoLMAN. 
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McApow-WoO LrE INSURANCE SERVICE, 
Atchison, Kans., January 16, 1958. 
Re bill S. 1451. 
Hon. J. FLoyp BREEDING, 
House Office Building, 
Washington, D.C. 


Dear Sir: It is my understanding that the House Banking andl Currency 
Committee will begin consideration on or about January 15, 1958, of a proposed 
amendment permitting national banks located in towns of 5,000 or more 
population to write insurance. 

May I respectfully suggest and request in the interests of public welfare that 
you oppose the said amendment on the following grounds: 

(1) It would virtually put the local independent agent out of business. 

(2) The insurance business is a highly specialized profession and not a side- 
line business as most banks feel. 

(3) The independent insurance agent today must spend considerable time, 
money, and study keeping abreast with the rapid changes in the insurance 
industry. 

(4) The larger bank agencies fail to keep up with these changes as they know 
they will write the business on much of the property they have under mortgage. 

(5) There are plenty of independent agencies to take care of the insurance 
business in any town of 5,000 population and over. 

I feel sure that your considerations of the above-mentioned reasons for 
opposition will result in a firm and just opposition on your part to this amend- 
ment. Please may we count on you for this support. 

Respectfully, 
CLAUDE D. WoLrFE, 
Owner, McAdow- Wolfe Insurance Service. 


CHANUTE, Kans., January 16, 1958. 
Hon. J. FLoyp BREEDING, 
House of Representatives, 
Washington, D.C. 


Dear Mr. Breepine: I notice that your Committee on Banking and Currency 
will soon take up S. 1451, a bill to amend the National Banking Act to permit 
national banks to get into the insurance business. As an independent insurance 
agent, naturally, I am very much against such a bill, as it appears the banks 
would soon gobble up all of the insurance on mortgage loans and other loans 
that they are now making. I question their qualifications for the insurance busi- 
ness, but that is a question the commissioner of insurance would need to decide on. 

Inasmuch as I don’t intend to get into the banking business, I would like to see 
the banks stay out of the insurance business. 

Any consideration you can give to us independent insurance agents will be 
greatly appreciated I assure you. Thank you very sincerely, and I remain, 

Yours very truly, 
Pavut T. BRENNECKE. 


FROMME INSURANCE AGENCY, 
Plains, Kans., January 16, 1958. 
Hon. J. Ftoyp BREEDING, 
House Office Building, Washington, D. C. 


DEAR Mr. BREEDING: It has come to our attention that S. 1451 will be taken 
up for consideration, which if passed would permit national banks to write 
insurance. 

Since you are on the Banking and Currency Committee, we urge that, if you 
can do so without embarrassment to yourself, you oppose this amendment which 
would permit national banks to write insurance. 

Insurance has become a specialized business which part-time writers could 
not properly conduct, and certainly there are local independent agents enough 
to properly serve their communities. And, these local independent agents are 
depending on the writing of that business for their livelihood. 
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Agents must spend considerable time, money, and study keeping abreast of 
the rapid changes in the insurance industry and we feel that banks, considering 
it as a sideline business, cannot and will not do so. 

Thanking you for the privilege of expressing to you our sentiments on the 
question, and with best personal regards, I remain, 

Yours truly, 
R. H. FROMME. 


GaATES-STONE & Co., 
Denver, Colo., January 14, 1958. 
Re 8. 1451, National Bank Act. 


Hon. WAYNE H. ASPINALL, 
House of Representatives, Washington, D.C. 


DeEAR Mr. ASPINALL: We are informed through the legislative committee of 
the National Association of Insuring Agents that the proposed amendment to 
the National Banking Act will be up for consideration at this session of Con- 
gress. We understand that this amendment would permit national banks in 
townships over 5,000 population to establish an insurance department for the 
purpose of competing with established insurance agents in the handling and 
selling of all kinds of general insurance business. 

As a member of the Denver, Colo., and National Association of Insurance 
Agents, we object to this proposed amendment because we feel that undue pres- 
sure would be exercised by such banks to coerce borrowers of the bank to pur- 
chase their insurance coverage from the lending institution. 

Purchasers of insurance should have the liberty to handle their insurance 
problems with established insurance agents and should not be placed in an unfair 
position of being coerced into purchasing insurance from the very firm granting 
their needed loans. 

Furthermore, there is no need for additional insurance agencies which would 
be established in all national banks should this amendment pass. There are 
fine, reputable, well-established insurance firms throughout the country engaged 
for many years in service to the public and such firms will continue to grant the 
needed and necessary service to the insuring public without the necessity of 
establishing insurance agencies in national banks. 

We urge your efforts in the defeat of this amendment and trust that we can 
depend on your support of the established insurance industry throughout the 
country. 

Yours very truly, 
D. A. Stone, Vice President. 


PuEes.o, Coro., January 10, 1958. 
J. FLOYD BREEDING, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN BREEDING: It seems that the national banks now want to 
serve as insurance agents. The association of insurance agents are opposing 
this. I would like to urge you to vote against the idea. It is contained in 
Senate bill 1451, paragraph 45, chapter 6, title 1, of the National Bank Act. 

If everybody else is going to write insurance, then those of us now in the busi- 
ness cannot make a living. Also, insurance is a very broad field in itself and 
the citizen should buy his insurance upon the basis of his complete needs by 
having a qualified insurer handle it and be responsible for keeping him pro- 
tected from all angles, exposures, and risks for which he is willing to pay a 
premium. The worst thing that an individual citizen or businessman can do is 
to buy a policy here and a policy there, never knowing just what all he does 
have, or having overlapping coverages and gaps in his overall coverage. 

I have always wanted to say a word about postal rates. I do think that the 
postal rates should be increased on the bulky magazines and sample advertising 
that loads down the postman. Why don’t Congressmen and Senators vote to 
raise the rates on these outfits instead of upon first-class mail from children 
and grandmothers? 

Very truly yours, 


LAWRENCE LAMB, 
Realtor-Insurer 
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PrrTsBuRG, KANs., January 18, 1958. 
J. Froyp BREEDING, 
House of Representatives, Washington, D. C.: 

As a member of the Banking and Currency Committee, I am sure your people 
in the Fifth District as well as insurance agents over the State will appreciate 
your opposition to Senate bill 1451. 

MAYNARD ANGWIN, 
President, Pittsburg, Kans., Insurance Board. 





PITTSBURG, KANS., January 14, 1958. 
J. FLoyD BREEDING, 
House of Representatives, Washington, D. C.: 
Insurance agents will be grateful to you for opposing Senate bill 1451. 
JAMES A. MYERS, 
W.O. Myers & Sons Insurance, 112 East 4, Pittsburg, Kans. 





ELKHART, KANs., January 13, 1958. 
Hon. J. FLoyp BREEDING, 
Banking and Currency Committee, 
House of Representatives, Washington, D. C. 


In the best interest of the public I urge you to oppose the amendment to Senate 
bill 1451, which extends the National Bank Act to allow more national banks to 
enter the insurance business. Letter follows. 

3URT ELDER. 


Burt ELDER INSURANCE, 
Elkhart, Kans., January 13, 1958. 
Hon. J. FLoyp BREEDING, 
House of Representatives, 
Banking and Currency Committee, Washington, D.C. 


DEAR Mr. Breepine: I have just sent you the following wire: “In the best 
interest of the public, I urge you to oppose the amendment to Senate bill 1451, 
which extends the National Bank Act to allow more national banks to enter the 
insurance business. Letter follows,” and am writing this letter of explanation. 

The insurance business is a highly specialized profession and is not a side line 
business, as most banks feel. The independent insurance agent today has to 
spend considerable time and money, studying and keeping abreast with the rapid 
changes in this business. Very few of the bank agencies keep up with these 
changes as they know they will write the business on much of the property they 
have under mortgage. There are plenty of independent agents to take care of 
the insurance business in every town and again I urge you to oppose extension 
of the National Bank Act to allow more national banks to engage in the insur- 
ance business. 

My best regards to you and Sevilla. 

Cordially yours, 
BuRTON B. ELDER, Jr., 
Member Executive Committee, KAIA, 


BIEKER AGENCY, 
Hays, Kans., December 17, 1957. 
Hon. J. FLroyp BREEDING, 
House of Representatives, 
Banking and Currency Committee, Washington, D.C. 

DeaR Mr. BREEDING: This is to follow up on my conversation with you over 
the telephone today. It was nice to get to talk to you. 

At a meeting of the executive committee of the Kansas Association of Insur- 
ance Agents at Topeka last Sunday, I was asked to contact you in regard to 
Senate bill 1451 which would amend the present National Bank Act to allow 
more national banks to enter the insurance agency business as a sideline. 

In recent years, the insurance business has undergone many changes and be- 
come more technical. Many agents who are in the insurance business have spent 
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time and money to qualify themselves for this business. There are now ample 
insurance agencies available to service the insurance needs in Kansas com- 
munities. 

The members of the executive committee of the Kansas Association of In- 
surance Agents strongly opposes this extension of the National Bank Act to 
allow more national banks to engage in the insurance business. We urge your 
help to delete this extension provision from the bill. 

Earlier this year, the Senate eliminated this provision to extend the 
National Bank Act which would allow national banks to get into the insurance 
business. 

We feel that the public interest is best served when each industry sticks 
to its own specialized service. Your help will be greatly appreciated. 

Very sincerely yours, 
A. F. BIEKER, 
Member Executive Committee, KATIA. 





Don FARNHAM AGENCY, 
Fort Collins, Colo., January 13, 1958 
Re 8. 1451 (National Bank Act) 
Hon. J. FLoyp BREEDING, 
House of Representatives, 
Washington, D. C. 


DEAR CONGRESSMAN: We, as members of the Fort Collins Insurors Association, 
and as members of the National Association of Insurance Agents, are opposed 
to the passing of the above act. 

As independent insurance agents, qualified both by education and experience 
to serve the public’s insurance needs, we feel that it would not be in the best 
public interest for this bill to be passed. 

Respectfully yours, 
THE Fort CoLiins INsurorRs ASSOCIATION, 
DoNALD W. FARNHAM, President. 


THE Fiperity & CaAsuALTy COMPANY OF NEw YorK, 


Sterling, Colo., January 10, 1958. 
Hon. J. EpGar CHENOWETH, 


House of Representatives, Washington, D. C. 


Dear Sir: S. 1451 National Bank Act, draft of bill has come to my attention 
under which it is proposed that national banks in towns over 5,000 be allowed 
to sell insurance. 

The independent agent has only his insurance business as his source of living 
and while banks, loan associations, already in the insurance business have and 
do use considerable leverage to secure and maintain their insurance depart- 
ments; the independent insurance agent has only his own efforts and diligence to 
keep him in business; he does need some protection very badly. 

Banks and lending institutions already have a tremendous advantage and 
there are many instances of duress in the writing of insurance as a requirement 
of loan being made. There have been a number of lawsuits in the country as a 
result of such actions as I am sure you are well aware. 

As an independent insurance agent endeavoring to build up a successful insur- 
ance agency I can assure you that the defeat of the above measure would be 
greatly appreciated. In fact there is room for the introduction of a bill which will 
curtail the unfair competition now engendered by the insurance departments 
controlled and operated under various names by banks and building and loan 
associations and small-loan associations as well. Not only does the independent 
insurance agent need this protection but the borrower needs this protection even 
more badly as he oftentimes pays a higher premium and is given no choice 
either. 

Yours truly, 


M. B. HERBRICK. 
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“ o's . LIBERAL, KANS., January 21, 1958. 
ion. J. FLoyp BREEDING, 


House Office Building, Washington, D.C. 


DEAR CONGRESSMAN BREEDING: It has been quite apparent recently that much 
pressure is being brought about in regard to amending S. 1451 to permit banks 
in towns of over 5,000 population to write insurance business. As you know, 
this would certainly put an end to the independent agent for this is our lifeblood 
as far as staying in the insurance business. There are enough bank insurance 
agencies anyway and I am certainly a firm believer in the local, independent, 
insurance agent. 

The insurance business is a highly specialized profession and is not a side- 
line business as most banks feel it is. The independent insurance agent today 
must spend considerable time, money, and study keeping up with the rapid 
changes in the insurance industry. I, myself, have spent two different years in 
Hartford, Conn., studying insurance at the training centers established by the 
companies there. I do not know of a bank in the southwest section of Kansas 
that has a banker who has gone to a training center to study insurance. 

The larger bank agencies fail to keep up with the changes as they know they 
will write the business on much of the property that they have under mortgage. 
There is no consideration given to the people in regard to what is best for them 
as far as writing the most coverage for the least money and keeping up with 
the latest forms in the insurance business. 

There are plently of independent insurance agents to take care of the insur- 
ance business in any town of 5,000 population and over. I would appreciate 
your thorough consideration to oppose any amendment to 8. 1451. 

Thank you for your consideration. 

Very truly yours, 
THOMAS F. Bo.es. 


CAMPBELL INSURANCE AGENCY, 
Garden City, Kans., January 24, 1958. 
Hon. J. FLoyp BREEDING, 
House of Representatives, Washington, D. C. 


Dear Mr. Breepine: I understand that you have under consideration in the 
House a banking and currency bill which would enable national banks in towns 
of over 5,000 population to write insurance. 

Naturally, I am against such an action for personal reasons, but in addition 
I feel that such legislation would be against best interests of the public. To 
my knowledge, banks in their insurance departments do not provide best pro- 
tection at least possible costs for customers, thinking mainly of available com- 
missions that they may earn. With the rapid changes in insurance going 
on at the present, it would be nearly impossible for them to keep up and 
provide the best insurance for their customers. 

I hope that you will find that it is advantageous to be against legislation of 
this type. 

Sincerely, 
CAMPBELL ABSTRACT & INSURANCE Co. 
By Homer D, CAMPBELL. 


BAvER & BAUER AGENCY, 
Burdett, Kans., January 23, 1958. 
Hon. J. FLoyp BREEDING, 
House Office Building, Washington, D. C. 


DEAR Mr. BREEDING: I am writing to you relative to amending of bill S. 1451 
as passed by the Senate. I hope you see fit to oppose, strenously, the amending 
of S. 1451 as passed by the Senate. If at all possible, without embarrassment to 
yourself, I hope you will be able to appear before the House Banking and Cur- 
rency Committee and oppose the amendment on this legislation. We must oppose 
amendment to S. 1451 as written if we want to save the local independent agency. 

Sincerely yours, 
LESTER BAUER. 
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BIEKER AGENCY, 
Hays, Kans., January 21, 1958. 
Hon. J. Ftoyp BREEDING, 
House of Representatives, Banking and Currency Committee, 
House Office Building. Washington, D.C. 

DEAR Mr. BREEDING: We are concerned about Senate bill No. 1451, now under 
consideration by the House Banking and Currency Committee, which would 
amend the National Bank Act to permit national banks to expand their insur- 
ance agency activities. This would do great harm to the small independent in- 
surance agencies, putting many out of business. 

The insurance business is a highly specialized profession and should not be 
treated as a sideline. The independent insurance agent today must spend much 
time, money, and study keeping up with the rapid changes in the insurance indus- 
try. There are now plenty of independent agents to give the needed insurance 
service in the various communities. 

We feel that the public is best served by those agents who make insurance 
their special business. Many small agencies are now firmly established with 
insurance as their major business and they depend upon this as the source of 
their livelihood. 

We strongly urge that the National Bank Act be not amended to expand 
the insurance but that the insurance functions be left to those who are primarily 
in the insurance business. Your help will be greatly appreciated. 

Sincerely yours, 
A. F. BIEKER, 
Member of the Executive Committee, Kansas Association of Insurance 
Agents. 


GREAT BEND, Kans., January 20, 1957. 


Re Senate bill No. S. 1451, amending the National Banking Act to allow 
national banks to engage in the business of insurance in towns of over 5,000 
population. 


Hon. J. FLoyp BREEDING, 
House Office Building, Washington, D. C. 

DEAR Mr. BREEDING: AS an independent insurance agent I have been watching 
the progress of this bill through Congress and I wish to call your attention to my 
objections to the bill and also give you my reasons for my objections. 

My reasons are as follows: 

1. We, at the present time, have an adequate number of professional inde- 
pendent agents in towns of over 5,000 population to take care of this business 
without the commissioning of national banks to enter the field. 

2. The independent insurance agent today must spend considerable time, 
money, and study to keep abreast of the rapid changes in the insurance industry. 
It is my feeling that national bank agencies would not attempt to render as pro- 
fessional a job as the independent insurance agents do, but would merely skim the 
cream of the business on properties on which they hold a mortgage. 

3. The independent agent represents a highly specialized profession and does 
not conduct the insurance business as a sideline, as I feel that most banks 
would do. 

I believe that there is a great need for the independent agent who attempts to 
handle insurance on a professional basis and if such agents have to meet the 
unfair competition of the sideline agencies, such as national banks, it will grad- 
ually result in reduction in standards of all insurance agents, due to the fact that 
regardless of the qualifications of an agent, it will be more and more difficult to 
make a living. 

In very small towns of under 5,000 population, I can see that perhaps banks 
might be needed to serve the community due to the fact that there might not be 
professional grade insurance agents in such a small town. 

Very truly yours, 
Pau Q. Lona. 
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THE MATTHEWS AGENCY, 
Ashland, Kans., January 18, 1958. 
Re National Banking Act, paragraph 45, chapter 6, title I (p. 42 of S. 1451). 
Hon. J. FLoyD BREEDING, 
House of Representatives, 
Washington, D. C. 


DEAR Mr. BREEDING: It is reported that strong pressures are being exerted 
upon your committee to amend the above legislation so that national banks in 
towns larger than 5,000 will be permitted to write insurance. 

As you know, Ashland is a town of 1,500 people and this proposal does not 
affect my personal welfare, but I strongly oppose any such encroachment into 
the insurance field for the following reasons : 

1. The banking business is a highly technical business, and competent bank- 
ers are hard pressed to keep up with the changes in their own business. 

2. The insurance business is in the same position. It is likewise a highly 
technical business, and insurance people are obliged to spend a lot of time and 
study keeping up with the changes in that business. 

3. It does not follow, however, that because a man is competent in one tech- 
nical business that he is, by that means, immediately qualified to be equally 
competent in a field that is relatively foreign to his own business. 

4. The interests of the public are not safeguarded when banks are permitted 
to regard insurance as an inconsequential sideline instead of a highly specialized 
profession. 

5. So far as I have been able to determine, there is no shortage of competent 
independent local agents to take care of the insurance needs of the public. This 
is especially true in towns of 5,000 and over. 

6. The proposed changes would be discriminatory against independent, local 
agents, and in some cases, attrition would eventually put him out of business. 
7. There would be no incentive for national banks who had access to “captive” 
or controlled business to keep abreast of current developments. This would 
operate to the distinct disadvantage of the public generally. 

I know the proposals will, as always, receive your careful and serious 
consideration. 

Cordially yours, 
Dean E. MATTHEWS, C. P. C0. U. 


D. H. THOMPSON, 
Pratt, Kans., January 17, 1958. 
Hon. J. FLoyp BREEDING, 
House of Representatives, 
Washington, D. C. 


DEAR Mr. BREEDING: It has come to my attention that the House Banking and 
Currency Committee has started consideration of Senate bill No. 8. 1451, which 
has already passed the Senate. This bill is in regard to the National Bank 
Act, permitting national banks to engage in the insurance business. 

There is no objection so far as some of us insurance agents are concerned 
where national banks in small communities, towns of 5,000 population or less, 
take care of the needs of that community, for obvious reasons. In towns of 
over 5,000, insurance agents have specialized in the complicated insurance struc- 
tures and to turn the national banks loose in the insurance business in com- 
munities of this size and over, would crucify the independent-insurance agent. 
Such banks could demand that insurance on loans made by them, would have 
to be carried by them. National banks were intended primarily as lending 
institutions and not as insurance agents. Many men have spent their lives in 
building insurance agencies and it doesn’t seem that national banks should 
now be given a carte blanche to enter and invade the field of private-insurance 
agencies. 

I have been unfortunate in not having met you personally. I hope the first 
time you are in Pratt, you will call at my office, as a visit with you about diverse 
and sundry matters would be a pleasure. 

Please accept my very best wishes. 

Very truly yours, 
D. H. THompson. 
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THE Bacon Co., 
Newton, Kans., January 22, 1958. 
Hon. J. Ftoyp BREEDING, 
House Office Building, 
Washington, D. C. 

Dear Srr: You have before you in the House Banking and Currency Com- 
mittee consideration for amending S. 1451 to allow national banks in com- 
munities of more than 5,000 to write insurance. No doubt strong pressure will 
be brought on you and your committee by the national banks. Of course, the 
primary purpose is for them to write insurance on property upon which they 
hold a mortgage. During the past 5 years various plans of dwelling insurance, 
for instance, have been brought out so that there are over 12 ways to protect 
a dwelling. Do you think it reasonable to assume that a man engaged in the 
banking business is going to take the time to learn insurance in detail so as 
to advise the owner of property which of a duzen or more policies he should 
carry? Remember that such bankers will encourage their mortgagors to feel 
it wise to purchase insurance from them in preference to an experienced local 
insurance agent. 

Many bankers feel that insurance can be handled as a sideline to banking. 
Let one who has spent 20 years in the business assure you that this might have 
been true years and years ago when all life was much simpler, but nothing could 
be further from the truth today. 

I urge you to oppose any legislation which would amend the National Banking 
Act so as to permit national banks in communities of over 5,000 to engage in 
the insurance business. 

Yours truly, 
PRESTON M. BACcon. 


CASE & Son, 
Marion, Kans., January 24, 1958. 
Re Senate bill S. 1451, proposed amendment chapter 6, title 1, National Bank- 
ing Act, to permit banks in cities of over 5,000 population to write insurance 
Hon. J. FLoyD BREEDING, 
House Office Building, Washington, D. C. 


DEAR CONGRESSMAN : Many thanks for your letter of January 21, 1958, giving 
me the history of the bill and expressing your opinion that there would not be 
any pressure brought to amend the bill in the House committee when it is 
brought up for consideration by your committee in some 3 or 4 weeks. 

I am reliably informed that there will be strong pressure to secure this 
amendment in the committee and if not successful there, to make further effort 
to get it amended on the floor of the House. 

I will appreciate your effort to defeat this amendment in committee and again 
on the floor of the House when it comes up. 

Sincerely yours, 
ALEex H. Case. 


GIBSON-CASKEY AGENCY, INC., 
Pittsburg, Kans., January 24, 1958. 
Hon. J. FLoyp BREEDING, 
Representative Fifth District of Kansas, 
Washington, D. C. 

DEAR Mr. BREEDING: We have been informed that the Banking and Currency 
Committee, of which you are a member, is now considering S. 1451, a bill which 
would permit national banks in cities of 5,000 or more population to go into 
the general insurance business. We feel that if this measure becomes law it 
would practically put the local independent agent out of business. 

The insurance business is a highly specialized profession and with local 
agents it is their principal business and not a sideline as banks usually con- 
sider it. A good independent insurance agent spends time and money keeping 
abreast of the changes which come in the business and is prepared to render 
far more service to his policyholders than merely writing the policy. In fact 
he is the representative of his policyholders with the company in which the 
policy is written. 

While we are not in your congressional district there are scores of independ- 
ent insurance agents in your district who doubtless will feel as we do about this 
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measure. Since you are the only Kansan on this very important committee, we 
felt that we should express our thinking on this proposal. 
Thanking you for your consideration, we are, 
Yours very truly, 
GIRSON-CASKEY AGENCY, INC., 
E. R. CASKEY. 


Joe MopprELL AGENCY, 
Wichita, Kans., January 24, 1958. 
Representative J. Froyp BreEEepINna, 
House Office Building, 
Washington, D.C. 


DEAR REPRESENTATIVE BREEDING: It has come to our attention that a bill which 
is now before the United States House of Representatives Banking and Currency 
Committee would change the requirements pertaining to banks being able to 
write insurance. 

It is not now permissible for any bank in the town of 5,000 population or over 
to write insurance; however, if the amendment to 8. 1451 which is now under 
consideration by your committee is passed, it will be permissible for banks in 
towns of over 5,000 population to write insurance. 

We earnestly solicit your opposition to such a move on the grounds that it is 
unnecessary and would be highly detrimental to many thousands of independent 
insurance operations. 

The independent local insurance agent is a highly important member of our 
economy. With the dynamic changes that have taken place in our industry in the 
last few years the independent agent has all he can do to keep up with the changes 
in the insurance industry as they occur. It is already a highly competitive 
business, and one that is providing only a marginal income for many insurance 
agencies. Competition of the type which this amendment would allow would 
soon spell the death of literally thousands of independent insurance agents or 
agencies. 

Further, we do not feel that bank insurance agency operations on the whole 
offer the type of personal and professional insurance counsel to which the public 
is entitled. A bank also has direct or indirect coercive powers over individuals 
and businesses that would mean the transferring of insurance accounts which 
would be to the detriment of those involved. 

Any town in the United States which has over 5,000 population is certainly 
equipped with a local independent agent who is well able to take care of the 
insurance needs of the community. As a matter of fact, the average independent 
agent in a town of over 5,000 will more than likely have more competition than 
he actually needs. 

On the basis of the above-listed reasons we ask that you take an active stand 
of opposition to the above-mentioned bill. 

Yours truly, 
Jor Mopprett, Sr. 
Joe Mopprety, Jr. 


GEORGE KAUFMAN Co., 
Salina, Kans., January 24, 1958. 
Hon. J. Froyp BREEDING, 
House Office Building, Washington, D.C. 


Dear Str: My attention has been called to the fact that the House Banking 
and Currency Commitee is again this year considering amendment §S. 1451, 
which I understand has passed the Senate. I am asking you to oppose this 
amendment, not alone for the selfish interests of insurance agents, but for 
the welfare of the public. 

I am sure that if this amendment was passed two things would happen. 
The banks would use their facilities to sell insurance merely for additional 
revenue for the bank, and in a good many casese might force their “borrowers” 
to buy insurance where it is not necessary, or buy insurance that did not fit 
their needs. I am sure from your observation that few banks know anything 
about the insurance business, consequently they would not serve the public in an 
intelligent and professional way. 


95375—58—pt. 2——17 
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I have often seen policies written by banks in towns of 5,000 or less that 
certainly could have been improved upon by anyone who knew the insurance 
business. If this is going on now in the smaller towns I am sure it would be 
more prevalent if the banks in the larger cities would be permitted to write 
insurance. 

It has been the ultimate aim of the insurance agents of the United States 
to raise the standards and qualifications of the agent in order to serve the public 
in a proper manner and under this proposed amendment it certainly would 
defeat the efforts of the insurance agents in seeing that the public is served 
in their best interest. 

I again urgently request you as a servant of the public to look out for their 
best interests. 


Very truly yours, 
GEORGE KAUFMAN Oo. 
GEORGE KAUFMAN. 


CHARLSON-WILSON INSURANCE AGENCY, 
Manhattan, Kans., January 18, 1958. 
Hon. J. FLoyp BREEDING, 
House Office Building, Washington, D. C. 

DEAR Mr. BREEDING: I understand that the House Banking and Currency 
Committee will again this year consider the amending of the National Bank 
Act to permit the national banks in towns of over 5,000 population to write 
insurance. 

As an insurance agency we are strongly opposed to captive insurance business. 
We do not believe insurance writers of banks or building and loan companies 
do a good job in keeping up with the new insurance rules and policies as are 
constantly changing, and we also believe that the borrower from the bank or the 
building and loan is at the mercy of the bank or building and loan as far as 
the amount and type of insurance that the borrower must carry. We believe 
it to be bad public policy for banks to write insurance. 

We shall appreciate your considering this matter fully and hope that you will 
see fit to oppose the amendment. 


Yours truly, 
CHARLSON-WILSON INSURANCE AGENCY. 


By J. RoBERT WILSON. 


os 


SALINA INSURANCE Boarp, 
Salina, Kans., January 20, 1958. 
Mr. J. FLoyp BREEDING, 
House Office Building, 
Washington, D.C. 

Dear Mr. BREEDING: We have been advised by the Kansas Association of In- 
surance Agents that the Banking and Currency Committee are again to consider 
amending the National Banking Act, specifically page 42 of 8S. 1451, to permit 
national banks situated in towns of more than 5,000 population to engage in the 
writing of insurance. 

The 19 members of the Salina Insurance Board wish to go on record as oppos- 
ing such change as we feel that it would not be in the best interests of the insuring 
public and would permit unfair and unnecessary competition in the insurance 
industry. 

The insurance industry today is a complex and specialized field and when 
properly serviced carries a professional standing equal to that of a lawyer or 
CPA. The advent of the banking industry into the insurance field is not to 
render professional service but instead to siphon off the few lines that the bank 
can control through their lending facilities and control. 

Trusting you will give this matter your serious consideration and lend your 
efforts to defeat the proposed change, I am 

Sincerely, 
SALINA INSURANCE Boarp, 
Mur RicuMon»D, Secretary. 
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Trayior & CALVIN, 
Lawrence, Kans., January 22, 1958. 
Hon. J. FLoyp BREEDING, 
House Office Building, 
Washington, D.C. 


Dear Mr. Breeprine: We understand the House Banking and Currency Com- 
mittee is considering an amendment (S. 1451) to the National Banking Act which 
would permit national banks in towns with more than 5,000 population to write 
insurance. There are many reasons why we oppose this action but, to save your 
time, we will list only four as follows: 

1. It is not in the public interest. Banks and loan companies treat the insur- 
ance business as a sideline. They are not as competent to advise the insurance 
buyer as the full time professional insurance man. 

2. This is simply another step in the movement which makes it more difficult 
for the small-business man to survive. The banks which are supporting this 
amendment are enjoying unprecedented prosperity, while the independent insur- 
ance agents are having more and more trouble making ends meet. 

3. No doubt the banks are promoting this amendment because they know that 
Federal savings and loan associations are permitted to write insurance and 
have been very aggressive in this field in recent years. This added competition 
in an already highly competitive field has seriously hurt the independent agent. 
We submit that the remedy is not to let the banks enter the field, but to curb 
the savings and loan associations. As businessmen we would not complain about 
the competition if we had a chance. But the banks and loan companies have a 
tremendous advantage because they control the loans. Any man who is trying 
to get a loan to buy a home is anxious to please the loan officer, and will usually 
agree to let the loan company write his insurance. We know what we are talking 
about because it happens to us regularly. 

4. Banks and savings and loan associations already enjoy Federal and State 
protection through rigid charter control. Why should they be permitted to enter 
our business when we would not be permitted to enter theirs? 

Your earnest consideration of these points is genuinely appreciated and we 
respectfully request that you oppose this amendment. 

Yours very truly, 
JOE TRAYLOR. 
CLIFTON C, CALVIN. 
GLENN L. KAPPELMAN. 


JOHN KRAMER AGENCY, 


Salina, Kans., January 18, 1958. 
Mr. J. FLoyp BREEDING, 


House of Representatives, 
Washington, D.C. 


DEAR Mr. BreEEDING: I think the amendment to S. 1451 is unfair to the in- 
dependent insurance agent and I strongly urge you to oppose it when it comes 
up before the United States House of Representatives Banking and Currency 
Committee. It would virtually put the local independent agent out of business. 
Any help that you can give will be greatly appreciated. 

Very truly yours, 
JOHN KRAMER. 


WANAMAKER AGENCY, INCG., 
Topeka, Kans., January 20, 1958. 
Mr. J. FLoyD BREEDING, 
Representative, 
House Office Building, 
Washington, D.C. 


Dear Mr. BreepiIne: Senate bill S. 1451 is to be considered by the House Bank- 
ing and Currency Committee of which you serve as a member. 

This bill makes it possible for national banks in towns of populations of 5,000 
or over to go into the local agency insurance business. I want you to know that 
our firm and all of the six family members who make a living out of this agency 
are strongly opposed to permitting the national banks to go into the local agency 
insurance business. Here in our community, there are plenty of qualified local 
agents to take care of all of the insurance business in our city. We know this 
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same thing is true of all communities throughout the State of Kansas which have 
a population of 5,000 or over. 
I urge you to vcte in opposition to that portion of the bill when it comes before 
the Banking and Currency Committee for discussion. 
Sincerely yours, 
W. O. WANAMAKER, President. 





NORTHWESTERN FIRE & MARINE INSURANCE CoO., MINNEAPOLIS, MINN. 


THE ENTRIKEN-PERRIN AGENCY, 
McPherson, Kans., January 17, 1958. 
Congressman J. FLoyp BREEDING, 
House Office Building, Washington, D. C. 

DEAR Mr. BREEDING: I am writing you in regard to the proposed amendment to 
S$. 1451. This is the bill to amend the National Banking Act to permit national 
banks in cities of 10,000 or over to write insurance. 

Such an amendment would virtually put independent insurance agents out of 
business. A bank could contract the placement of insurance through favors 
or withholding of loans, etc., to the point they would have a captive market. I 
do not believe this is in the eventual best interest of the public. 

I respectfully request that you use your best efforts to defeat this proposed 
measure. 

Yours very truly, 
R. L. PERRIN. 


THE NEWTON FINANCE & INVESTMENT Co., 
Newton, Kans., January 18, 1958. 
Hon. J. Froyp BREEDING, 
Representative, 
House Office Building, Washington, D.C. 

DEAR Mr. BREEDING: May I take this opportunity to protest the passage of 
paragraph 45, chapter 6, title 1 of the National Bank Act, as contained on page 
42 of 8S. 1451, which would allow expanded national bank insurance agent 
activity. 

The passage of this section would virtually put the local independent agent out 
of business. The banks’ prestige that they enjoy with their customers coupled 
with the obligation felt by the customers after receiving a loan from the bank 
would certainly endanger our position in the insurance field. We feel that the 
insurance business is not a necessity so far as the banking industry is concerned, 
since they are rewarded more than ever before from their regular activities at 
this time. 

The independent insurance agent today must spend considerable time, money, 
and study keeping abreast with the rapid changes in the insurance industry. 
The profession has become highly specialized, and today anyone practicing this 
profession could certainly cause a catastrophe loss for their customers. 

There are, of course, many, many reasons why this legislation should be 
opposed. I do not feel that it is necessary for me to elaborate further as you are 
undoubtedly familiar with them, and I certainly hope you will be most vogorous 
in your opposition to this legislation. 

We certainly hope that you will do everything you can in opposition; and if 
you will, you have my appreciation as well as the appreciation of my associates 
as local independent agents in the insurance business in the State of Kansas. 

Yours very truly, 
O. T. StRIBLING, Manager. 


HEMPHILL INSURANCE, INC., 
Wichita, Kans., January 20, 1958. 
Congressman J. FLoypD BREEDING, 
House Office Building, Washington, D. C. 

DEAR CONGRESSMAN BREEDING: We are very concerned about the efforts which 
are being made to amend the National Banking Act, paragraph 45, chapter 6, 
title 1 of the National Banking Act contained on page 42 of S. 1451, which would 
allow the national banks to engage in the insurance business. 
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We feel definitely that the best interests of the public at large would not be 
served by the banks entering the insurance business. Our banks here in Wichita 
agree with us, that it would not be to the best interests of the public to have the 
insurance business concentrated in the banks. 

Anything you can do to oppose amendment to §. 1451 as written will certainly 
be appreciated by us. 

Sincerely yours, 
Ivan N. Hempartt, President. 


WENGER AGENCY, 
Salina, Kans., January 21, 1958. 
J. FLoyp BREEDING, 
United States Representative, State of Kansas, 
House Office Building, Washington, D.C. 


DEAR Mr. BreepInG: I am writing to you in reference to the bill S. 1451, the 
National Banking Act, as it pertains to my business of insurance. In the best 
interests of the public, I would urge you to oppose the amendment for the fol- 
lowing reasons: 

(1) Being a small business, it would be impossible for me to compete with a 
bank, whose overhead is already taken care of with the other business, and it 
would virtually put myself, a local independent agent, out of business. 

(2) Insurance is a profession which requires a high degree of study to properly 
serve the public, and should not be written as a side line with mortgage business. 

(3) There are sufficient independent insurance agents in the country to ade- 
quately take care of the insurance business in any town of 5,000 population or 
over. If you want the country to be completely run by bigger business and you 
want to dispose of the last small businesses, then this is the bill to support. 

I would appreciate your serious consideration of this appeal. 

Sincerely, 
G. D. WENGER. 


ROECKERS-SIGLER AGENCY, 
Richmond, Kans., January 17, 1958. 
Re bill 8. 1451 
Mr. J. Fioyp BREEDING, 
United States Representative, 
House Office Building, Washington, D.C. 


Dear Mr. BREEDING: We are opposed to the amendment to the above-mentioned 
bill to permit national banks in towns of 5,000 and over to write insurance 
because we believe it would virtually put the local independent agent out of 
business. The insurance business is a highly specialized profession and not as 
a sideline business as most banks feel. The independent insurance agent today 
spends considerable time, money, and study keeping abreast with the rapid 
changes in the insurance industry. The larger bank agencies fail to keep up 
with these changes as they know they will write the business on much of the 
property because they hold the mortgage. There are plenty of independent 
agents to take care of the insurance business in any town of 5,000 population 
and over. 

We hope that you will oppose the amending of S. 1451 as was passed by 
the Senate. Any influence that you can have on the House Banking and Cur- 
rency Committee in regard to opposing this amendment will be greatly appre- 
ciated. 

Yours very truly, 
ROECKERS-SIGLER AGENCY, 
By JoHN H. RoErckers. 


Mr. Breepine. That isall, Mr. Chairman. 

Mr. Brown. Mr. Widnall. 

Mr. Wipnatt. Mr. Howell, we are always happy to see you back 
here. 

Mr. Howe. Thank you. 

Mr. Wipnatt. I want the members of the committee to know what 
a fine job you have been doing as commissioner in the State of New 
Jersey. 
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Mr. Howext. Thank you. 

Mr. Win. Let me ask this question about your testimony: You 
represent the legislative committee of the National Association of 
Supervisors of State Banks? 

Mr. Howe... Yes, sir. 

Mr. Wipn4.t. Is this a unanimous recommendation of that associa- 
tion ? 

Mr. Howe xt. It is a recommendation based on resolutions passed 
at our annual meeting, and to the best of my knowledge, there was 
no dissent to them. ‘I think it could be called largely unanimous. 
There may be some slight variations here and there, but largely 
unanimous. 

Mr. Wipnatt. Is your statement addressed to, actually, supervisory 
problems that you find in your own position ? 

Mr. Howe... Well, mine and many other States. I am not speak- 
ing so much as the commissioner of New Jersey here, today, as I am 
as chairman of the legislative committee of the association. 

Mr. Wipnatt. So that the opinion you express is that of super- 
visors who have consulted with all phases of the industry ? 

Mr. Howe. No; I don’t think it is based much on consultation 
with the industry, although we, of course, get their views at various 
times. I don’t believe State banks would be out of accord with what 
we have testified to here today. Our general overall problem is that 
we see, gradually, the Federal Government whittling away at States’ 
rights, involving the supervision of banks, by either legislation or 
administrative rulings or regulations, and we feel very strongly that 
we have got to keep that in proper balance and proper parity with the 
national banks, or the dual system will be seriously threatened. 

Mr. Wmwnatt. I am sure the committee appreciates your testimony. 

Mr. Howey. Thank you very much. 

Mr. Brown. Mr. Patman. 

Mr. Patman. Mr. Chairman, I have permission to enlarge upon my 
remarks and I shall insert a statement which I had prep: ared yesterday 
and which I did not insert, and I would also like permission fo insert a 
statement prepared by the Library of Congress, Legislative Reference 
Service, on the insurance matter under discussion. 

Mr. Brown. That may be inserted in the record. 

(For data referred to above, see pp. 1061, 1063.) 

Mr. Brown. Can you gentlemen return this afternoon ? 

Mr. Mirter. Yes, sir. 

Mr. Brown. We are going to try to get permission to meet at 2 
o'clock. The members will be notified by the clerk. We appreciate 
the splendid statements made by each one of you. 

Mr. Patrman. And may I say, Mr. Chairman, that I am glad to see 
Charlie Howell down here. He was my neighbor when he was in 
Congress. He voluntarily retired from the House. He had a great 
many friends here and we have missed him. 

Mr. Howetx. Thank you, Mr. Patman. 

Mr. Brown. We will recess to reconvene at 2 o’clock, if we can get 
permission to sit. 

(Whereupon, at 12 noon, the committee adjourned, to reconvene at 


2 p.m.) 
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AFTERNOON SESSION 


Mr. Brown (presiding) . Thecommittee will come to order. 

Mr. Miller, I believe you said your plane left at 5:30. If we let you 
go at 4: 30 will that give you plenty of time? 

Mr. Mitier. Yes. I have checked out of the hotel and brought 
my baggage out here. 

Mr. Brown. We will try to accommodate you gentlemen. 

Mr. Patman, have you any questions ? 

Mr. Parman. Yes. 

In the event we don’t get through, would you gentlemen be willing 
to come back when we could have more time, if we needed it? 

Mr. Mitier. Do you mean at some other date in the future ? 

Mr. Parman. Yes. 

Mr. Miuuer. Yes. 

Mr. Parman. There are a lot of members of this committee who 
won’t be here this afternoon. 

Mr. Brown. The members ought to be here. The witnesses should 
not come back unless the chairman of the full committee asks them to 
come back. 

Mr. Parman. Of course, we don’t want to agree to release them un- 
less they come back. 

Mr. Brown. You don’t have to release them. I will release them 
myself. 

Mr. Parman. On this section 35, there is a case where a person, 
as I said about the automobile dealer—that automobile dealer takes 
that paper to the bank and the bank gives the automobile dealer a 
certain sum for that paper, which would give the bank, we will say, 
25 percent interest. Now, if this provision goes through, it is your 
understanding that that is not a violation of the usury Taw! 

Mr. Miter. As I understand it, it is the question of the purchase 
of paper at a price less than 100 cents on the dollar. 

Mr. Patrman. Well, let’s say that is right. 

Mr. Miter. As far as I am concerned, I don’t see any of that. We 
have no such practice in our particular bank. That may be indulged 
in, I don’t know. Of course, if there is such a thing as 25 or 50 
percent, as we discussed this morning, I quite agree with you that 
is immoral. 

Mr. Parman. Yes; it is wrong. 

Mr. Miuuer. I think if the bank is a party to that transaction prior 
to the purchase of that paper, it would be injurious, and depending 
upon the State laws, there would have to be a remedy. 

Mr. Parman. I think that is a reasonable statement. 

Mr. Kireurn. Just on that point, I don’t know about this paper, 
but wouldn’t that be analogous, in one way—suppose there is a 6 
percent bond on the market and the market drops to 80 or 70. 

Mr. Mitter. Some of them have dropped to 50. 

Mr. Kitsurn. Of course, the yield on it would be way up to 8 or 9 
percent. 

Mr. Patrman. No; it is not comparable, for the reason that one is 
in the open market and everybody is able to bid on it, and the other 
one is more or less channeled into a particular institution. But to 
make it worse, if I understand this correctly, even though the dealer, 
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or the holder of the obligation endorses it to the bank, that is, guaran- 
tees it, it will still be legal. But don’t you realize, Mr. Miller, if 
I have Mr. Multer’s note for $1,000 and it has been loaned at $250, 
and I sell it to the bank for $750 and I endorse it, I am obligated to 
pay that bank the whole $1,000 plus $250 interest. That would make 
the $500 usurious, wouldn’t it; if the note were for a short period 
of time. 

Mr. Mutter. That is an unusual situation you are describing. A 
transaction of that character would be most unusual. Usury arises 
in connection with the original contract between the borrower and 
the lender. That is where the usury is involved. There are cir- 
cumstances, I assume, where notes may be sold at a discount and 
without recourse on the seller of those notes. 

Mr. Parman. Where it is without recourse on the seller, I can see 
your viewpoint better; that is, in the open market. But where you 
require the endorsement of the person who sells it to the bank, then 
that person is obligated to pay that usurious interest; isn’t he? 

Mr. Mruter. He is obligated to pay the face of that note, plus 
whatever interest the contract calls for. 

Mr. Parman. That is the way I understand most of these condi- 
tional sales contracts are made throughout the country. The dealers 
sells them with recourse. Do you think yours is with recourse or 
without recourse ? 

Mr. Mirter. Within my knowledge those are without-recourse 
deals. 

Mr. Patrman. They are? 

Mr. Miter. I so understand. But we haven’t any of them in our 
banks. 

Mr. Parman. What do you say, Mr. Lyons, do you take them with 
or without recourse ? 

Mr. Lyons. Some with and some without. 

Mr. Parman. You agree with me, where you do it with recourse, 
you are, in effect, establishing an interest rate between you and the 
person who sells it to you, aren’t you ? 

Mr. Lyons. I think I agree with Mr. Lee Miller, though, that the 
usury question is involved in the original transaction between the 
maker and the payee of the note, and the rate of interest as fixed in 
the contract determines whether or not it is usurious. 

Mr. Parman. I am greatly disturbed about the trend of the Ameri- 

can Bankers Association in asking for legislation. Now, throughout 
the years we have been fighting socialism and communism. 

Mr. Mriter. May I say the ABA didn’t ask for that legislation, sir. 

Mr. Parman. All right, but I am anxious to know how it got into 
the bill. It seems to be quite a mystery. Nobody knows. Nobody 
recommended it, vet it is here. 

Mr. Mitirr. Through the Advisory Council, and Mr. Cravens 
signed it. 

Mr. Parman. Did they recommend it ? 

Mr. Mintzer. The Advisory Council. 

Mr. Patrman. I wanted to interrogate Mr. Cravens about it, but, of 
course, I did not get to. I thought they denied recommending it. 

Mr. Mier. No, sir; I think it is their baby. 


—< 
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(The American Bankers Association later advised the committee 
that the amendment to section 35 was not recommended by the Ad- 
visory Committee. Mr. Cravens, in his testimony before the Senate 
Banking and Currency Committee on January 28, 1957, personally, 
and not for his committee, supported section 35 and suggested clari- 
fying language.) 

Mr. Parman. I am glad to know, because it was a mystery to me 
as to how it got in the bill. But here is what troubles me about the 
banking system. There is a lot of concentration of banking, and the 
banks are buying out other banks. In fact, anybody can own bank 
stock. I noticed the other day where certain people bought a bank 
outright in New York; the Colonial Trust. Did you notice that? It 
concerns me. Whois looking after the interests of the people 2 this? 
Who is saying what you can do and cannot do in banking? I don’t 
know of anybody who is. The Comptroller of the Currency is not. 
The Federal Reserve Board has not lifted a hand, so far as I know. 
Corporations are buying out banks through buying the stock and the 
voting rights. Foreign citizens are buying banks. They are concen- 
trating banks through mergers. 

Mr. Kiispurn. Labor unions are buying banks. 

Mr. Parman. Yes; right here in Washington they have a couple of 
banks. 

Mr. Miuier. We don’t like that, either. 

Mr. Parman. I am just wondering how far this thing is going in 
connection with this socialism threat. I think the American Bankers 
Association policy is the nearest Socialist threat that I have witnessed 
since I have been a Member of Congress here for many years. I say 
that for this reason: The American Bankers Association does not 
want the banks to put up any more money for reserves. They want 
to reduce the reserves and make the money available for lending and 
investment from a reduction of reserves. In other words, don’t put 
in any more capital. That makes it easier for them. Then the banks 
are going more into the business of buying Government securities. 
The local banks throughout the country are loaded down with Gov- 
ernment securities. 

Every time they buy a Government security they deprive a local 
businessman of an opportunity to get credit. It makes the bank loans 
up more, doesn’t it, Mr. Miller ? 

Mr. Miter. Of course, that is true, to the extent they divert money 
that can be loaned. 

Mr. Parman. You ask for more power here. You want to get into 
this lease-purchase arrangement. In other words, it seems as if the 
banking interests want more and more guaranteed paper by the Gov- 
ernment that they can invest in. Then you want to have lower reserves, 
when in the FDIC you have only $1. 44 for ev ery $100 of insured de- 
posits. In the savings and loan associations you only have 60 cents for 
every $100 risk. It looks as if you want the Government to run all the 
risk. 

Mr. Kirpurn. A point of order. 

I very respectfully request that the gentleman from Texas allow the 
witness to answer the question. He tried to, and you interrupted him. 

Mr. Parman. I haven’t got to the question yet. 

Mr. Kitpurn. He started to answer it. 
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Mr. Parman. He will have to wait until I ask it. I think that is up 
to me and the witness on that. 

Mr. Brown. Ask one question at a time. 

Mr. Patman. I will just have to proceed in my own way. I don’t 
know any other way to do it. 

Well, Mr. Miller, what I can’t understand is why it is that you are 
wanting to get into this lease-purchase paper? That will be a rather 
lucrative business, I know. You will probably make 5 or 6 percent 
interest. But it occurs to me that when you do that, you are depriving 
local people of an opportunity of getting credit to expand their com- 
munities and build shops and establishments and factories and plants. 
Don’t you think the banks should be getting away from this Govern- 
ment-guaranteed paper, instead of getting more of it ? 

That is the question I ask. 

Mr. Miter. As a matter of fact, I think the Government-guaranteed 
paper is a product of the Congress, and not of the banks. Now, I have 
our annual statement here, and I will file this with you. I wrote it. At 
the end of December we had $54 million in Government securities. 

Mr. Parman. How much was in loans and discounts ? 

Mr. Mitier. Loans and discounts were $116 million. 

Mr. Patman. You have about half as must in Government paper as 
you have in loans and discounts ? 

Mr. Mutter. That is right. 

Mr. Patrman. Your bank is better than a lot of others. 

Mr. Mutter. I think it is the best, yes. We also had $86 million in 
cash, and a good part of that is on deposit with the Federal Reserve 
System. 

Mr. Parman. A lot of it is interbank deposits with the larger banks; 
is it not? 

Mr. Mitzer. That is right. 

Mr. Parman. Do you get any interest on those interbank deposits? 

Mr. Miturr. No, sir. 

Mr. Parman. Do you get any benefits from them ? 

Mr. Miter. Except the services they render ; no. 

Mr. Parman. What sort of services? 

Mr. Mixuer. Check collection, collection of coupons off of trust ac- 
counts. We have a tremendous amount of coupons. One bank will 
collect all of our coupons. Another bank will perform some other 
function for us. With one bank we deal in Federal funds; if we have 
excess money we sell them our Federal funds overnight, and there are 
a lot of things that the large banks can do for the intermediate-sized 
banks,such asours. The relationship with them is perfectly splendid. 

I would love to leave this annual report with you. 

Mr. Parman. I will be very glad to see it, sir. Just leave it here 
with the committee and we will see it. 

Mr. Mitxer. It spells out the whole situation, everything about the 
bank. 

(The document referred to will be found in the files of the com- 
mittee. ) 

Mr. Parman. Under existing law it is a violation of the law for a 
bank to pay interest on demand deposits ? 

Mr. Mitter. That is right. 
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Mr. Parman. In other words, it is the only business in the world, I 
guess, where the Congress assures the banks that they won’t have to pay 
anything for their most precious resource, the deposits. It protects 
them by saying in law that you cannot pay it. 

Now, then, there is a proposed amendment here which says that you 
may give, in effect, premiums and gifts, and things like that, to people, 
so long as payment is not made in cash. Are you favorable to that 
amendment? 

Mr. Mitirr. I don’t know what that amendment is. We can’t do 
anything that would be considered in the eyes of the Federal Reserve 
Board as an indirect payment of interest. 

Mr. Parman. You don’t believe in that; you would be against it? 

Mr. Mitirr. I don’t believe in paying interest on demand deposits. 

Mr. Parman. You don’t believe in going around the prohibition 
and giving some customers that have deposits tickets to My Fair Lady, 
or something like that, to encourage the depositors to keep their de- 
posits in your bank? 

Mr. Mixer. No. 

Mr. Parman. There is an amendment proposed by the Federal Re- 
serve Board that would open that up and permit that to be done. 

Do your banks require customers, when you make loans, to keep a 
certain amount of that loan on deposit during the life of the loan? 

Mr. Mixxer. It is not a requirement, but it is generally con- 
ceded— 

Mr. Parwan, Do you use moral suasion on them ? 

Mr. Minter. We might do that, yes. We might say “You should 
keep compensating balances of 10 to 15 percent, to the extent we 
lend you money. 

Mr. Parman. In other words, the amount of your reserve ? 

Mr. Mitter. Our reserves are 18 percent, yes. 

Mr, Patrman. You would want at least 18 percent on deposit, then ; 
is that right? 

Mr. Mitter. Ten or fifteen. 

Mr. Parman. You want some percentage on deposit ? 

Mr. Mitxer. Yes. In other words, we want to lend money to our 
customers. 

Mr. Patman. In addition to the interest they pay; they have to pay 
interest on that, don’t they ? 

Mr. Miter. Oh, yes. Of course, it is getting less with this reduc- 
tion in the discount rate. Maybe I shouldn't have said that. 

Mr. Mutter. Do you mean—is that a tip that there is going to be 
another reduction in the rediscount rate ? 

Mr. Mituer. Philadelphia reduced it again last night. 

Mr. Parman. Do you consider that the United States Government 
has a moral obligation to take care of the obligations of the Federal 
Deposit Insurance Corporation, if this $1.44, or whatever they have 
in reserve to cover the losses, should prove insufficient ? 

Mr. Mitier. The FDIC Act, as I recall it, would permit FDIC to 
levy additional amounts against the banks themselves to take care of 
a situation of that kind. 

Mr. Parman. Suppose we had a panic and the banks were not able 
to do it. Would you figure that the Government had an obligation 
to do it? 
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Mr. Mutter. A legal obligation ? 

Mr. Parman. A moral obligation. 

Mr. Miuter. Possibly mor: ral. It depends on which party is in 
power. If the Democrats were in power, they probably would feel it 
was morally obligated to do that. 

Mr. Parman. I think the Republicans would have the same moral 
obligation to the banks. 

Mr. Miter. Being a Democrat, I speak from that standpoint. 

Mr. Parman. Do you consider that the Government had a moral 
obligation to take care of those commitments of the Savings and Loan 
Insurance Cor poration ? 

Mr. Miter. Of course, you are getting into an entirely different 
field. 

Mr. Parman. No, it is banking. It is money and Government 
obligations. 

Mr. Mirier. It is money, but we don’t think it is banking. We 
think it is something different from banks, a different breed of cat, 
the savings and loans. I don’t think there is any more reason for 
the Government to guarantee that beyond the Federal savings and 
loan insurance fund than there is for the FDIC to pay off for a bank 
beyond the FDIC fund. 

Mr. Parman. You indicated you felt there was a moral obligation 
of the Government on FDIC, and I just asked you if you felt the 
same about the Savings and Loan Insurance Corporation. 

Mr. Mitter. There is no legal obligation, certainly. 

Mr. Parman. I didn’t ask you about that. A moral obligation I am 
talking about. 

Mr. MILLER. I don’t know what the Government’s feeling or what 
the Congress’ feeling would be about the Government picking up that 
check. 

Mr. Parman. Now referring to socialization; the banks have very 
little, relatively, invested in the banking system of this country. I 
mean actual money in proportion to the amount of money they draw 
interest on. 

Now you have $19 billion—all the banks do—reserved with the Fed- 
eral Reserve banks. Now upon that you have actually made loans of 
about $114 billion. That is 6 to 1; that is correct, isn’t it? 

Mr. Mitier. That is about the right ratio; yes, sir. 

Mr. Parman. In other words, you are getting interest on $6 for 
every $1 that you have in reserve with the Federal Reserve banks? 

Mr. Miirr. That is about right, yes. 

Mr. Parman. Now the other day there was a distinguished Member 
of this House—when I was before a certain committee—who said that 
he was in the banking business, and that his bank has a lot of money 
tied up with the Federal Reserve that they didn’t draw any interest 
on, and the Federal Reserve bought bonds with that money and kept 
the interest. You don’t agree w ith that; do you? 

Mr. Miter. I can’t answer that question. I really don’t know. 

Mr. Patan. The answer is, your reserve is your seed corn. You 
would have to keep that either in your vault or in the Federal Reserve 
bank. 


Mr. Mriurr. No, the vault cash is not counted as reserve. 
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Mr. Parman. What I am talking about, if you didn’t have your 
reserve with the Federal Reserve, you would have to keep it in cash, 
or in some depository other than the Federal Reser ve; wouldn’t you? 

Mr. Mutter. That is right. 

Mr. Parman. You would have to keep that intact? 

Mr. Mitter. That is right. 

Mr. Parman. You wouldn't expect to also loan out your reserves; 
would you? 

Mr. Miter. No, we can’t. 

Mr. Parman. It wouldn’t be right. Banking operates like the old 
goldsmith. You know, when people brought gold into the goldsmith 
for s: ifekeeping, he would give them a receipt. So the people started 
using these receipts for money, and they would seldom come back and 
demand the actual gold. And experience proved that people so sel- 
dom came back for the actual gold that the goldsmith found he could 
actually lend out $10 safely as long as he had $1 in reserve. Isn’t 
that your understanding of where the fractional reserve system you 
use today came from ? 

Mr. Mixxer. I am not sure I understand you as to ratios. 

Mr. Parman. On that same theory we have a reserve system for the 
banks. For every $1 that they have in reserve, they can lend out now, 
on an average of $6. But it depends on the type of bank, whether 
it is a country bank, a reserve city bank, or a central reserve city bank. 

You say you are not familiar with that, and I will not pursue that 
further, but that member, I know, is incorrect in his statement that 
the Reserve banks invest the reserves of the member banks. 

Now, the Reserve City Bankers Association, is it composed of about 
49 large cities ? 

Mr. Miturr. I think that is approximately correct. I happen to be 
a member of it; yes. 

Mr. Parman. What connection do they have with the American 
Bankers Association ? 

Mr. Miter. There is a completely separate organization. 

Mr. Parman. Being separate, one shouldn’t do advertising in the 
other’s name, should it? Although you belong to both you wouldn’t 
expect the Reserve City Bankers Association to do advertising in 
the name of the American Bankers Association; would you? 

Mr. Mitier. No, sir. 

Mr. Murer. You are talking to Mr. Miller as an individual. 

Mr. Parman. I am talking to him as an individual; yes. 

Mr. Miter. No, I would not. 

Mr. Parman. And I am talking to him as a member of the Re- 
serve City Association and as a member of the American Bankers 
Association, 

You wouldn’t want the Reserve City Association to use the American 
Bankers Association name ? 

Mr. Mitier. No; and I don’t think they do. 

Mr. Parman. Do you know about a campaign that the Reserve 
City Bankers put on to promote, to sponsor, and to try to perpetu- 
ate the tight-money policy, by advertising over the name of the 
American Bankers Association ? 

Mr. Mitrer. I don’t know that. I know there is some conference 
in the next few days with regard to national advertising, but I don’t 
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think it is to promote the tight-money policy. I think it is to ad- 
vertise banks, as such, by comparison with other competing in- 
stitutions. 

Mr. Patman. The Reserve City banks are behind it, are they not? 

Mr. Mutter. I think both the ABA and the Reserve City have a 
joint effort to promote banking as a whole, and not the tight-money 
policy. 

Mr. Parman. Don’t you think they should do it in their own name, 
instead of doing it in the American Bankers Association name? 

Mr. Mruier. All of the banks that are members of the Reserve 
City Association are members of the American Bankers Associa- 
tion, but they are two entirely separate groups, so far as that 
is concerned. 

Mr. Patman. On this insurance deal, Mr. Miller, did you say this 
morning that you did not endorse this amendment that was proposed 
in the Senate and.is being proposed here, to let all national banks 
sell life insurance and other forms of insurance ? 

Mr. Miuier. I think Mr. Lyons made a statement on that this 
morning, and I think he has something he would like to say about 
what he said this morning. 

Mr. Patman. I don’t want to get too involved. I don’t want to 
take up too much time. 

Mr. Mriuer. Mr. Lyons made that statement. 

Mr. Parman. Mr. Lyons, did you say that you didn’t favor the 
extension of that beyond towns of 5,000 people? 

Mr. Lyons. Only i in cases where the State laws affirmatively per- 
mit State banks i in towns of more than 5,000 to operate these insur- 
ance agencies. 

Mr. Mutter. I don’t quite understand. Is it your position, or the 
position of the association, that the national law, or the laws applicable 
to national banks, with reference to banks acting as insurance brokers 
or agencies, should conform with the State law, as it applies to State 
banks? 

Mr. Lyons. The law as is permits the insurance agencies to be op- 
erated in towns with 5,000 population or less. We do not propose any 
change in that respect, unless or except in the States where State laws 
permit State banks in towns of more than 5,000 population to operate 
these agencies. 

Mr. Motrer. Does that contemplate the national bank would have 
to get a license as does any other insurance broker, if the State law so 
requires ? 

Mr. Lyons. If the State law so requires; yes. 

Mr. Patman. If it did not contain that language, Mr. Lyons, ac- 
cording to that decision in the Marshall, Va., case, the national Jaw 
would run roughshod over the State laws, and the national bank would 
not have to get any permit from the State authorities, because the 
court held just that in the Marshall, Va., case. 

What I can’t understand is why the great American Bankers Asso- 
ciation, and important people like the Cravens Committee, composed 
of some outstanding public citizens and bankers of the whole country. 
would write a report that says, “Now this is the law; that national 
banks in towns of 5,000 people or less can act as agents for all dif- 
ferent types of insurance companies,” when that is not the law at all. 
It was repealed 40 years ago. 





re UW 


ae 


We 


cr 


‘rf We Me NS 


Ww Vw O™ 


FINANCIAL INSTITUTIONS ACT OF 1957 1131 


What I can’t understand is why you would do that. Do you have 
any explanation for it, Mr. Miller, or Mr. Lyons? 

Mr. Miniter. Mr. Patman, Mr. Cravens and his outfit were a crea- 
tion of the Senate, of the Congress of the United States. I mean it 
was not created by the bankers association, nor did we have any par- 
ticular part to play in the Cravens Committee and in their recom- 
mendations. 

Mr. Parman. I know, but your recommendations were cleared 
through the Cravens Committee; weren’t they ? 

Mr. Mitter. No, sir. 

Mr. Parman. What occurred to me yesterday was, when Mr. Cra- 
vens said that all these agencies screened their recommendations 
through him—that is the first time I have ever heard of a case in the 
United States of America when there was an organization of bankers, 
or any other group, through which even the Federal official agencies 
had to clear their official reeommendations. You heard Mr. Cravens 
say that; didn’t you? 

Mr. Mruer. No; I wasn’t here, but Congress created that Advisory 
Council, which was composed, in good part, of bankers, but it has other 
members of the Committee other than members on that Advisory 
Council. 

Mr. Patrman. You will have to get your definitions a little straighter 
than that. Congress didn’t do it. 

Mr. Moutrer. I think there is a misunderstanding as to what Mr. 
Cravens said on the subject. It is true, as Mr. Miller pointed out, it 
is the Senate committee that appointed this Advisory Council, and 
the Advisory Council acted pursuant to their directions and reported 
back to the Senate committee. 

Mr. Miuter. That is right. 

Mr. Mutter. Mr. Cravens, as I understood him, said that they were 
asked—his committee and its counsel were asked—by the Senate com- 
mittee to screen all of the recommendations of the other organizations 
and agencies. Not that the agencies or organizations did the screen- 
ing, but the Advisory Council was asked to screen these for the benefit 
of the Senate committee. 

Mr. Mixer. That is right. That is the point I was trying to make; 
that it was not a bankers’ group, it was a group appointed by Congress, 
by the Senate. 

Mr. Murer. They were doing whatever the Senate committee in- 
structed them to do, and reported back accordingly. 

Mr. Mitter. That is exactly right, sir. 

Mr. Parman. But you said it was established by Congress, and, of 
course, that is a mistake. 

Mr. Mitter. It was appointed by Congress. 

Mr. Mutter. A part of Congress. 

Mr. Parman. No; nota part of Congress. 

Mr. Mutter. The Senate side did it. Not the whole Congress. 

Mr. Patman. Probably one person, the chairman of the subcom- 
mittee, did this. 

Mr. Mittrr. I just wanted to disclaim any credit for the ABA in 
setting up that Committee. It was done by this subcommittee of the 
Senate Committee on Banking and Currency. 








1132 FINANCIAL INSTITUTIONS ACT OF 1957 


Mr. Parman. Yes; that is right. 

Mr. Kitpurn. Mr. ’Patman, will you yield to me? 

Mr. Parman. Yes, if the chairman does not object. 

Mr. Kirtpurn. It seems to me the Senate committee has a perfect 
right to appoint an advisory committee, if they want to, and they have 
a perfect right to have them screen the suggestions, if they want to, 
and why do we criticize them for doing it? 

Mr. Parman. I also have a perfect right to criticize them for it. I 
think it is terrible. 

Mr. Mutter. I just didn’t want you to blame it on the ABA; that is 
all I am talking about. 

Mr. Parman. Beg pardon ? 

Mr. Mitier. I say I just didn’t want you to blame it on the American 
Bankers Association. 

Mr. Parman. Well, you worked with them rather closely. 

Mr. Miter. Not too closely. 

Mr. Parman. And your recommendations in your journal, you know, 
in the American Bankers Association Journal, you br: agged about it, 
and bragged about what all you got in this bill, and you liked it, you 
were for it, you were strong for I don’t think you disclaimed it in 
any way; I think you were very oui of it. 

I notice in the bill here that the audits of the Federal Reserve Sys- 
tem are not covered. Don’t you think that the General Accounting 
Office of the Government should audit the Federal Reserve banks and 
the Federal Reserve Board, just as they audit all other agencies of the 
Government, including the Federal Deposit Insurance Corporation / 

Mr. Miter. I would see no objection to it, personally, but I have 
never thought about it before. I don’t know. 

Mr. Parman. W ell, for 44 years—more than that; 44 years plus— 
there has never been a real audit of the Federal Reserve System, the 
12 banks, their branches, and the Federal Reserve Board. Never an 
audit. The only audit that has ever been done is an internal audit 
that is confidential and secret. They keep it to themselves. We don’t 
know what instructions were given to the auditors; we don’t know 
what all the auditors found. I have had the oe of going 
through some of those audits. I asked that they be brought up here, 
and I expect to testify before this committee later on and disclose what 
was found in those audits. But that was a very unusual case. For 
45 years, the Federal Reserve System has just been foot loose and 
fancy free, and no audits or investigations of any kind have been 
made. Don’t you think that the Government owes it to the banking 
interests and to the people to have their books audited by the Govern- 
ment auditors just like other agencies of Government are audited / 

Mr. Mitier. Well, I don’t know. The banks own it, and I expect 
they are entitled to auditing. I don’t know that the banks have gotten 
it. 

Mr. Parman. Wait just a minute. You say the banks own the 
Federal Reserve System ? 

Mr. Miter. Yes. 

Mr. Patman. You are just as wrong about that—respectfully, I say 
that, Mr. Miller. Iam sorry you have that opinion. Now, it happens 
that I have gone into that rather carefully. In 1952, as chairman of 
the subcommittee of the Joint Economic Committee, we had two books 
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and a compendium answering all questions about this. Now here is 
what the facts show and the law says on that. Now, the banks put in 
% percent of their surplus and cs ypital stock in what you call stock ? 

Mr. Mutter. That is right. 

Mr. Parman. Three percent. In 1941, say, that amounted to about 
$132 million. ‘Today it is about $342 million. But that is not really 
stock. The Federal Reserve Board Chairman, Mr. Martin, will tell 
you, if you ask him whether the banks own the Federal Reserve Sys- 
tem, that they have a nonproprietary interest in the Federal Reserve 
System. That is his official answer about that, and the correct one, I 
will say, because the law shows, too, that, when you come up with this 
3 percent, it is not stock at all. That name is a misnomer. It has 
none of the values and virtues of stock. A bank that has that stock 

can’t sellit. It cannot do anything with it. If the Federal Reserve is 
Eeuitevel it Just gets its 8 percent back. The bank can’t vote that 
stock, and the bs inks don’t vote it. 

And imagine $342 million worth of stock owning a $50 billion 
Federal Reserve System that has bought and holds $24 million of 
United States Government securities. It is just inconceivable to even 
think that anybody would contend that. 

Now, I know you have thought as a lot of bankers do, believing they 
actually own the Federal Reserve System. They don’t own it at all. 
The United States Government owns the Federal Reserve System. 
The United States Government’s credit is used. 

You take a Federal Reserve note and you look at it, and read what 
it says. It doesn’t say it is the Federal Reserve bank that will pay 
this money. It says the United States will pay, on demand, the 
bearer so much money. ‘The Government does that. It is just as 
much a Government obligation as one that has interest attached to 
itand acoupon. It is an obligation of the Government. 

You see, the Federal Reserve banks don’t operate on that capital. 
And, for your information, Mr. Miller, and for others who have yout 
views, the Federal Reserve officials have testified before committees 
in answer to my questions that the stock is not used for any purpose. 
Any purpose. 

‘Take my word for it, my dear sir, that is the truth. They don’t use 
that stock for any purpose on earth. And they have never invested 
it, although they pay 6 percent on it. If we had required them to 
invest that stock, and had gotten 3 percent interest on it, the Govern- 
ment would be worth $300 million more today than it is. 

Then you take the member bank reserves. They have over a billion 
dollars in reserve. The Federal Reserve banks have never invested 
a dollar of that money, not one penny. It was there, but it is not 
used, because the Reserve banks don’t need it. 

The banks have no proprietary interest of any kind in the Federal 
Reserve System, and I think that is one educational campaign we are 
going to have to make in this country before the bankers themselves 
will actually recognize what the situation is. 

They get benefits out of the Federal Reserve banks, surely. Yet, I 
have letters from bankers all the time about these tax-exempt organi 
zations. They say “Tax ’em, tax ’em, tax ’em. 

Some of these very bankers hold tax-exempt stock—or what they 
call stock—in the Federal Reserve. You see, $132 million of that 
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stock was issued before 1941. The banks get 6 percent on that and 
it is also tax-exempt, right now. The very people who are raising 
sand about “tax exemptions” for other folks have tax exemptions 
themselves. 

There is the worst misunderstanding in the world about this 
“stock.” The banks do not own the Federal Reserve System. It is 
owned by the Government. The so-called stock that is deposited 
there, $342 million, is not used by the Federal Reserve System, not 
one penny has ever been used. There are surplus funds of the Federal 
Reserve banks that have never been used by the Federal Reserve Sys- 
tem. The Federal Reserve System operates upon the credit of the 
Nation. It has the authority to issue and distribute money, and when 
the Federal Reserve banks bought this $24 billion worth of Govern- 
ment bonds, they issued $24 billion of Federal Reserve notes for 
those bonds, upon the credit of the United States Government. 

I will ask you this question, Mr. Miller—if you owed $1,000 on your 
home, and you gave me a check for $1,000 and told me to go see the 
holder of your note and pay off that $1,000, and I took your check to 
the holder of your note and paid him; but, instead of releasing that 
vendor’s note, he transferred it to me, and then I make you pay me 
interest every year. You wouldn’t like that, would you? 

Mr. Mintzer. I wouldn’t think so. 

Mr. Parman. Do you know, our Government is doing exactly that 
kind of thing right now. The Government will let the Federal Re- 
serve banks issue $1 billion worth of United States currency, a Gov- 
ernment obligation, and let the Federal Reserve banks trade it for a 
billion dollars worth of United States Government bonds that carry 
interest charges. The Reserve banks can then keep those bonds and 
charge the Government interest every year. Last year they collected 
$600 million in interest from the taxpayers of this country on obli- 
gations that they had purchased with Federal Reserve notes. And, 
of course, they paid 90 percent of that into the Treasury, $554 million, 
T believe it w: oars the point is: they are operating solely and en- 
tirely upon the credit of this Nation and not upon any money that 
the Federal Reserve Banking System receives from the private banks. 

Now another matter, Mr. Miller: Don’t you think that when the 
Government deposits money in the private banks in amounts such as 
the 2 or 3 or 5 or 6 billion dollars that is norms illy on deposit in the 
11,000 commercial banks, that the banks should pay the Government 
interest on such deposits? 

Mr. Miter. Well, the banks have deposits through the Treasury 
tax and loan account, which stays a very modest length of time. It 
bears no interest while on deposit in the bank. 

Mr. Patman. You say a moderate length of time. I have heard 
that a lot, Mr. Miller, but the fact is that the banks have from $2 
million to $6 million of the Government’s money at all times; don’t 
they ? 

Mr. Mixer. I don’t know the total, sir. 

Mr. Parman. Well, I can say that is $2 million to $6 million. Ten 
of the clearinghouse banks in New York, as low as the Treasury is 
today, have over a quarter of a billion in Goverment money there, 
today. They pay no interest on it of any kind whatever. And of 
course, the Treasury can’t issue checks on these deposits in the private 
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banks because the Treasury only issues checks on the Federal Reserve 
banks. These deposits are way beyond the checkbook, because the 
Treasury has first to call them into the Reserve banks. 

Mr. Chairman, I wouldn’t like to take up too much time. I want 
to ask more questions of this witness and some more of Mr. Lyons, but 
I will yield to other members of the committee. 

Mr. Kitsurn. What has the setup of the Federal Reserve to do with 
this bill; do you know ? 

Mr. Lyons. I don’t know. 

Mr. Parman. One chapter is devoted to that. 

Mr. Miter. I can’t answer that. 

Mr. Kiteurn. That is all the questions I have. 

Mr. Brown. Did you ask Mr. Lyons? 

Mr. Kiitpurn. Do you know, Mr. Lyons? 

Mr. Lyons. I don’t know, frankly. 

Mr. Parman. I thought there was one chapter of the bill devoted to 
Federal Reserve, Mr. Chairman. 

Mr. Brown. Mr. Multer, do you care to ask a question ? 

Mr. Murer. Yes, please, if I may. 

Mr. Brown. Do you want us to pass on to the others, and come back 
to you? 

Mr. Mutter. Yes; that is all right with me. 

Mr. Brown. Mrs. Griffiths, do you have any questions ? 

Mrs. Grirrirus. Mr. Lyons, in your testimony on page 1, where you 
discuss preferred stock, do you think it would be all right to amend the 
proposed amendment in section 20 so that a national bank in a town of 
less than 20,000 can issue preferred stock ? 

Mr. Lyons. I see no objection to it, except that there might be many 
situations in towns above 20,000 where it would also be desirable to have 
this avenue of raising capital. 

Mrs. Grirritus. If a town gets to be 75,000 to 100,000, they don’t 
need this permit, do they, to raise money through preferred stock ? 

Mr. Lyons. If they don’t need it, they would hardly resort to it. 
It is not the usual form in which new capital is raised by a bank, but 
the best would be, according to our recommendation, that if that ap- 
peared to be the most reasonable manner in which to raise capital, 
that the bank be permitted to do so. We have not attempted to draw 
any line as to population in towns where that might be done. 

Mrs. Grirrirus. One of the reasons for asking it, as I understand it, 
is because in a small bank it is difficult to raise capital by the sale of 
common stock. Now, that isn’t true in New York City, or Chicago, 
or Detroit, is it? 

Mr. Lyons. I shouldn’t think so, although I don’t believe that our 
testimony meant to imply it was solely for the purpose of the small 
banks. Asa matter of practice, it may be that that is where the great- 
est relief would come, in the small banks, but we have not attempted to 
draw any line, as I said before, on population as a test in a matter 
of this kind. 

Mrs. Grirritus. I asked yesterday, and I would like to ask you, 
why don’t banks list their stock on the exchanges ? 

Mr. Lyons. For the most part I should say that there are so very 
few of them that have stock outstanding in amounts, or traded in fre- 
quently enough to make it desirable to do so. 
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Mrs. Grirrirns. Would it also have something to do with the fact 
that they do not want to disclose that information which the SEC 
asks for ¢ 

Mr. Lyons. I don’t know. 

Mr. Murr. I wouldn’t think that would have anything to do with 
it at all. 

Mrs. Grirrirus. Why have they, in your judgment, withdrawn from 
the exchanges? It seems to me, as a practical matter, that that is an 
awfully good way of advertising the stock issue. 

Mr. Lyons. Over-the-counter transactions in bank stock has been 
more prevalent than any listing. I don’t recall any listing of stocks 
on the exchanges for more years than I can even remember, frankly. 

Mrs. Grirritus. Well, then I think the question is, if common stocks 
are easily sold, why do you want to issue preferred stock ? 

Mr. Lyons. Banks require additional capital from time to time and 
the Government requires that capital should have a proper relation to 
the deposits. 

The supervisory people often require that the banks increase their 
capital. When that time comes, we feel in certain situations it would 
be easier to raise capital in the form of preferred stock than in the 
form of common stock. 

Mrs. GrirritHs. Do you have any situations where you have not 
been able to sell common stock ? 

Mr. Mriiter. In the thirties there were numerous instances where 
banks sold preferred stock. It was quite prevalent at that time. It 
hasn’t been in the last, as you spoke of this morning, in the last 20 
years we have had a one-way street, but many, many banks sold pre- 
ferred stock back in the thirties where they were required to increase 
their capital funds before they were permitted to reopen after the 
bank holiday. 

Mrs. Grirrirus. What objection was there to it then? Why did they 
quit letting them issue preferred stock ? 

Mr. Lyons That was permitted as an emergency measure. Now, 
what we are proposing is that they be permitted on a nonemergency 
basis. 

Mrs. Grirrirus. I still can’t see why you need it, if you can sell all 
the common stock that you have for sale, then why bother with issuing 
pr eferred stock ? 

Mr. Lyons, It is a matter of flexibility in meeting situations where 
it would be more practical to do it in that form. 

Mrs. Grirrirus. Why is it more practicable? 

Mr. Lyons. Some investors want a fixed return on their money 
that is set forth in the preferred stock issue. In the common-stock 
issue, there cannot be a fixed dividend return on common stocks. It 
might be in such situations more practical to sell preferred stock 
because of that fixed interest rate or dividend rate that the preferred 
stock would bear and therefore attract investors on that basis. 

Mrs. GrirrirHs. Wouldn't it be preferable to the American public 
generally to have the ownership of banks more widespread ? 

Mr. Lyons. I really don’t know how to answer that question. The 
stock is presently widely held in the larger banks, in smaller com- 
munities it might be closely held, but sometimes that is a choice on 
the part of the owners or the management, but so far as the public 
is concerned, I don’t know. 
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Mr. Miter. So far as the bank is concerned, it is definitely prefer- 
able to have the shares spread out and more widely held. I don’t 
think it has any particular effect on the public appraisal of the situa- 
tion. Within the bank, the bank likes to have many, many people 
own their stock, their potential customers, and so on, so it is beneficial. 
For example, in our bank, which is not a large bank, not like the 
Detroit banks, we have 1,364 shareholders in a bank that own $5 mil- 
lion of ¢ apital stock. We like that. That has increased several hun- 
dred in the last couple of years. 

Mrs. Grirrirus. In fact, if you can sell all the common stocks that 
you need to sell, I just don’ + see any point in selling preferred stock. 

Mr. Mitier. Well, there are circumstances like there w ere, as I said, 
in the thirties, where it would be impossible to sell common stock, but 
you would find people—possibly some of the common holders w ould 
be w illing to put more money into the bank, but they would want to 
put it on a basis that it was at fixed interest prices and possibly subject 
to retirement so that when the emergency had passed that that stock 
could be paid off and then again you would rely on the common 
stockholders. 

Mrs. Grirrirus. If you have an emergency situation, you can sell 
preferred stock now. 

Mr. Miturr. That is right, and they are eliminating the emergency 
situation because these things might not be considered emergencies but 
really they may be in certain circumstances when the supervisory 
authorities would say you have got to raise more capital because your 
deposits have grown out of proportion to your capital structure. 
Therefore, you should raise some more capital. 

Now, what is the most expedient way to do it, could you do it by 
issuing preferred stock or debentures or by selling common stock? It 
doesn’t mean they would have to sell preferred but it would only do 
it if it was an expedient way to do it, the better way to do it under the 
circumstances. That, of course, would have to be approved by the 
supervisory agencies before that could be accomplished. 

Mrs. Grirrirus. Thank you very much. Thank you, Mr. Chairman. 

Mr. Brown. Mr. Betts. 

Mr. Berts. This may not be too important, but you mentioned the 
fact that you didn’t think the ( vontroller should be a member of the 
FDIC. I think you gave as your reason because that organization is 
often in conflict with the State benclihen system which doesn’t create 
a healthy situation and you suggested that a banker be appointed. 

Now, it occurred to me, could the same situation arise in the case of 
a banker connected with a national bank if he were appointed ? 

Mr. Howett. I suppose it would be good to have 1 person with a 
State background, a national background and 1 perhaps who didn’t 
have the special point of view of either, but in the present situation 
the Controller is the chief supervisory official, the proponent of the 
national banking system and there is at least inherent or potenti: al con- 
flict there, when State banks have to come before the FDIC to secure 
deposit insurance and there is at least the potentiality that may or 
may not exist but it is essential that he would tend to favor national 
banks over State banks in certain matters. 

Take the Controller out of it. At least 1 person out of 3 should 
have a State banking or State bank supervisory background. 

Mr. Berts. Of course, the other two could have it. 
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Mr. Howett. Yes; but here you have it built in, to begin with. 

Mr. Berrs. Would there be anything wrong with putting something 
inte the law? 

Mr. Howe tt. That is one of the suggestions we have made. 

Mr. Berrs. You just said a banker. You mean a State banker; is 
that right ? 

Mr. Howe tu. That is one of the suggestions we have made. 

Mr. Berrs. You just said a banker. 

Mr. Howext. A State banker as one of the members; yes. Prefer- 
ably with a State bank supervisory background. 

Mr. Berts. I thought that was probably your idea, but I didn’t think 
it was quite clear. Thank you. 

Mr. Brown. Mr. Mumma. 

Mr. Mumma. No questions. 

Mr. Brown. Mr. Multer. 

Mr. Mutter. Thank you, Mr. Chairman. Commissioner Howell, 
with reference to representation on FDIC, don’t you think it might be 
better than to try to have a savings-bank representative and a national- 
bank representative, and so forth; that we ought to look for people 
who have the knowledge and competence to do the job, yet who are 
not directly affiliated with the banks that they are supervising and 
insuring ? 

Mr. Howe. Possibly. Of course, if the bill you introduced passed, 
a savings banker could ‘be a National or a State banker. Now, you 
would be loading it in favor of the State banker, because all the mutual 
savings banks are State-chartered banks now, and the State would 
have the 2-against-1 situation. 

Mr. Mutrer. Then, too, we may finally get to the point where we 
have one insurance corporation insuring commercial deposits and sav- 
ings accounts and savings and loan association accounts, and then we 
have to take into account that they want representation. 

Mr. Howert. They probably would want it from the savings and 
loan industry, yes; possibly State and Federal. It may not be possible 
to start with a State balance but, perhaps, you could have a con- 
troller or an ex officio member of the Board. 

Mr. Kirpurn. Have you ever known of an instance where a con- 
troller, because he is on the Board, has been detrimental to the State 
bank ? 

Mr. Howext. It is hard to prove things, sometimes, and I wouldn’t 
want to make accusations. 

Mr. Muurer. May I suggest this, in answer to your question: With- 
out pointing a finger at any particular controller, there have been 
instances where applications have been made for State banks and they 
could get the State bank charter, but they couldn’t get the Federal 
Deposit Insurance Corporation to give them the insurance ? 

s the Commissioner indicates, you can’t point your finger at it 
and say, “There it is.” Indications have been that the Controller 
didn’t want another bank in that area; he had already turned down an 
application for a national-bank charter in that area, and he threw his 
weight around so there would be an indication that there would be no 
insurance for any State bank. For instance, in the Commissioner’s 
own State, he says, “I am not going to charter a new State bank here 
unless I know you are going to get insurance from the FDIC.” When 
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the matter comes down to the FDIC and the Controller of the Cur- 
rency says, “I am not going to let a national bank in there, and I will 
~ » the State bank out, too.” 

Mr. Howe u. It gives a veto power. We had a case where a town 
of 14 000 had no Sealine institution in it. It went through the 
proper processes, and I rranted a charter contingent upon their get- 
ting deposit insurance. FDIC for various reasons decided that they 
would not grant the insurance. I think it is mistaken. They may 
feel that they have good reasons for it, but you get situations like 
that where you would like to feel, at least, that nothing is stacked 
against you in it. 

Mr. Kitepurn. How many are on the Board ? 

Mr. Howe... Three. 

Mr. Kitpurn. Can one man block it? 

Mr. Howe tu. I would doubt it. If it came to a vote, it is a 3-man 
board, and it would have to be 2 to defeat it. You have 1 potentially 
against it to start with and you have a bigger job getting the other 2. 

“Mr. Mutter. You get, I think, basically to the situation—again 
without trying to point a finger at ‘anybody—that those who are being 
regulated, “those who are being insured, those who are being super- 
vised ought not to be in the position of having somebody in the same 
agency doing that kind of work to do the supervising and the regulat- 
ing, also doing the insuring. 

Just as it is very often pointed out here in this committee, we don’t 
put railroadmen on the Interstate Commerce Commission because we 
don’t want the railroad president, who then becomes the Commis- 
sioner, telling the railroads what they should do or where they shoul 
be licensed or what franchise they should give up or what one they 
should get. 

I think we have the same situation in banking. I think wherever 
we can get men of the caliber of Jesse Wolcott, who is not himself 
a banker, to go into that kind of an agency, I think you can get better 
supervision and better regulation. 

Mr. Howety. The combination of a man like Mr. Wolcott plus a 
State banker or a National banker or someone who knows about bank- 
ing would be an ideal situation. 

Mr. Mutter. Not to get personal, but just to point up the reasons 
and the grounds for taking this position, you yourself, Commissioner, 
were not a banker before you became a banking commissioner ? 

Mr. Howe tt. No, sir; not at all. 

Mr. Mutter. As Mr. Widnall said, I think you are doing an excel- 
lent job in your State. In our State, Mr. Mooney was not a banker, 
and none of his predecessors were bankers when they took over as 
superintendent of banks, and nobody has ever said they did not do 
a good job. Yet, at the same time, you have freedom from possible in- 
fluence of your friends—not influence to the extent of saying, “Well, 
I am going to do this because he is a friend of mine,” but there is a 
natural feeling, “Well now, this man, I know he is all right,” and 
you lean toward him. On the other hand, you have had a bad ex- 
perience with another banker in the field and you say, “I am not going 
to do anything for him.” You eliminate those situations if you cet 
people who are regulating and supervising who are not in the indus- 
try. Do you care to make any comment about that ? 
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Mr. Lyons. Mr. Miller testified on that this morning. The ABA is 
in favor of retention of the Controller, and has no objection to State- 
bank-background personnel being added to the Committee to bring 
about the balance that, apparently, the State supervisors would like to 
have. 

Mr. Mutrer. If we would follow th: ut suggestion, we would have to 
make it a 5-man Board rather than a 3-man Board to make sure we 
don’t run into a 2-to-2 vote. 

Mr. Lyons. Possibly. 

Mr. Moutrer. I believe Commissioner Howell and I were pursuing 
the argument of the savings and loan branches, and that regulation 
upon which we have different approaches. I think we had gotten 
to the point of talking about keeping them on an even balance com- 
petitively and giving none an advantage over the other. 

I was about to make this point and ask for your comment, Commis- 
sioner Howell: If the commercial banks must compete for savings 
accounts, shouldn’t they also be subject to the same restrictions as the 
other institutions that compete for savings accounts, such as the savings 
banks and the savings and loan associations? I am not talking now 
about demand deposits. I am talking merely about savings accounts. 
Shouldn’t they be subject to the same restrictions as to savings accounts 
and the reserves applicable to the savings accounts and the interest 
payable on the savings accounts as the other savings institutions are ? 

Mr. Howett. Well, as I tried to say this morning, you might with 
some logic attempt to make that argument and I would not s: ay there 
is no logic to it, but they are a different kind of institution. In most 
instances, I presume the major portion of the assets and deposits of the 
commercial bank would be more in demand deposits than time depos- 
its. Itistrue that they do compete with savings and loans and mutual 
savings banks, particularly at the present time that competition is 
more intense. But they area different kind of organization and I think 
it would be better to leave it to the State to decide whether they should 
have the same branching pattern or whether it is reasonable to have 
different branching powers as between two different kinds of insti- 
tutions. 

This way, if your version of the amendment passed, which is in the 
House bill at the present time, it would be, as I said, almost have the 
Federal Government deciding what the branch pattern should be for 
all the financial institutions within the various States. 

Mr. Mutter. I concede we don’t want to get into the position of 
telling the States what to do. At the same time, I think just as we 
want to protect them on the one side, we have to protect those in the 
Federal System, too, and if the commercial banks are going to be 

ermitted to compete freely, all through the State, or all through a 
feakine district within a State for savings accounts, I think the 
other savings institutions should have the same privilege. 

Mr, Howe. The most directly logical thing that I could think of 
is that the Federal savings and loan associ: tions should have exactly 
the same branch powers as the State-chartered savings and loan asso- 
ciations. There you have two very definite similar types of institu- 
tions working in the same manner, competing in the same manner, 
and no extraneous entering into it, such as it does when you bring in 
commercial] banks and trust companies. 
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Certainly we wouldn’t want to sit up in New Jersey and see the 
Federal savings and loans be able to run all over the State while 
State-chartered institutions continue to be limited as they are now. 

Mr. Mutter. What is the situation in your State, Commissioner, as 
to the savings banks? 

Mr. Howetz. They can have branches within their own munici- 
pality. They can has a branch in another municipality in the same 
county if there is not already an existing banking institution, either 
apr incipal bank or a branch, there. 

The savings and loan situation is not much different. Actually, 
there are 1 or 2 minor respects in which their branching power is a 
little more liberal, where they can through a bulk sale go across the 
county lines sometimes. 

Mr. Mutrer. What is the restriction on State commercial banks? 

Mr. Howe. About the same. In New Jersey, it doesn’t make a 
lot of difference, frankly, but in many other States it would. 

Mr. Mutter. It does in New York State where we have a limitation 
on the number of branches a savings bank may have, but we have no 
such limitation on the commercial banks. 

Mr. Howetn. We have some minor differences in New Jersey, but 
from a practical standpoint it is not too different. 

Mr. Mutter. Is there any practical distinction any more between 
the savings bank and the savings and loan associations ? 

Mr. Howey. They are getting much closer and both are attempt- 
ing pretty much to serve the same purpose. It might be a good 
thing if we had 1 type institution rather than the 2 we have now. 
I am not saying that there is, but there might be. 

Mr. Mutter. To the average lay person who is putting his money 
into a savings account, it doesn’t make any difference to him whether 
he will receive interest on a deposit in a savings account or a dividend 
on a share ina savings and loan association. 

Mr. Howe tt. I don’t believe it makes any great difference. I think 
by and large you will find perhaps that the savings banks probably 
have higher reserve ratios in most instances than the savings and 
loans presently do and people get their pencils out and do a lot of 
figuring and might say, “I will go to the savings bank.” 

Mr. Murer. In many States, the one real difference between the 
savings bank and the savings and loan association is that the savings 
bank trustees are elected without depositor participation. The de- 
positors do not participate in the election. 

Mr. Howetw. It is very much less democratic institution in the 
way it is set up. 

Mr. Mutter. In the savings and loan association, the shareholder 
has the theoretical right to participate in the election of the directors. 

Mr. Howetn. And in many of them, they actually participate and 
exercise that right ? 

Mr. Mvuvrer. In most of them I think we find proxies are gathered 
or executed in advance and the management remains in control more 
or less indefinitely. 

Mr. Howe tn. That is usually it. 

Mr. Kirrvurn. Generally speaking, in New Jersey about what do 
the commercial banks pay on their deposits and about what do the 
savings pay and how about the Federal loan ? 
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Mr. Howex. There is still a great variety, though there is a ten- 
dency to come closer now. Some . of our s savings and loans are paying 
as high as 314. None of our savings banks is paying more than 3 
at the moment. Most of them are paying 3 now, but not all of them. 
A few of our commercial banks are paying 3 on time deposits, but 
they are more or less the exception. 

Mr. Kirpurn. What do the rest of them pay, about 214? 

Mr. Howe tu. It goes all the way from a half a percent up to 3 
percent. In Camden, the 2 savings banks have gotten away with 
paying a half of 1 percent for years. 

Mr. Mutter. In your State, Commissioner, is there any different 
requirement as to the reserves required for savings accounts in com- 
mercial banks than there is as to their demand deposits ? 

Mr. Howe wu. There are some differences. I would not like to try 
to explain it here without some material before me. The president 
of our association is seated here with me now, Mr. Alexander Miller, 
the commissioner of banking and insurance for Vermont and it might 
be some of you might want to ask him a question. 

Mr. Mutter. May I yield to any other member of the committee 
at this time and then I can come back to my other questions. 

Mr. Brown. Are there any other questions ? 

Mr. Mutter. I have no other questions of Commissioner Howell. 

Mr. Parman. We were directing questions to all of them. 

Mr. Mutter. I thought it would be much easier from my viewpoint 
to address myself to Commissioner Howell first. 

If no one else wants to address any questions, may I continue then 
with the other witnesses ? 

Mr. Brown. All right. 

Mr. Mutter. Thank you, sir. 

With reference to the control of mergers that you addressed your- 
self to, Mr. Miller, in your original statement “and your objection 
directed to the Department of Justice having any say or control in 
the matter, or any jurisdiction, up to the present time, the Federal 
Reserve Board has been charged with the responsibility of taking 
action in the field where there would be violation of either the Clayton 
Act, or the Antitrust Act; is that not so? 

Mr. Minter. Do you mean as regards mergers of banks? 

Mr. Mvurer. Wherever they found an antitrust situation in the 
banking field or monopolistic practice in the banking field, the De- 
partment of Justice has had no jurisdiction and the Federal Reserve 
Board has had exclusive jurisdiction. 

Mr. Mitter. That is right in the case of bank mergers through 
acquisition of assets. 

Mr. Mutrer. The House bill would seek to give the Department of 
Justice the right to prevent mergers that might be monopolistic or 
antitrust in nature ? 

Mr. Mitzer. Do you mean today ? 

Mr. Moctrer. I am informed that Commissioner Howell was cor- 
rect. I thought there was a difference in that respect between the 
Brown bill and S. 1451. 

Now what is your objection then to the provisions in the bill with 
reference to the duties and authority of the Department of Justice? 

Mr. Mixer. We approve the provisions in the bill. We feel that 
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the supervisory agencies are so much better acquainted with the situa- 
tion and are in complete control of it and that they may consult with 
the Department of Justice if they like. We feel there is sufficient 
regulation without dispersing that authority to other governmental 
agencies, 

Mr. Mutter. With the exception of the Trans-America, or Bank 
of America situation, do you know of any situation that has been 
investigated by the Federal Reserve Board with a view to bringing 
a proceeding because of violation of any of the antitrust laws, whether 
it be the Sherman Act or the Clayton Act or any of the other laws? 

Mr. Miter. Not of my own knowledge, Mr. Multer. 

Mr. Kireurn. I am not clear about that. In the first place if the 
Federal Reserve can stop a branch or a new bank from starting up, 
of course, that is a proceeding; isn’t it? I wouldn’t think they would 
ever have a proceeding. The only time you would ever have it would 
be where you have 4 banks in a big city and 3 went out of business, 
then you have 1 bank. 

Mr. Mourer. In my view, Trans-America and Bank of America were 
violating the statutes and the Federal Reserve Board should have 
taken action as they did. 

I think that they should not have dropped the action when the 
Supreme Court reversed them and said they made a mistake in ex- 
cluding evidence. I think they should have continued. 

I am naming that one instance because it is a matter of record, but 
I think there have been other interests where the Federal Reserve 
Board should have at least made an investigation. I am not going 
to name the situations because I don’t think it is fair to do that in an 
open session. 

Mr. Kitpurn. My point is, if the Federal Reserve had the power to 
stop a bank from having any more branches or buying nother bank, 
presumably there wouldn’t be anything against the Antitrust Act. 

Now I know, myself, that the Federal Reserve, even in a little coun- 
try branch, they investigated the whole thing and go all over the 
country and talk to the bankers and the citizens and everybody else. 

Mr. Muurer. You have a different situation in mind than the one I 
have in mind. You are talking about applications for branches or 
applications for new banks where they are thoroughly investigated b 
all the authorities such as the Federal Reserve Board and the FDI 
and the Comptroller or the State chartering agency. 

I am talking about an existing situation where because of mergers 
and consolidations and bank holding company purchases you have a 
situation tantamount to a trust existing today, a violation of the 
Clayton Act, a violation of the Sherman Act. 

What I was trying to do is to establish on the record that there have 
been no investigations of any of those situations and the only thing 
the Federal Reserve has done to date is the one exception I have men- 
tioned. The only situation I know of, where the Federal Reserve 
Board has brought any proceeding on account of the violation of any 
of the Sherman Act provisions or the Clayton Act, was against Trans- 
America and the Bank of America. 

Do you gentlemen know of any others ? 

Mr. Mitter. No; I don’t. 

Mr. Lyons. No; I don’t. 
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Mr. Murer. Now it may very well be that there have been no other 
violations and I do not want to make a charge or condemn any organ- 
ization and say that it has been violating on the public record. 

But certainly I know that there have been any number of complaints 
made, justified or not, and my position is as a member of this com- 
mittee and as a Member of Congress, that since the Federal Reserve 
Board in all the years of its existence has made no investigation except 
in the one instance and has found only one instance necessitating their 
bringing an action in the courts, that maybe we need the Department 
of Justice to inquire into these things. It is not a banker’s agency 
or an agency manned by bankers. 

It may be the way to cure the situation is to provide that there may 
be no bankers on the Federal Reserve Board. On the other hand, we 
have bankers on the Federal Reserve Board and they haven’t been 
doing this job and then I think the Department of Justice should be 
vested with the authority to do this kind of a job. At least to investi- 
gate and find out whether or not there are any violations and whether 
any court actions should be taken. I would be glad to have your com- 
ments on that. 

Mr. Mriirr. It has been our experience with the supervisory 
agencies that they are doing a very good job. If you were a banker 
and attempted to start a branch, you could find out that they thor- 
oughly comb the situation before they give you the right or authority 
to open that branch. 

Also it is our experience that they turn down about as many appli- 
cations as they grant. We think they are keeping a pretty tight rein 
on the situation and I think that is as it should be. Very often in a 
town—there is one bank in our town that got terribly aggressive and 
thev applied for branches all over the lot. 

They applied for permission to open eight branches all over the 
town. Well they were denied permission to open six of them. Finally 
they were granted the right to open two banks. They investigated the 
area, they had population counts, they had counts indicating how many 
people were within 5 minutes driving range of the particular area 
where the branch was to be started, and they do give it a thorough 
combing over and the result is that you don’t get into these situations 
that need that type of investigation because of the controls that pres- 
ently are imposed on the bank. 

Mr. Mcurrr. You see you are in a field, not of free enterprise and 
competition in accordance with the American system. A man has one 
institution on this corner and he wants to open another one on another 
corner, where it is a private enterprise and not a bank, he is free to 
bro aden his sphere of activity by a branch or otherwise. Just as 
freely, you or I can open up next door to him, in private enterprise. 

But if I own a little bank on the other corner and the bank on this 
corner says, “I can’t open a branch over there but I am going to buy 
out his bank and I am going to have my branch there by means of 
a purchase of that other bank,” I have destroyed competition because 
there were two banks in that community before my purchase and now 
there is one. 

Mr. Murr. I think you would find supervisory authorities would 
not permit it if it would unduly lessen competition. They would tell 
you and you wouldn’t be able to buy the bank. 
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Mr. Mutter. The fact is they have been doing just the opposite, 
sir, in acquisition of banks. I know of any number of communities 
where they have permitted the acquisition of banks. They wouldn’t 
let them open another branch but they let them acquire an existing 
bank. And the bank was not failing and it had good management. 

As a matter of fact, the management was so good that part of the 
purchase contract was to continue existing management after the 
acquisition. And none of these exceptions that you refer to on pages 
5 and 6—there are 6 of them there—none of those matters applied. 
They were allowed to acquire the bank, the existing bank was allowed 
to acquire another existing bank and the existing bank became a 
branch. It wasn’t closed up. 

I am sure you would agree with me that your bank would not buy 
another bank where there was a reasonable probability of the ultimate 
failure of that bank you were trying to acquire. You wouldn’t acquire 
such a bank, would you ? 

Mr. Miter. I will say this to you, that that very often is the basis 
for the acquisition of banks and very often at the instance of the 
supervisory authorities to come in and talk to you about it and ask 
you if you wouldn’t take over that bank. 

Mr. Mutrer. In the situation where there is a bank that is wobbly, 
it is likely to get into trouble, either because of bad management or 
because good management has retired from the bank and it looks 
like trouble for the bank and the stockholders and the depositors, the 
supervising agency will come to a strong bank in the community and 
make representations to you, “Let’s save this bank, save the confidence 
of the people in banking and take this over before it fails.” 

I am not talking about that kind of a situation. That kind of a 
situation can very easily be exempted from this provision. And I 
think we made the point when the Comptroller of the Currency was 
before us. To cover that, all we need do is to say in the statute that 
such situations are exempt, where FDIC or the Comptroller of the 
Currency or some other State supervising authority, comes in and 
says, “This bank just can’t continue to exist because of bad manage- 
ment or it hasn’t got enough capital or the people in it can’t get addi- 
tional capital, and some other strong bank must take it up.” 

Obviously there may be a reduction of competition by that bank, 
that wobbly bank being acquired by the strong bank. But you have 
to make a choice there between letting the competition continue and 
possibly having a failure on your hands, or lessening the competition 
and saving the bank. 

Mr. Mirier. That is a factor where the competition is lessened. 
It wouldn’t occur with the consent of the supervisory authorities 
unless there was some good, sound economic reason for that particular 
situation. 

That is what we are merely trying to point out in here, that there 
are many ways in which these things could happen. 

Mr. Murrer. Now if we put in appropriate exceptions into the law so 
we don’t get into a situation of trying to prevent a wobbly bank being 
taken over by a strong bank, even though it does lessen competition, 
haven’t we given you all the protection you need so that the sole ques- 
tion is, “Shall we put this bank out of business by allowing it to be 
acquired and become a branch of a big bank and thereby lessen com- 
petition ?” 
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Mr. Howe t. I haven’t seen any workable provisions along those 
lines in any of the legislation that has been proposed. 

Mr. Muurer. If we did work up such language, it is a practical 
approach, is it not, Mr. Commissioner ¢ 

Mr. Howe. It would work very well, or help very much in working 
out the situation. 

Mr. Kireurn. In that case we say the bank buys out a neighbor 
across the street. Of course, they can’t buy out the neighbor unless 
the neighbor wants to sell. 

Mr. Motrer. I think you know, Mr. Kilburn, if you give him a good 
price he is going to sell. 

Mr. Kusurn. That is free enterprise. A willing buyer and a will- 
ing seller. And the one thing I agree with you on is, is it in the 
public interest? That isthe criteria. 

Mr. Moutrer. That should be the criteria and it brings me to my 
next point. 

Mr. Mitter. I think that is the view of the supervisory agency, “Is 
this in the public interest?” They turned down a request for a branch 
that we made a short time ago and said it isn’t in the public interest 
for us to open a branch there. There were two small banks within a 
half a mile of that area and they thought we would do all right out 
there, but what about the small banks? They were going to ‘protect 
them and they wouldn’t let us put the branch there. We said, “O. mu, 
we will bow to your judgment on it.’ 

That is happening constantly. This is a setup which in my opinion, 
is very sound the way it is being operated presently. It seems to me 
it would be a mistake to water-out, in effect, the authority that the 
present supervisory agencies have in their control over those situations. 

Mr. Mutter. I think we are getting closer to the point I am driving 
at. In the instance you talked about with the two small banks where 
they say, “You can’t have a branch because it will affect these two 
small banks,” are these two small banks being run economically and 
doing a good job in their community ? 

Mr. Miter. Yes. 

Mr. Mutter. Have they good management ? 

Mr. Mier. Yes. 

Mr. Mutrer. No likelihood of failure ? 

Mr. Mitter. No. 

We didn’t want to buy them. We were going a half a mile or three- 
quarters of a mile out in the country with a potential branch for the 
future. We were looking 10 years ahead. We surveyed the area, 
we have charts on it, we know how many people live out there, we 
know how many people are there who are customers of the bank we 
would serve, and as a protective measure, we were going out into the 
area where we had an enormous amount of customers and wanted to 
put ina branch. 

Finally I said to them, “Well, O. K., I will have to accept your 
reasoning on the thing.” But still I say, we thought—we were a 
half a mile or three-quarters of a mile out into the country and into 
an area where we had a tremendous amount of customers in 5 minutes’ 
driving range of the new location. 

We had a branch in a small town right on the suburbs of Louisville 
and what we had hoped, ultimately, if the new branch had gone along 
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all right, was to close up in the congested area of town and move the 
whole operation out farther. We may at some later date be able to 
do that, but we were stymied in our efforts to do it at this particular 
time. ‘This happened just a few months ago. 

Mr. Mouurer. In effect, the supervisory agency said to you that if 
you would open up a branch which you thought was a good and profit- 
able area for you to operate in, then that area because of the two exist- 
ing small banks would become overbanked 2 

Mr. Mitter. And it would lessen the competition. 

Mr. Mutrer. Rather, it would create undue competition. 

Mr. Mitier. Yes. 

Mr. Mutrer. And the undue competition comes from the fact that 
the area would become overbanked ? 

Mr. Mitier. That is right. 

Mr. Mourer. In that case, you bowed to the views of the supervisory 
agency ¢ 

Mr. Mitier. We had no alternative. 

Mr. Mutrer. You had no alternative. 

Mr. Minter. They didn’t change our thinking. 

Mr. Mvuurer. You had no alternative as to opening a branch. Did 
you have an alternative to try to buy 1 of those 2 unit banks? 

Mr. Minter. We did not try to do that. 

Mr. Mvuuter. You did bow to the judgment of the supervisory agency 
that your big bank should not go into that community. 

Now, suppose, however, that you did not bow to the judgment of 
the supervisory agency and said “All right, we'll fix you. We will 
not open a branch but will buy 1 of those 2 unit banks.” 

Mr. Miter. We couldn’t buy them without the consent as well. 
We couldn’t purchase that bank without the consent of the supervisory 
authorities. 

Mr. Mutter. Why shouldn’t we put something in this law so you 
couldn’t get the consent of the supervisory authority in a situation 
like we are talking about. 

Mr. Miter. It would be difficult to make it apply but if you could, 
I would see no objection to it. 

Mr. Mutter. I think that is what we are trying to do, those of us 
who think that the law should be amended. We have seen it happen 
in any number of places. Where small-unit banks were bought up by 
the bigger bank where they were denied the opportunity to open a 
branch, And instead of opening a branch they then bought the little 
bank. They may have overpaid. They may have paid as much as 
10 times the book value. 

Of course, it is free enterprise and you can say, “He is getting a 
good price and he has a right to sell.” 

Surely, he has. However, in an institution like banking, aren’t we 
supposed to regulate that so it can’t happen ? 

Mr. Miter. There is a test in banking which tells you when you 
are doing something economically and if you talk about 10 times, 
no well-managed b: ink would do that. 

Mr. Mutrer. No well-managed bank “should” do it. 

Mr. Mitier. “Should.” I will accept that. 

Mr. Muurer. Shouldn’t we try to write something into this law so 
that the well-managed bank can’t do it ? 





| 
: 
| 





1148 FINANOIAL INSTITUTIONS ACT OF 1957 


Mr. Mitier. You will probably hit more situations wrong than you 
would right in attempting to put such a clause in the law, as I see it. 

Mr. Kuzeurn. Mr. Multer, don’t you think and don’t you people 
think somebody has to use their judgment on what is in the public 
interest ¢ 

The question is, Whois it? Is it the Federal Reserve or the Depart- 
ment of Justice, or who? 

Now, they speak about not wanting bankers on the banking board. 
We can carry that further and say, “Let’s have no lawyers in the 
Department of Justice.’ 

Mr. Mutrer. Who is going to try the cases in court if we go that 
far? I don’t think your analogy i is good. 

Mr. Kizpurn. I mean somebody has to use their judgment in decid- 
ing what is in the public interest. 

Mr. Mouurer. That is right. 

Maybe we can cure it, Mr. Kilburn, if we can agree on some language 
which will go into the bill which will give the courts adequate review 
of what the supervisory agencies do. 

Mr. Kizgurn. I am not at all sure that the courts would be as good 
as the Federal Reserve Board. 

Mr. Murr. I don’t think so. I don’t think they would have the 
knowledge or the information. 

Mr. Kirsurn. I don’t either 

Mr. Mutrer. If what you said was so, Mr. Miller, that the courts 
need the peculiar knowledge of the banking industry in order to be 
—_ to review a matter involving banks, then we must disqualify 

very judge in the land from trying any kind of a case that comes 
before the court. Unless the judge who is going to try the case hap- 
pened to be in privi ite life before he became a judge, a grocer, or a 
baker, or a banker; then he would have no right to try a case involv- 
ing groceries or bakeries or banks. 

Mr. Miuuer. As I can see it, the Federal Government itself has 
control and has the appointment of the people in charge of these Fed- 
eral supervisory agencies that are using their judgme nt with regard 
to it, and our experience has been strictly good with regard to them. 

And I think they are right and they are proper and in the cases I see— 
and I think they were right and we were wrong in the case against us. 
And I think you have to vest authority and judgment in somebody 
and I think you have perfectly competent and capable people in the 
supervisory agencies. And if you haven't, the eaaaiaes ‘nt can re- 
move them and put somebody else in. 

Mr. Mvurer. You can’t always remove people from supervisory 
agencies, particularly if they are appointed for a term. 

I think we have found legislatively that the best thing to do—one 
of the best ways of getting a man who is going to be more or less in- 
dependent of an industry, is, if you are going to put him in charge 
of an industry, give him a term of office long enough not to be subject 
to political pressures. 

If you give a man a term of office that is going to run for 5 years, 
whatever he does w rong, you are not going to get rid of him in that 
5 years unless it is a clear violation of law. 

An exercise of judgment, no matter how bad the judgment, is not 
a violation of law. 
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Now, the only way we can do that, that we can correct that kind 
of a wrong, is by review. 

I say “review” should be by a court. Now, what is wrong with 
that ? 

Mr. Minier. I don’t know. Why couldn’t Congress review it ? 

Mr. Murer. You wouldn’t want the Congress— 

Mr. Miter. He wants to review the acts of the supervisory agen- 
cies. Iam not talking about mergers. 

Mr. Murer. | don’t think any congressional committee, standing 
or select, would want to take individual cases and review them to 
determine whether an agency is doing what it is required to do. 

I think we want to devote ourselves to the broad sphere of laying 
down the standards and then ask the agencies to comply. 

Now, occasionally you may have to take the particular case and 
dig into it and show that the agency is just flouting the law. 

By and large, we don’t want to review the applications for the 
branches or for new charters or for mergers that may or may not be 
granted. 

Mr. Mitier. I will assure you that supervisory agencies are very 
active not only in their review of situations of that “kind but active 
in the examination of banks, and they do not hesitate to write such 
reports, and enforce such situations where they see the need in the 
banking industry. 

Mr. Mutrer. My point is, suppose your board of directors, with 
the exception of yourself—you agreed this was a proper decision— 
but suppose the rest of your board said, “This is a bad decision. It is 
all wrong. We want to review it. 

Why should your bank not be in a position to review it? No mat- 
ter what the ultimate result would have been, why should not your 
bank have the privilege of reviewing that determination ¢ 

Mr. Mitier. Because we came to the conclusion in the final analysis 
that they were probably right. 

Mr. Muurer. Suppose you came to the conclusion that they were 
wrong? Why should you not have the right to review it? Why 
should this statute not have a provision in it giving you the right to 
review it? 

Mr. Minirr. I don’t think putting something in here about the 
Department of Justice will correct the situation you are ti king about. 

Mr. Mvuurer. At least then we will get nonbankers to review the 
situation and review it from the standpoint of the public interest, and 
the banking interest and the general economic interest. They will 
determine whether or not this lessens competition, is it or is it not a 
violation of law. Not from the banker’s viewpoint but from the view- 
point of the Government and the viewpoinnt of the public interest. 

Mr. Mitier. We think you have all of that consideration presently 
in the supervisory agencies, and we see it in practice. Not in theory 
but in actual practice. 

Mr. Mvuurer. Now, let me take up another facet of the question in 
review: Was it the Comptroller of the Currency who denied your 
appliction for a branch ? 

Mr. Mitier. The Federal Reserve. We are a State-chartered Fed- 
eral Reserve member. 
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Mr. Mutrer. When the decision came down from the Federal Re- 
serve Board, was it in the nature of a finding saying, “We deny the 
application for this branch because there is no » showi ing of necessity” ? 

Mr. Miter. That is right. 

Mr. Mutrer. Does it go beyond using the general language of the 
statute in setting forth the reason for the determination! 

Mr. Mixxer. It said they thought there was sufficient banking facili- 
ties in the area and that it wasn’t in the public interest to put ‘another 
branch out that close to that same area, and therefore the application 
was denied. It was not in the public interest. That is the basis 
for denying it. 

Mr. Mv LTER. Do you agree with me, sir, that the Comptroller of 
the Currency in making any determinations of that nature, the Fed- 
eral Reserve Board in its determinations in matters of this nature, and 
FDIC, too, should be required to set forth specificially the reasons for 
denying an application ? 

Mr. Mutter. I think ey pretty well do. I mean I don’t find them 
holding any punches. I don’t find them ducking the issue. They put 
it right out on the table and tell you why. 

Mr. Mutter. Do you mean in the formal decision determining the 
matter or in conference with you after they have decided ? 

Mr. Mixer. Well, both. It is followed by a letter. You get an 
official letter on it, but you get it first from the fieldman who come 
out to make the examination and so forth. 

Mr. Mutter. Well, every decision I have seen has simply used the 
general language of the statute. They do not put in the one statutory 
reason that has been established factually. They set forth all of the 
reasons of the statute for the denial, and in the language of the statute 
with no specification. It is true when you go down and t: wy to them 
they will say, “If you do this or that it might | be different,” or “Because 
of this or that, we did this,” but I say why ‘shouldn't they i conan to 
set forth in their decision the reasons, the finding of fact and the con- 
clusion—not the language of the statute but actually what activated 
them in making their decision so then if you want to go further you 
will know what to do and won’t have to rely on oral statements. 

Mr. Miuuer. I don’t recall what was in the letter, but we had a full 
discussion and I appeared before the Federal Reserve Board to appeal 
itin St. Louis. I talked to them. 

Mr. Mutrer. I say why shouldn’t they put that in the formal docu- 
ment they send to you instead of doing it orally? Is there any reason 
why they shouldn’t set that forth in a formal document ? 

Mr. Mitxer. No. 

Mr. Muurer. Would there be any objections to puting such a re- 
quirement in the statute, as far as you can see, from the bankers of the 
country ¢ 

Mr. Miter. No. 

Mr. Muurer. There are many other things I want to touch on. 

Congressman Kilburn a few moments ago asked what the Federal 
Reserve had to do with this bill. 

Mr. Kitgurn. Oh, no. 

Mr. Mouurer. Then I misunderstood you. 

Mr. Kiteurn. I said what does the structure of the Federal Reserve 
havetodowithit. A very large part of this bill deals with the Federal 
Reserve System. 





FINANCIAL INSTITUTIONS ACT OF 1957 1151 


Mr. Mutrer. I think in answer to one of Mr. Patman’s questions, you 
said that cash in vault is not included as part of the reserve. Why is 
that ? 

Mr. Muuer. It was in the original act and upon amendment to the 
act it was left out. There is no good reason why it shouldn’t be 
counted. 

Mr. Mutter. Is the American Bankers Association suggesting that 
the act be changed so that cash in vault can be included in the Reserve ? 

Mr. Miutirr. Yes, sir. 

Mr. Mutrer. Is there any provision of this bill to that effect ? 

Mr. Murr. No. It isn’t inthis bill at all. 

Mr. Muurer. Are you urging that it be included in the bill ? 

Mr. Miter. The American Bankers Association has made quite 
a study of reserve requirements and has filed a very lengthy report 
with the Federal Reserve Board and that has been under consideration 
for some little time. 

Mr. Muurer. Don’t you think they ought to send it to this com- 
mittee, too, so we can consider the matter and determine whether or not 
we should change the law ? 

Mr. Mumma. Is that a matter of law or is it in the regulation ? 

Mr. Mutter. It was in the law originally. 

If you are not in a position to talk for the association, Mr. Miller, 
you may say so. 

Mr. Mitier. I didn’t hear you. 

Mr. Motrer. I say if you are not in a position to talk for the associa- 
tion on the subject, you may say so. 

Mr. Mixer. I have had intimate experience with that phase of it 
and I know the ABA recommendations to the Federal Reserve Board 
includes that as one of the recommendations. 

Mr. Mutrer. I want to be sure this one other thing is cleared up on 
the record: You several times referred to the fact that you were a 
Democrat. You are not approaching this bill from any partisan 
viewpoint ? 

Mr. Mitier. Absolutely not. 

Mr. Muurer. This bill affects the interests and economy of the 
whole country and I am sure that this committee intends to approach 
it from a nonpartisan viewpoint. 

Mr. Miter. I sincerely hope so; yes, sir. 

Mr. Mutrer. I do have some other questions, Mr. Chairman, but 
I will yield back at this time so that you may recognize another 
member. . 

Mr. Brown. Mr. Patman. 

Mr. Parman. They are going to leave and I want to finish up, if 
I may. 

You disturbed me a lot Mr. Miller, when you said that you believed 
that the Federal Reserve Banking System was owned by the com- 
mercial banks and members. Mr. Lyons, do you share that view? 

Mr. Lyons. I know we own stock in the Federal Reserve bank. I 
can’t argue the point that you have made, Congressman. 

Mr. Parman. You don’t say that you own the System ? 

Mr. Lyons. We own stock in the Federal Reserve Bank in New 
York and we get 6 percent dividends on it. 

Mr. Miter. I put it badly, may I say. 
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Mr. Parman. That disturbed me a lot. However, I think what 
you say is generally recognized by the bankers. 

Of course, it is obviously untrue. If what you said were true, that 
the banks own the Federal Reserve System, last year the banks would 
have gotten a 200 percent dividend because the earnings of the Federal 
Reserve banks were about twice as much as the so-called capital stock. 
This so-called stock is meaningless. It is not used for anything; it is 
a misnomer. It is just a symbol that was to make the bankers feel 
that they have a community of interest in the Federal Reserve System 
and give cooperation to it. 

You recognize, do you not, Mr. Miller, that in 1935 the Federal 
Reserve banking system was completely changed. Before that time 
we had 12 regional systems and after that time we have had a central 
bank. Do you subscribe to that statement ? 

Mr. Mitier. Well, I don’t know. I expect that is an accurate state- 
ment. 

Mr. Parman. Do you agree with that, Mr. Lyons? 

Mr. Lyons. I don’t exactly understand the statement. 

Mr. Parman. Well, I will make myself a little plainer: Before 1935 
we had 12 banks. A regional system. Each bank had a right to en- 
gage in open-market operations. Each was separate and distinct 
from the others. 

Now, it is true they had a voluntary coordinating organization, but 
each bank had certain powers. But in 1935, the law was completely 
changed and an about-face was taken insofar as the system of banking 
was concerned in this country. 

It became a central bank, in that all the powers are lodged in the 
Federal Reserve Board, and in the Open Market Committee. 

The Federal Reserve Board is composed of 7 members appointed 
by the President for 14 years. They are « alist by the Senate. Of 
course, the appointment is staggered so they won't all retire at the 
same time. 

Now, the Open Market Committee is composed of the 7 members 
of the Board plus 5 presidents of Federal Reserve banks, which presi- 
dents are selected by representatives of the private banks. So this 
committee runs the monetary system of our country. There is the 
part I object to. 

I think the Federal Reserve banking system is a wonderful system. 
I just want to make a few changes in it. I want to get the people who 
“a selfishly interested in high interest off of the policymaking boards. 

I don’t think they belong there, any more than railro: id owners belong 
on the Interstate Commerce Commission, which fixes passenger and 
freight rates. That is absolutely wrong in my book, and that is the 
part I would change. I expect to offer an amendment here that will 
increase the Federal Reserve Board to 12 members and make the 
Board the Open Market Committee. 

Mr. Brown. Will Mr. Patman yield to me? 

Mr. Parman. Yes, sir. 

Mr. Brown. Neither one of these bills tries to change the basic 
structure of the Federal Reserve. 

Mr. Parman. I am going to offer an amendment. 

Mr. Brown. All right. The language as it is now does not change 
the basic structure. 
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Mr. Parman. The bankers don’t want it changed; they want it just 
as it is. 

Mr. Brown. I didn’t ask you that question. 

Mr. Parman. I know, but I am going to offer an amendment to it. 

Mr. Brown. Nobody is going to try to prevent you. 

Mr. Parman. The whole Federal Reserve System is involved in this 
bill, and the amendment I will offer is germane. 

In 1935, the Open Market C ommittee was changed. It used to be 
away from New Y ork, but the 1935 act put it all right in New York. 
It put it in the New York Federal Reserve Bank. All these bonds, 
$24 billion worth, they are, every one, held by the Open Market ac- 
count in New York. None of these other banks has any custody of 
them. They are all in New York. You understand that, don’t you, 
Mr. Miller? 

Mr. Miuuer. Yes. 

Mr. Parman. And none of these regional banks can buy or sell 
bonds, at all, or any Federal securities. That is out of their hands. 
The Open Market Committee only does that; and it is done through 
the one bank in New York. The Federal Reserve bank, whose em- 
ployees are selected by representatives of private banks, have charge 
of that account. They are not even paid by the Federal Reserve 
Board in Washington; they are paid by the New York Federal Re- 
serve Bank. Yet ‘they have char ge of that big account of $24 billion 
in Government secur ities. 

Now, that is just one important change that was made in 1935; other 
powers were taken away from the regional banks, and I don’t know 
of a single important power, Mr. Miller, that remains with the officers 
and directors of the other regional Federal Reserve banks; do you? 

Mr. Mirtier. Well, they fix the rediscount rate at these regional 
banks. 

Mr. Parman. Do you really think that isso? Of course, generally 
that is what the bankers think, but let me show you where you are 
wrong about that, Mr. Miller—I say this in all kindness. I am not 
trying to argue with you or dispute with you, but the law is so written 
that the regional banks must fix that discount rate every 14 days. 

Mr. Mirtier. Twice a month. 

Mr. Parman. And every 14 days they must recommend a rate to the 
Federal Reserve Board. The Federal Reserve can override these rec- 
ommendations. 

It is also written into the law that the Federal Reserve Board, during 
this 14 days, can call on a bank to fix the rate immediately and the bank 
has got to do it. Whatever Reserve banks recommend the Federal Re- 
serve Board can approve it, overrule it, make it lower, make it higher. 

So, under the law that exists now, the Federal Reserve Board has the 
power to determine the discount rate. 

“The Federal Reserve Board shall ‘determine’ the discount rate.” 

The Philadelpha bank last night announced a 234-percent rate and 
we now hear that the other banks will follow. Of course, they will 
follow. They have got to follow; they can’t do anything else. If they 
don’t, the Federal Reserve Board will do it. Natur ally, the regional 
banks are going to recommend it, because they don’t w rant the policy 
adopted, of the Federal Reserve Board over ruling them. That hasn't 
been done in the past; and they don’t want it done in the future; and, 
therefore, the other banks will all come along. 
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The discount rate ought to be reduced to 2 percent, instead of to only 
234. They shouldn’t tr ‘ifle with the people, reducing it only one-four th 
of 1 percent. As much unemployment as we have in the country, the 
difficulty in agriculture, the difficulties the railroad people and the auto- 
mobile people are having, it looks like the Reserve System is trifling 
with the people. The rate ought to be reduced to 2 percent, and it ought 
to be done now. 

The Federal Reserve Board can do it. I have interrogated the dif- 
ferent members of the Open Market Committee, and I know what they 
contend about it. But there is not one important power that remains 
with these Federal Reserve banks, not one. 

Now, you mentioned, Mr. Miller, about this ABA study on reserves. 
Is that the study that recommends that reductions in required reserves 
be made over a period of time, until finally all banks will have the same 
reserve requirements, that being 10 percent ? 

Mr. Miter. That is right. “We can put a copy of that in the hands 
of your committee if you would like. 

Mr. Parman. Well, I have the proposal generally correct, don’t If 

Mr. Mixer. I think that is right ; yes, sir. 

Mr. Patman. Here is what that proposal means, Mr. Miller. I think 
the banks are asking a lot of the country on that. The banks could put 
up a dollar and increase their lending power $6 right now. The banks 
don’t want to put up that dollar. They ought to be willing to do it. 
On every dollar they put up they can lend $6, and that is a pretty good 
deal. 

But now, then, you want to reduce the reserve requirements to 10 
percent. Now, I need that report; I did some figuring when it came 
out. If that were to be enacted into law—and it eventually will be, if 
you fellows remain as powerful as you have been in the past. You have 
the most powerful group in the country; they have done more things, 
and have stopped more things, than any ’ other group in America. 

I take my hat off to you. You might get this done. I am not going 
to favor it. If you were to, you would release immediately $6, 300 
million in reserves. 

Mr. Mitz1er. You want tomake money cheaper, don’t you ? 

Mr. Parman. Yes; make it cheaper. 

Mr. Mirier. Yes. 

You want to reduce the discount rates ? 

Mr. Parman. It all depends on the situation and how you do it. 
There is no use giving the bankers a bonus to do it. 

Mr. Mirier. You made the statement that the discount rates should 
be 2 percent. 

Mr. Parman. That is right. That makes the interest rate cheaper. 

Mr. Mitier. Yes; but does that create any money? Just like adver- 
tising some overcoats for sale when you have no overcoats to sell. 

Mr. Parman. There is presently plenty of money at the price; and 
if more is needed the Federal Reserve can buy Government bonds. 

Now, then, if you get your way on that, that will reduce the reserve 
requirements to where you will have released for your use, without 
paying a dime, without paying a penny, $6,300 million ; and upon that, 
if you have your way, you can make joans and investments aggre gat- 
ing $63 billion. Now, that is asking a lot of the American people, and 
the United States Government. That w: ay you won't be out 1 penny 
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in the world; you won’t pay a dime for the new money; but amounting 
to $6,300 million upon which you may extend loans and investments of 
$63 billion. I think that is asking too much, Mr. Miller, and, of course, 
I expect to have something to say about it from time to time, but I 
know how powerful your group is, and it wouldn’t surprise me if you 
didn’t get it through some way; but I still think you are asking too 
much. 

Mr. Murrer. May we have Mr. Miller’s comment on that? 

Mr. Miruer. If they consistently reduce interest rates, we are going 
to have that much—we will have to have that much additional money 
to continue paying dividends to our shareholders, of which we have 
1,364, 

Mr. Parman. Mr. Miller, if you can’t pay dividends to your share- 
holders, when you get your deposits free, and deposits are your life- 
blood, aren’t they ? 

Mr. Miuier. Surely. 

Mr. Parman. You get them free, most of them. 

How much money do you have in your bank, two-hundred-and- 
some-odd-million dollars, don’t you ? 

Mr. Mixer. Yes. 

Mr. ParMan, 224? 

Mr. Miter. Yes. 

Mr. Parman. And you only pay interest on $15 million? 

Mr. Mitter. That is right. 

Mr. Parman. So you “have $209 million there, free. You don’t 
pay a penny on that. 

Now, if you can’t get along pretty good when you get your stock- 
in-trade free, and you have got Congress to pass a law to make it 
unlawful for you to pay any interest on it, and you can invest 6 to 
1 on every dollar you have—well if you can’t make a go of it I don’t 
know what is going to happen to these people who are in worse shape 
than that. 

Mr. Mutter. Would you yield to me for just a moment? 

Mr. Parman. Yes. 

Mr. Mutter. I would like to get one thing clarified, if I can: if 
tight money is wrong, and we need easier money, you are not going 
to get any easier money which means more money in circul: ation, by 
reducing the interest rate, are you 4 

Mr. Minter. Not a bit, no. That is the point Iam making. You 
can put on a sale of overcoats at a cheap price. If you haven’t any 
overcoats to sell, what difference does it make ? 

You can reduce the rate under a rediscount rate, but if it doesn’t 
create any money, and doesn’t put any money into the money sup- 
ply, what difference does it make ¢ 

Mr. Muurer. The only way you can do it except by printing 
presses, is by reducing reserve requirements so there will be more 
money in circulation. 

Mr. Mitier. That is right. 

Mr. Parman. May I respectfully take issue with Mr. Multer. 
There is another way. That is for the Federal Reserve to buy Gov- 
ernment bonds. You agree with that, don’t you ? 

Mr. Mirier. Of course, that helps the money supply but it doesn’t 
put it in banks. The money supply in banks—the money has been 
pretty tight. 
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Mr. Parman. Through the Federal Reserve open market opera- 
tions, that is a perfect way to get more money into the private banks. 

Mr. Mitier. That isa temporary situation. 

Mr. Parman. That is what I think. 

Mr. Murer. Then you must determine the best way to get money 
into circulation. 

Mr. Parman. Open market operations. 

Mr. Murer. Or reducing reserve requirements so that banks may 
use more of their depositors’ money. 

Mr. Parman. Open market operations is my way of doing it. 

Mr. Muer. I differ with you to that extent. I think adjustment 
of reserves is the best way to put more money into money supply. 

Mr. Parman. The banks get a free ride on that. 

Mr. Mitier. You can call it a free ride. I mean if you still had 10 
percent, you still have a sizeable amount in the hands of the Fed- 
eral Reserve. 

Mr. Mutrer. I may be wrong but as I see it these are two distinct 
problems: should the banks be prohibited from paying interest on 
their demand deposits which is also allied to what the discount rate 
should be, and quite apart from that is the problem of how much 
money should be in circulation; should we increase the amount of 
money in circulation, or should we tighten or lessen the amount of 
the money in circulation ? 

Am I right or wrong about that? 

Mr. Mitter. Of course, you are right. 

Mr. Kimprett. I would like very much to go. If you have any 
additional questions to direct to me, otherwise I would like to be 
excused. 

Mr. Parman. I will ask you just one question: Do you believe that 
the banks own the Federal Reserve System ? 

Mr. Kimeretyi. I believe there is an interested participation, but 
I am not a theorist in the philosophy of central banking, and I 
wouldn’t want to pursue that point. 

Mr. Murer. I would like to ask Mr. Miller and Mr. Lyons a few 
more questions. 

Mr. Brown. I will excuse you and Mr. Howell, if you want to go. 

Mr. Howext. There is one thing I wanted to make a brief comment 
on, in my testimony, which I neglected. 

There is one other source of potential discrimination, and inequity 
that exists in that the Federal Reserve, or the FDIC, whichever applies, 
has the right to reject the establishment of the grant of a branch by a 
State supervisor, whereas the Controller can grant a branch just on 
his own say-so. 

I understand there was a bill introduced a day or two ago by Mr. 
Pelly, of Washington, H. R. 10121, which would take care of that 
discrepancy as far as the Federal Reserve is concerned. It would 
not take care of it as far as the FDIC is concerned. 

While our association hasn’t passed any resolution on this, I think 
that, if both the FDIC and the Federal Reserve were deprived of that 
power, I think our supervisors in general would be in accord with it. 

Mr. Kizzurn. What is that? I didn’t understand that. 

Mr. Howe... It is a bill that was just introduced 

Mr. Kizeurn. Your last sentence. 
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Mr. Howe. I say, while we haven’t taken any formal stand on 
it, we do feel that we should have the right, the same as the Con- 
troller has, to grant the establishment of a branch without the veto 
power of the Federal Reserve or FDIC. 

Mr. Brown. All right; Mr. Multer. 

Mr. Mutrer. Mr. Miller and Mr. Lyons, I hope not to keep you 
too much longer, but there are two things which disturb me some- 
what about he position of the association, the American Bankers 
Association. 

One thing is with reference to the reduction of assessment rates 
payable to the FDIC. 

I think the record will show I opposed the last reductiton, and I 
am not, presently, favorably disposed to grant any further reduction. 
I feel that FDIC, today, does not have a sufficient reserve behind the 
bank system, and if we didn’t have that borrowing power that is 
grant ted by st: tute to FDIC, plus the moral obligation that has fallen 
upon the United States Government—because all of us, Congressmen, 
laymen, bankers, depositors, have grown to feel that the accounts of 
the depositors are guaranteed by the United States Government, and, 
if we ever get into trouble, Congress will have to come forward and 
say, “We have to pay all these depositors whether we have enough 
money in FDIC or we lend them enough or not.’ 

Now, I hope that time will never come, and I hope you are right 
when you say that, when we take into account all of the capital assets 
of the banks, plus the reserves in FDIC, that will be sufficient to cover 
any such instance. 

Mr. Kirsurn. Right on that line, don’t you think this, that in FDIC 
the money y; itself, doesn’t mean anything; it is the confidence that the 
money be in there; the thing that ¢ ‘loses a bank is lack of confidence ? 

Mr. Mutrer. That is what causes a run on the bank. 

Mr. Kinsurn. The minute this thing came in, it stopped the runs, 
and the confidence was restored, and we have never had to call on the 
FDIC. 

Mr. Murer. I want to go one step further, though. I think you 

should build up FDIC to the point where it has sufficient reserves so 
we can repeal the section of the law which guarantees their right to 
draw on the United States Treasury, even if only by way of a loan, to 
make good any losses. 

I would like to make a reality the moral obligation of the United 
States Government, so that this Federal agency, the FDIC, if ever 
called upon, can pay out of its own reserves any demands that would 
be made upon it. 

But, as an alternate to reduction of the assessment of rates, do you 
think the bankers would agree to a counterproposal that, if the rate 
were cut in half, from 40 to 20 percent of the net assessment rate— 
and, incidentally, I can’t understand how, if I cut it in half, cut the 
rate from 40 to 20 percent, you are going - cut the income from $40 
million to $30 million, rather than from $40 million to $20 million. 
You, in your statement, at page 10, said if you did cut that rate in 
half, it would only be reduced from $40 million to $30 million of 
income. Is that a mistake? 

Mr. J. O. Brorr (general counsel, ABA). I think the fact is, Mr. 
Multer, that 40 percent is the proportion of the total assessments that 
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are now put into the fund. I think that is around $60 million. If 
you cut 20 percent, that would be the $30 million. 

Mr. Muurer. Yes. I misinterpreted Mr. Miller’s statement. 

Mr. Miter. They are presently accumulating oy oe million 
ayear. If you reduce that 40 to 20, you would cut off 3 ; $60 million 
is the net assessment income after expenses and losses. 

Mr. Mutter. It is proposed to cut the net assessment. Do you think 
the bankers would agree that the difference they would save in the 
event of the cutting of the assessment rate, as suggested, that that 
saving should go into the reserves in the banks ? 

Mr. Miter. That proposal has been made. Of course, when that 
difference in refund comes to the banks, that is then subject to income 
tax, so that 52 percent of it immediately bounces back to the Treasury 
Department. 

We were very hopeful that, with that 52 percent that went back to 
the Treasury, we could work out an arrangement whereby reserves 
for bad debts should be increased and, certainly, to the extent of the 
tax on the increased assessment credit, without having any impact on 
the revenues in the Treasury. 

We think that the banking system is sounder by reason of reserves 
that they have in their particular banks, and we are anxious to see 
all of the banks of the country build up their reserve totals for bad 
debts. 

Presently, we have about 14,000 banks, and about 50 percent of them 
are on the reserve method. Well, it is 52 percent on the reserve 
method; 48 are not, but those 48 percent of the banks are the smaller 
banks of the country that we think need adequate reserves, because 
that is where the difficulties were, primarily, at the time of the last 
failure, when about 15,000 banks in the country closed. 

We are anxious to encourage and to see that the smaller banks of 
the country all build up adequate reserve positions against the day of 
reckoning, which will come, has come in the past, and will come again. 
So, we are extremely anxious to see the banks put themselves into a 
good reserve position. 

Of course, you will realize, out of 14,000 banks, 10,000 of them have 
assets of $7.5 million or less. Now, it is that group that we want ade- 
quately staffed with reserves, so that it can prevent and put farther 
away from the FDIC the responsibility for picking up the check in 
the event we have some troubles in times ahead. Right at the minute, 
it looks like things will not be as good the first part of this year as they 
have been during last year. 

We think it is highly important that all of the banks get them- 
selves adequately staffed with reserves. So we are trying to balance 
the two things, one against the other, and try and get the banks to 
build up an adequate reserve position. 

Now, I have gone a long way around to answer your question, but 
I think that when the corporation is adding, net after expenses and 
losses, $100 million a year, I think the $70 million would be an ade- 
quate figure because it has now passed $13, billion and will continue to 
grow in the event no really serious difficulties come about, to the 
extent of $70 million a year. 

Two or 3 years back it was felt if the reserve got to be $1.3 billion, 
that would be an amply adequate reserve for the FDIC to been: It 
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has passed that by another quarter of a billion dollars. We feel that 
this is quite an expensive item, the payment of a twelfth of 1 per- 
cent on the deposits. 

Of course, the banks do get back 60 percent of the net after all losses 
are paid and all expenses are paid. So we are asking now that the 
FDIC retain 20 percent, which, together with the assessment income, 
will let them accumulate $70 million each year. Then that amount is, 
as I said in this statement, that $70 million is 314 times as much as all 
of the losses we have had since the inception of the system. 

Mr. Murer. My position has been that before there is any reduc- 
tion in the assessment rate, the reserves of FDIC should be built up 
at least to equal the amount they have a right to borrow from the 
United States Treasury. 

Mr. Kinsurn. Don’t you think he is right ? 

Mr. Mutter. There is much to be said for his argument; yes. 

Mr. Brown. I think it might be wiser to build it up a little more. 

Mr. Muurer. That ismy thinking, too. 

Mr. Kirsurn. His argument there is that the banks should have 
adequate reserves which ‘they deduct from their assets when they pub- 
lish their statement. If their loans are $20 million, and they have 
reserves of $2 million, then they show their loans as $18 million. 

Mr. Brown. The American Bankers Association came in here with 
a suggestion for legislation which would call for a cut and at the 
same time require the net saving after taxes to be added to the bank’s 
reserves, so it would not be paid in dividends but it would actually 
stay in the bank and the bank would have that in additional re- 
serves—if that came about, I think much of the opposition would 
disappear. But just to come in and cut, I don’t think they make a 
good case for it. 

Mr. Mutter. Now may I go on, please? 

Mr. Mitirr. If you would be w illing to return that 20 percent 
to the banks without being subject to the income tax, with a pro- 
vision that it be added to the reserves, that might be a way to work 
itout. Tam just thinking out loud. 

Mr. Mutrer. You didn’t catch what I said. I said, the net amount 
after taxes. 

If you are going to get a dollar back—if out of the dollar that is 
ret: ained by the bank, you pay 52 cents in taxes and still put a dollar 
in reserve, I can see the injustice in that. But if you are going to 
save a dollar and pay 52 cents in taxes, I say put the 48 cents in 
reserve. 

Mr. Miitrr. Suppose we put the dollar in reserve, wouldn’t that 
strengthen the position not only of the banks but of the FDIC, because 
their risks would be further removed 4 

Mr. Muurer. Yes; of course it would. 

This committee couldn’t give you that savings in the tax. You 
would have to present that case to the Ways and Means ¢ Yommittee, 
and you know they always bring their bills out under a closed rule, 
so even if we agreed with you 1,000 percent, we could never offer the 
amendment on the floor. 

Mr. Mituer. I understand that. 

Mr. Brown. The money in the FDIC still belongs to the banks. 
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Mr. Mixer. Just like the Federal Reserve, as Mr. Patman brought 
out. Justtry and get it. 

Mr. Mutter. In the Federal Reserve you get your money back. 

Mr. Mirrer. Even in a small bank like ours, we have 632 people. 
We run an all-night force, with a great many IBM machines to serve 
those customers who leave their money, interest free. They get a lot 
of services for that money. 

Mr. Brown. This insurance is the best thing ever done for the banks 
and the people, too. 

Mr. Mitier. You can’t blame us for wanting to be prosperous. 
That is a natural instinct. 

Mr. Mutter. I think everyone on this committee wants the banks 
of the country to continue to be prosperous. 

Mr. Kirsurn. At some point they are going to have enough in the 
FDIC. Theonly argument is: Where is the point ? 

Mr. Parman. $1 44 for every $100 liability. Is that enough? Is 
60 cents on every dollar in the savings and loan insurance enough? 

Of course it is not. 

Each one of them has a commitment on the United States Treasury, 
one, $3 billion, and the other, $750 million. 

Mr. Kirsurn. You can build this thing up to a staggering amount. 

Mr. Parman. Mr. Multer wants to build it up to the point where 
they have no commitment on the Treasury. 

You charge people commitment fees when you make a loan, I 
imagine. 

Mr. Miter. That commitment to the Treasury is a psychological 
thing in the bill. 

Mr. Parman. If you paid a commitment fee on that, you would 
really be out of money, but you don’t pay money for it. 

Mr. Mutter. May I touch on the next subject, and that is this: 
With reference to preferred stock, am I not right that in the thirties, 
the sale of the preferred stock was primarily to RFC in connection 
with loans that RFC made, and in connection with financing through 
RFC to the banks? 

Mr. Minter. Primarily. 

Mr. Mutrer. Now I think you gentlemen will agree that the history 
of banking in this country has shown that there were m: ny bank 
failures in years gone by. Not since FDIC, but prior to that. There 
were many bank “failures. Some of which were due in large part to 
payment of excessive salaries to officers and some due to excessive 
dividends to stockholders; wasn’t that right ? 

Mr. Mirier. I don’t know about the excessive dividends to stock- 
holders, but I have never heard of a banker making an excessive 
salary. Certainly not within my experience. 

Mr. Mourer. Didn’t we have a lot of banks we had to close up back 
in the late 1920’s and the early 1930’s because of mismanagement, 
where the owners of the banks made excessive profits on pr ivate deal- 
ings with bank funds? 

Mr. Mitxer. I think one of the principal causes of failure of so 
many banks was their bond account. The banks were free to buy— 
which they are not permitted to do now—most any kind of bonds that 
they wanted to, and I think that the bond ace ounts of these smaller 
banks got—I would say 75 percent of those that got into trouble was 
due to their bond accounts. 
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Mr. Mutter. And much of that was because of self-dealings between 
the bank officers in connection with the bonds ¢ 

Mr. Miter. I don’t know. I wouldn’t think that that was the case, 
but it could have been. 

Mr. Muurer. Without trying to pinpoint the cause that brought it 
about, I think you will agree that the supervisory authorities should 
have the right to review and determine whether or not dividends are 
properly being paid by the bank? 

Mr. Mier. They do. 

Mr. Murer. They do? 

Mr. Miter. Oh, yes. 

Mr. Mutrer. Do you agree they should continue to have that? 

Mr. Mitter. Oh, yes. 

Mr. Muurer. Don’t you believe in the face of that principle, how- 
ever, when you seek the authorization of the sale of preferred stock— 
because the preferred stock will require that fixed dividends be paid— 
and will also give a priority for payment in the event of liquidation, 
but more important than that, it will carry with it a guaranteed 
dividend ; am I not right ? 

Mr. Miuurr. That is right. 

Mr. Murer. That is one of the main benefits of the preferred stock, 
given to get the people who won’t buy common stock and induce them 
to buy bank preferred stock ? 

Mr. Mier. Yes. 

Mr. Mutrer. One of the main features will be that you are going 
to guarantee them a certain dividend every year ? 

Mr. Mituer. That is right. 

Mr. Kireurn. Right on that point, I think, if I may say so, that 
you are a little « onfused on this point. Pr eferred stock is a part of the 
ownership of the busmess, and that stock is in back of the depositors’ 
money. 

Mr. Mutrer. That is right. 

Mr. Kireurn. If a bank is short of funds, they borrow, and that is 
ahead of the depositors. So any money that a bank can get into their 
capital structure, if they need it to protect depositors, is a good 
thing. 

Mr. Murer. There is no doubt about that, but here you have two 
principles. One is that the supervising authorities should have the 
right to review and determine whether or not dividends should be paid, 
both as to whether or not they are being paid out of profits and the 
amount of the dividend, and as against that you come forth with 
another principle, let’s issue preferred stock which will carry with it 
a guaranteed dividend rate. No supervising authority then can say 
“Despite your preferred stock, you can’t pay the dividend.” Now, 
true, it will have to be earned, but once there is enough profit on hand 
to pay it, they will have to get that guaranteed rate, even though the 
supervisory authority may say “Took, you can’t pay a 6-percent 
dividend now. You have earned only 6 percent on this stock. Pay 
out 4 percent and put 2 percent in your reserve.” 

Mr. Lyons. Congressman, the proposal we are suggesting is that: 
in the first place, it must be with the approval of the C omptroller 
of the Currency, and a vote of the shareholders owning two-thirds of 
the common stock, and there must be a determination that it is the 
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most practical method of obtaining the desired and needed additional 
capital. 

Mr. Murrer. Now, do you think there is any person alive or who 
may hereafter be born who can sit as the ¢ ‘omptroller of the Currency 
and s say “I will approve your issuing preferred stock today, whic h 
will guarantee a 5- or 6- or even 7-percent dividend,” who can say 
ast a year from now, or 5 years from now, that you have earned the 

, 6, or 7 percent and can afford to pay it all out? Is there any such 
man alive, or can you possibly foresee any such person coming on 

earth who can say today, “I know that this bank will earn enough to 
pay this gu: aranteed preferred dividend and can pay it, without im- 
pairing its capital position” ¢ 

Mr. Mitrer. Mr. Chairman, I do hope to catch my plane back to 
Louisville. I am enjoying this tremendously. I would like to sit 
here with you all night. I sincerely mean that. 

Mr. Parman. I am in favor of a profitable commercial banking 
system, and I am for the fractional reserve system. Our country can’t 
be prosperous unless we have a fine profitable commercial banking sys- 
tem; but I am going to ask you, now, of this $224 million in your 
bank, you have $15 million in time deposits. What is the amount you 
pay on time deposits ? 

Mr. Mutter. It is 214 in our bank. 

Mr. Parman. How much investment do you have in the Federal 
Reserve bank ? 

Mr. Mirier. We have 3 percent on $15 million. I think $450,000. 

Mr. Patrman. $15 million is the time deposits ? 

Mr. Lyons. The deposits are $5 million. 

Mr. Parman. How much time deposits do you have? 

Mr. Mituer. $15 million. 

Mr. Parman. The same figure. So that would be about $450,000 ? 

Mr. Mutter. Federal Reserve bank stock, $450,000. 

Mr. Parman. How much of that is tax exempt ? 

Mr. Murer. About half of it. We have been increasing stock div- 
idends and building a capital position out of earnings. 

Mr. Parman. Now I want to ask you, as a represent: itive of the 
American Bankers Association, to reevaluate your position on this 
section 35, which would allow national banks all over the Nation to 
collect 25 and 50 percent by buying paper endorsed by the person 
from whom the paper is bought. I don’t believe that represents the 
sentiment of the bankers of this Nation. I think it represents the 
feeling of the people representing them who want to go beyond what 
the principals want, which is often done around here, and I think 
it is going too far, and I wish you would take another look at that. 

Mr. Muuer. All right. 

Mr. Brown. Gentlemen, we have been ve ry glad to have your testi- 
mony and we thank you very much. You may be excused now. 

We will reconvene tomorrow morning at 10 o’clock. 

(W hereupon, at 4:25 p. m., the committee adjourned to reconvene 
at 10 a. m., Thursday, no id 93, 1958.) 
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THURSDAY, JANUARY 23, 1958 


Houser OF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, the Hon- 
orable Paul Brown, presiding. 

Present: Messrs. Brown (presiding), Patman, Multer, Barrett, Mrs. 
Sullivan, Mrs. Griffiths, Messrs. Healey, Rutherford, Coad, Anderson, 
Breeding, Talle, Kilburn, McDonough, Widnall, Betts, Mumma, Bass 
of New Hampshire, Seely-Brown, Henderson, and Chamberlain. 

Mr. Brown (presiding). The committee will come to order. 

We have with us Mr. Mullins, president of the Independent Bankers 
Association. 

I understand you have with you also Mr. Harding and Mr. Brown ? 

Mr. Muuurns. That is right, Mr. Chairman. 

Mr. Brown. Mr. Mullins, you may proceed. Identify yourself and 
present your statement. 

Mr. Parman. I believe you are a constituent of Speaker Rayburn, 
are you not, Mr. Mullins? 

Mr. Muuurns. That is right, sir. 

Mr. Parman. I know the Speaker thinks a great deal of Mr. Mullins, 
Mr. Chairman. 

Mr. Muuuins. Thank you, Mr. Patman. 


STATEMENT OF R. L. MULLINS, PRESIDENT, THE INDEPENDENT 
BANKERS ASSOCIATION 


Mr. Muutins. My name is R. L. Mullins. I am president of the 
Wolfe City National Bank, Wolfe City, Tex., and I am president of 
the Independe nt Bankers Association, with the Secretary’s office in 
Sauk Centre, Minn. 

In January of 1957, the executive council of the association, its gov- 
erning board, met and made a close study of the Financial Institutions 
Act. On July 14, 1957, the legislative committee of the association 
carried on a further study. I am therefore addressing myself to this 
bill in line with the decisions made by our executive council and our 
legislative committee. 

The Independent Bankers Association is generally favorable to the 
objectives of this proposed legislation. There should, of course, be a 
recodification of the banking laws. We want such legislation passed, 
but we feel that there are important changes that should be made in this 
bill that would carry out its objectives in a way that would be more 
advantageous to the public interest. 
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The Independent Bankers Association is the voice of the grassroot 
bankers. We represent the community banks, the banks that are close 
to the people and therefore responsive to community needs. 

It has been our observation that in some instances the supervisory 
agencies have leaned toward what we independents call system bank- 
ing. Perhaps this is a natural thing to do because individual methods 
of operation are numerous in the smaller banks and these occasionally 
lead to supervisory problems. However, the Banking Act as originally 
set up by the Congress was not set up for the convenience of the super- 
visory agencies. It was set up for the greatest service for the most 
people, safety for the depositors being of first importance. Reason- 
able extensions of credit to the small-business man, small farmer, and 
individual were envisioned although not specifically spelled out in 
the law. The small banks attempting to do this sometimes run into 
problems which in turn create problems for the supervisory agencies. 
However, we maintain that the overall record has been good and the 
mere fact that supervisors are supervisors should not insulate them 
from duties that are sometimes bothersome. 

We feel that in at least two of the agencies there could be a stronger 
defense of our unique system of independent banking. 

Good legislation is made better if a bill carries a declaration of 
policy; a statement of the intent of the Congress and the objectives 
in the public interest to be secured through the proposed legislation. 
We cannot recommend better language than that contained in the 
Spence bill, H. R. 6227, recommended for passage by this committee 
and passed in the House by a vote of 371 to 24. ‘That declaration of 
policy reads as follows: 


DECLARATION OF POLICY 


It is hereby declared to be the policy of Congress, in accordance with which 
policy all of the provisions of this act shall be interpreted, to control the creation 
and expansion of bank-holding companies; to separate their business of manag- 
ing and controlling banks from unrelated businesses; and generally to maintain 
competition among banks and to eliminate the danger inherent in the undue 
concentration of economic power through centralized control of banks; and to 
subject the business and affairs of bank-holding companies to examination and 
regulation. 

On page 20 of H. R. 7026, section 28, “Oath of Directors,” we quote: 


* * * and that he is the owner in good faith, and in his own right, of the 
number of shares of stock required by this act, subscribed by him, or standing 
in his name on the books of the association, and that the same is not hypothecated, 
or in any way pledged, as security for any loan or debt. 

We believe this statement is intended to convey the idea that the 
qualifying shares must be absolutely owned by the director, but in 
some cases such free ownership does not exist. The Comptroller of the 
Currency should see to it that these qualifying shares are not covered 
by any option, repurchase agreement, or any other arrangement limit- 
ing or restricting ownership of such shares and that there is no evasion 
of the law in letter or in spirit. 

We would like to see this language changed to read, as follows: 
after the word “hypothecated,” there should be added: 


In any manner whatsoever, and that no agreement exists between the director 
and any person, trustee, or corporation limiting his right to sell or dispose of 
such stock and said qualifying shares of stock shall be in his possession at all 
times. 
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We believe that the last phrase of our proposed change, that the 
stock must be owned in fee simple and be in the possession of the di- 
rector, is pertinent. An option agreement might be discontinued and 
in lieu thereof, the holding company could require the director to hand 
over and assign to the corporation his stock in the bank of which he is 
a director. The holding company might hold this stock until the 
director ceases to be a director and then have the transfer made in 
the stock register of the bank to a new director. 

The qu: lifying shares of a director should be in his possession, a 
strong indication of true ownership. We are sure there is no question 
in the minds of any of the committee but that a director should own his 
qualifying shares absolutely and without equivocation. 

Page 38, Section 39: Branch Offices, paragraph (c), line 10, we 
quote : 

* * * and subject to the restrictions as to location imposed by the law of the 
State on State banks. 

We urgea change in this language to read as follows: 

* * * and subject to the restrictions imposed by the law of the State on State 
banks. 

In other words, we would like to see deleted, “as to location.” This 
language was contained in the old statutes, but we believe the dele- 
tion “as to location” advisable. Location alone should not be the 
yardstick. There are a number of factors to be taken into considera- 
tion when applying for a charter of a bank or a branch application ; 
such as the public need; the type of management; the financial stand- 
ing and whether or not a new bank or branch would endanger the 
soundness of an existing institution. 

Page 39 of the same section, paragraph (f), we suggest this addi- 
tion to the language of the paragraph, following the word “branch” 
on line 9, we believe it advisable to add: 


* * * if not contrary to the laws of the State concerned. 


We recognize that it is not popular to speak against thrift in the 
schools and it isn’t our intention, but the language of this paragraph 
could bring about a system of branch b: anking contrary to the laws of 
certain States. In some States that forbid branch banking, a great 
metropolitan bank could establish a system of school savings through- 
out the State and might find it advisable to service the schools through 
the use of vehicles and perhaps before we would realize it, we would 
have mobile banking. There are deeper implications in this section 
than appear on the surface. 

Page 59, Chapter 9: Voluntary Dissolution, Receivers, and Conserv- 
ators, Section 58: Voluntary Dissolution, paragraph (a), we quote: 

Any national banking association may go into liquidation and be closed by the 
vote of its shareholders owning two-thirds of its stock. If the liquidation is to 
be effected in whole or in part through the sale of its assets to and the assumption 
of its deposit liabilities by another bank, the purchase and sale agreement must 
also be approved by its shareholders owning two-thirds of its stock unless an 
emergency exists and the Comptroller specifically waives such requirements for 
shareholder approval. 

We urge that in the sixth line of the paragraph as printed in the 
bill, a period be inserted after the word “stock” and delete “unless an 
emergency exists and the ¢ ‘omptroller specifically waives such require- 
ment for shareholder approval.” 
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We believe the language in the part that we are asking to be deleted 
to be loose, grants too much discretionary power in the Comptroller 
as to what constitutes an emergency. 

Two provisions in H. R. 7026 appearing in different sections of the 
act, we would like to discuss together, because they are similar in pur- 
pose—one relating to national banks and the other to State member 
banks. There is no provision of like nature that applies to insured 
nonmember banks in the proposes act. 

From page 25, Section 32: Dealing in Securities, paragraph (b), 
we quote: 





A national bank may, with the prior approval of the Comptroller, directly or 
indirectly purchase and hold, for not to exceed ninety days, stocks of another 
bank as steps in a proposed absorption of such other bank through merger, con- 
solidation, acquisition of assets and eo of liabilities, or otherwise. 

Wealso quote from page 96, Section 23: Powers and Duties of State 
Member Banks, paragraph (d), as fies. 

State member banks shall be subject to the same limitations and conditions 
with respect to the purchasing, selling, underwriting, and holding of investment 
securities and stock as are applicable in the case of national banks under section 
32 of the National Bank Act: Provided, however, That with the prior approval 
ef the Board, a State member bank may directly or indirectly purchase and hold 
for not to exceed ninety days stock of another bank as steps in a proposed absorp 
tion of such other bank through merger, consolidation, acquisition of assets and 
assumption of liabilities, or otherwise. 

We believe paragraph (b) of section 32, on page 25, should be deleted 
and that portion of section 25, aman (d) on page 96, beginning 
with the words “Provided, however” and carrying through to the end 
of the paragraph, also should be deleted. 

If it was the intention of Congress to bring about the elimination 
of the independent banks of the country and to speed up the concen- 
tration of banking control in the hands of fewer and fewer large bank- 
ing institutions, then we can see why these provisions would warrant 
support. But we are confident that Congress today as in the past is 
determined to preserve the system of independent community banks, 
unique to this country, a system that has contributed so much to the 
welfare of our people, and helped make this country great. 

As similar privileges are not accorded nonmember insured banks, 
would the proposed provision as to State banks take precedent over 
Ste aws where banks are prohibited in owning stock in another 
State laws where banks ar hibited ing stock in another 
bank and open up an avenue to mergers heretofore closed to them. 

When the House committee held its hearings last summer, Chair- 
man Brent Spence asked Chairman Martin of the Federal Reserve 
Board, “What is the purpose of the provision that a State member 
bank may purchase stock in other banks in contemplation of merger 
or absorption ? Wouldn’t that make mergers a little easier?’ 

Governor Robertson replied for the chairman, “This is a very in- 
significant portion of the bill, and we really don’t urge it one way or 
the other. It comes up because of a situation in ¢ ‘alifornia, for ex- 
ample, where this procedure has been used in the past. 

Does this mean that California, which is rapidly becoming an 
example of the Canadian system of branch banking, squeezing out the 
independents, is to be our criterion and ideal? If it was not impor- 
tant, why recommend it in the first place ? 
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Ray M. Gidney is not known as opposed to bank mergers, branch- 
ing, or bigger and bigger banks, but the C omptroller in his prepared 
statement had to take exc eption to the recommendation of the Federal 
Reserve Board. He said: 


We are opposed to enactment of this proposal. Two or more national banks 
may merge or consolidate only upon the approval of the holders of two-thirds of 
the stock of each bank. Once a bank owned control of another bank, the share- 
holders of the acquiring bank would, as a practical matter, have very little 
choice but to vote for the proposed merger or consolidation. 

We do not believe that it is proper for the officers or directors of a national 
bank even with the prior approval of the Comptroller, to use the bank’s money 
to acquire stock in another bank as a first step to merging or consolidating with 
that bank. We have a like belief with respect to similar Federal legislation 
affecting State banks that are members of the Federal Reserve System. 

The only definite limitation in the act is that such stock should be 
held for not to exceed 90 days. But suppose because of a sudden eco- 
nomic change, or for any other reason, the purchasing bank cannot 
dispose of such stocks, what then? The assumption would be that the 
2 banks would consolidate through purchase of the assets and the 
assumption of the liabilities of 1 bank by the other—in effect liqui- 
dating the purchased bank. The result would be that the purchasing 
bank would have bought bank number two, liquidated it, and would 
have reduced its own capital assets by the amount it paid over and 
above the liquidating value of the ac quired stock, and at the same time 
would have greatly increased its deposit liabilities. We look on these 
proposals as most dangerous to the American banking system and 
strongly urge their deletion. 

Page 99, section 24. Examination of member banks, paragr aph 
(c). This paragraph places a great deal of discretionary authority 
in the Board without any guiding yardstick. We quote: 


In any case in which the Board deems it necessary, either because of inade- 
quacy of examination or for any other reason arising in the course of supervision 
of any State-chartered member bank, the Board may require at such times as 
it deems necessary that such member bank have an audit by an independent 
individual or firm approved by the Board. The expense of any such audit 
shall be borne by the bank so audited. 

I might add that this same wording occurs in all titles, in the first 
three titles of the bill. 

There never need be an inadequacy of examination because member 
banks are examined by Federal Reserve Banks; nonmember insured 
banks by the Federal Deposit Insurance Corporation; very few banks 
are not insured. We believe the Board should give more reasons 
why it may require an audit in addition to its own examination. 
This section could easily be directed toward the smaller banks. It 
is easy for an agency to rule in an arbitrary and dictatorial fashion 
against the little bank. We urge deletion of this paragraph. 

Page 109, section 33. Voting permits of holding company affiliates, 
line 13, on page 109. This is new language and we would like to 
quote : 

* * * Tn any case in which there is more than one holding company affiliate 
with respect to the same bank or group of banks, the establishment and main- 
tenance of the reserve of readily marketable assets required by this paragraph 
by only one of such holding company affiliates, designated by the Board under 
such conditions as the Board may prescribe, shall constitute compliance with 
such reserve requirement, provided that all of the stock of the banks affiliated 
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with such holding company affiliates which is directly or indirectly owned or 
controlled by them shall be owned or controlled, directly or indirectly, by the 
one so designated by the Board; * * * 

We request that this portion of the paragraph be deleted. It rep- 
resents legislation that is advantageous to bank holding companies 
and, therefore, of course, detrimental to independent be anking. 

Page 140, Chapter 9: Regulation of Bank Holding Companies; 
Section 54: ’ Acquisition of Bank Shares of Assets. We quote para- 
graph (a) through subsection (3) : 

It shall be unlawful except with the prior approval of the Board (1) for any 
action to be taken which results in a company becoming a bank holding com- 
pany under section 53 (a) of this chapter; (2) for any bank holding company 
to acquire direct or indirect ownership or control of any voting shares of any 
bank if, after such acquisition, such company will directly or indirectly own 
or control more than 5 per centum of the voting shares of such bank; (3) for 
any bank holding company or subsidiary thereof, other than a bank, to acquire 
all or substantially all of the assets of a bank: 

We request that in line 8 of the bill that the words “other than a 
bank” be stricken. 

We understand that a bank holding company is of the opinion that, 
in a certain State, they have found a ‘Joophole in the law. That hold- 
ing company is of the opinion that the State law of that State per- 
mits the consolidation between two banks, and that the office of the 
consolidated bank can be used as a branch. It would seem that the 
above-referred-to subsection is contradicted by the language of sub- 
section (d) on page 141 of the bill under discussion. The elimina- 
tion of the four words, “other than a bank,” would clarify the intent 
of the law. 

I might add that we have discussed this with the attorneys for the 
Federal Reserve Board. 

It was assumed that the Douglas amendment that was carried into 
the Bank Holding Company Act of 1956 would stop the acquisition 
of more subsidiaries by a holding company domiciled outside of that 
State. It was the intent of the Congress to stop foreign holding 
companies from dominating the banking business of other States. 

On page 141, section 54, paragraph (d), we quote: 

Notwithstanding any other provision of this section, no application shall be 
approved under this section which will permit any bank holding company or 
any subsidiary thereof to acquire, directly or indirectly, any voting shares of, 
interest in, or all or substantially all of the assets of any additional bank 
located outside of the State in which such bank holding company maintains 
its principal office and place of business or in which it conducts its principal 
operations unless the acquisition of such shares or assets of a State bank by 
an out-of-State bank holding company is specifically authorized by the statute 
laws of the State in which such bank is located, by language to that effect and 
not merely by implication. 

The Senate eliminated the intrastate section that was in H. R. 6227, 
recommended for passage by this committee and passed by the House 
in 1955. We strongly urge that subsection (c) of section 5 of H. R. 
6227 be substituted for subsection (d) of this bill. You will recall 
that H. R. 6227 was passed by the House by a vote of 371 to 24. 

The absence of this clause in the Bank Holding Company Act of 
1956 suggested to the First National City Bank of New York that it 
might form a bank holding company so it could override district lines 
in New York State, and to do by the holding-company device that 
which could not be done through branch b: inking. 
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In some other States that forbid branch banking, the holding com- 
panies are acquiring more subsidiaries through purchases and through 
chartering new banks. This power to circumvent State law should 
be ended. 

We want to support our argument for this insertion by quoting 
from the report made for the committee by your chairman on May 
20,1955. Quoting from page 15: 


Section 5 further provides that in no case could further expansion outside 
of the home State of a bank holding company or a subsidiary thereof be ap- 
proved, and applications within the home State could be approved only within 
the area within which branches of banks are permitted or where, by State 
statute, such expansion is specifically exempted from branch-banking restrictions, 

The essence of section 5, your committee believes, is the placing of bank 
holding company expansion on the same basis as expansion in offices of banks. 
It establishes equity between holding companies and banks as to the area in 
which they can expand. The statutes of the States contain provisions clearly 
calculated to control the extent of banking operations by geographic limitations. 
It has been a generally recognized principle that such control could best be 
exercised by the individual State, depending on the banking needs of such State. 
This principle was given recognition by the Congress in the Banking Acts of 
1927 and 1933, which authorized the Comptroller of the Currency to approve 
branches for a national bank only within State boundaries, and subject to the 
restrictions as to location imposed by the laws of the State on State banks. 

Nearly all of the States already have legislated on the subject of branch 
banking. There is no reason to force a State again to legislate on branch banking. 
Your committee concurs with R. M. Evans, a former member of the Board of 
Governors of the Federal Reserve System, who said: 

“* * * Once we acknowledge what has been officially ruled in at least two 
States—that is, that holding-company banking is a type of branch banking— 
then holding-company legislation should do what our present national-banking 
legislation does; namely, permit branches when State law permits them, and 
deny branches when State law does not permit them.” 

Finally, section 5 enumerates the standards which would guide the Federal 
Reserve Board in deciding whether to approve any such expansion. First, it 
would have to consider the financial history and the conditions of the applicant 
and the banks concerned; their prospects; character of their management; and 
the needs of the communities involved. 

These are, in general, the considerations now specified in the law as the basis 
for administrative action in connection with the admission of State banks to 
membership in the Federal Reserve System and the granting of deposit-insurance 
coverage. 

However, under H. R. 6227, the Federal Reserve Board would also have to con- 
sider whether the proposed expansion of a bank holding company or of any bank- 
ing subsidiary in a bank holding company group would extend the operation 
of the holding-company group beyond limits consistent with adequate and sound 
banking and the public interest. 

It would surely be a relief to the Board of Governors of the Federal 
Reserve annem if it was relieved of the discretionary authority now 
vested in the Board by the Bank Holding C Jompany Act of 1956 as 
to intrastate bank holding company expansion. The Board should 
welcome this proposed change. 

The Board has found it necessary to put in a great deal of time; 
has held, through its hearings officers, a number of hearings, all of 
which could be eliminated by the substitution of paragraph (c) in the 
Spence bill for paragraph (d) in H. R. 7026. The change in the 
language of the substituted section would relieve the Board from 
passing on the application of the First National City Bank to form 
a cas holding company for the purpose of overriding district lines 
in New York State. 

Independent banking in many States would be greatly protected by 
the change of language as proposed for section D. Eleven States 








1170 FINANCIAL INSTITUTIONS ACT OF 1957 


prohibit branch banking; that would stop a bank holding company 
domiciled in any of these States from securing more subsidiaries. 
Eighteen States ‘permit limited branch banking, and a holding com- 
pany domiciled in those States would have to conform to the limita- 
tions authorized by statute. Three States have no legislation regarding 
branch banking, but they would be protected from Jocal bank holding 
company expansion. 

To our organization, this proposal that we have just made is of ut- 
most importance, and it conforms to the principles laid down by your 
chairman when he made a report for your committee on May 20, 1955. 

The number of banks is growing less. Branches are increasing. 
Holding companies are acquiring more subsidiaries. In some States, 
and there are quite a number of them, the bank holding company is in a 
dominant position. It would be unwise to further add to their power. 
If we believe in a democratic economy; if we feel that there should 
not be any approaching monopoly in banking; if we feel that com- 
munities are served best by their local financial institutions; if we dis- 
believe in distant landlordism, then we should check a d: ingerous 
trend before it gets out of hand. 

From the views that we have already expressed, it would appear 
obvious that we would deem section 23, “Mergers and Consolidations,” 
on page 163, inadequate. We will not discuss this section, as Mr. 
Harding, of the Independent Bankers Association, of the 12th Fed- 
eral Reserve District, will cover this important matter in his testi- 
mony. We know what he is going to say and we are in full agreement. 

We would like to call the committee's attention to the fact that our 
association is in sympathy with the September 1957 resolution of the 
National Association of Supervisors of State Banks which would elim- 
inate the Comptroller of the Currency from membership on the Board 
of Directors of the Federal Deposit Insurance Corporation. We be- 
lieve such membership tends to work for the advantage of national 
banks and to the disadvantage of State-chartered banks, and heartily 
support the National Association of Supervisors of State Banks in its 
position. 

I would like to add that this is, of course, not directed to any par- 
ticular Comptroller. It is just directed to the Office of the Comptroller. 

Page 211, section 6, paragraph C, line 8, makes reference to “the 
practice within a State,” referring to the establishment of branches 
for savings and loan associations. Our association has had a long ex- 
perience with branching in direct form and by evasion. We suggest 
that the language used in this passage is too loose and would lend itself 
to interpretations that could be harmful. We suggest that this section 
be changed to eliminate any reference to “practices” and that the mat- 
ter of establishing br: anches be spelled out affirmatively. 

The sinning of branch and holding company bankers is coming 
home to roost. The Home Loan Bank Board is of the opinion th: at 
holding company banking in substance is the same as branch banking. 
If commercial banks can branch in one w ay or another, why shouldn’t 
Federal savings and loan associations have the same privilege. Be- 
cause one group has sinned we can see no reason to legislate sinning for 
another group. The Independent Bankers Association throughout the 
years has defended the unit bank, realizing however, that if State law 
permitted branch banking, the force of competition would often make 
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branch bankers out of bankers that believed in our old system of bank- 
ing. Why encourage more branching ? 

As civilization has progressed and economic problems become more 
complex, it has been necessary to pass laws to protect the weak from 
the strong. Without such protecting laws there would be much 

cannibalism as the large devoured the small. It is to the interest of the 
smaller banks which we seek to protect. 

Our association supports the broad general objectives of H. R. 7026 
and would like to see the bulk of the “proposed legislation made into 
law. We do feel, however, that the changes we have suggested and 
recommended are to the public interest and to improve this legislation. 
We would ask for your careful consideration of our listed objec tions. 

The system of independent banking, with local ownership and local 
management, has served the public w vell. If there is some better sys- 
tem it should be adopted. We know of no better system, but if one 
were found we would urge its adoption directly and by the affirmative 
action of the Congress. “We would not be in favor and, indeed, would 
strongly disapprove of its adoption, by indirection or by whittling- 
away process which by degrees would destroy the system which has 
served so long and so well ‘and would bring forth a system of concen- 
trated banks and concentrated economic ‘peril that could easily be 
destructive or inimical to a distinctly different economy represented by 
the American Republic. 

That concludes my prepared statement, Mr. Chairman. In the 
interest of conserving time, we have just omitted one or two things. 

Orally, I would like to say that in the matter of cumulative voting, 
our association is in favor of permissive cumulative voting when 
adopted by the shareholders of the institution. And we are in favor 
of the issuance of preferred stock without the emergency provision 
being attached to the section. 

I believe that concludes my statement. 

Mr. Brown. All right, Mr. Harding, you may identify yourself 
and proceed with your statement. 


STATEMENT OF HARRY J. HARDING, HONORARY PRESIDENT, 
INDEPENDENT BANKERS ASSOCIATION, 12TH FEDERAL RESERVE 
DISTRICT 


Mr. Harpine. Mr. Chairman and members of the committee, first of 
all I would like to say thank you for the privilege of appearing here 
once again and testifyi ing. 

My name is Harry J. Harding. I am president of The First Na- 
tional Bank of Pleasanton, Pleasanton, Calif. I am here representing 
the Independent Bankers Association of the Twelfth Federal Reserve 
District, of which organization I am honorary president. Our asso- 
ciation is made up of about 280 banks located in the States of Wash- 
ington, Oregon, California, Arizona, Nevada, Idaho, and Utah, and 
the Territories of Hawaii and Alaska. Our association has worked 
very closely with the Eastern Independent Bankers Association, repre- 
senting the rest of the country, of which Mr. Royal L. Mullins is the 
president, particularly in matters of Federal banking legislation. 

The only reason there are two associations is the fact that for many 
years our States all have permitted statewide branch banking, and the 
movement toward concentration of banking control has been much 
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more advanced in our section of the country, presenting different 
problems. 

We wholeheartedly support the various points covered by Mr. Mul- 
lins in his statement relative to the deletions and amendments to pro- 
visions in the Financial Institutions Act. Our position is, this piece 
of legislation, ostensibly seeking to eliminate deadwood and to codify 
existing law, is replete with new provisions, many of which evidently 
have not received full study, not even by the or iginal proponents. 

This would particularly apply to the provisions mentioned by Mr. 
Mullins that would permit a bank, with the approval of the Comptrol- 
ler of the Currency in the case of a national bank, or the approval of the 
Federal Reserve Board in the case of a member State bank, to pur- 
chase stock in another bank in contemplation of a merger. Although 
the Senate approved this, the original sponsor, the Federal Reserve 
Board, could advance no sound reason other than the fact that this 
had been a method used by California banks to facilitate mergers— 
as if California was a model to be copied by other States. 

Our organization since its inception has urged enactment of proper 
legislation to prevent banks through the holding- -company aevice cir- 
cumventing the will of Congress relative to branches of banks. We 
particularly urge the enactment of the amendment proposed by Mr. 
Mullins that would restrict expansion of a bank holding compan 
within its home State to the same geographic area in which a mes 
can legally have branches. 

Congress, in enacting the laws restricting branches of national 
banks to the same area in which a State bank can have branches, cer- 
tainly did not expect or desire to have its restrictions evaded, and 
yet, as the Board of Governors of the Federal Reserve System re- 
peatedly testified, this law can be evaded through the mechanism of 
the holding company, the acquired banks being operated in effect 
as branches. It is this loophole we are most anxious to close, just 
as this body proposed to do in the bill it approved in 1955. 

To avoid repetition as much as possible, Mr. Mullins has left to 
me to present our combined views on the provision in the proposed 
Financial Institutions Act, dealing with bank mergers that may lessen 
competition or tend to create a monopoly (sec. 23, ch. 6, title IIT, 
on p. 164 of both S. 1451 and H. R. 7206). 

The concentration of banking control can take place, (1) through 
normal growth; (2) by br: anching; (3) by merging, and (4) through 
expansion of bank holding companies. As to normal growth, that 
presents no great problem. Branching of banks has been left by 
Congress to the separate States to determine. However, in delegating 
this responsibility to the States, never was it in the mind of Congress 
that the branching privilege would be used to gobble up existing 
banks in terrific numbers, such as has occurred. 

The enactment of the Bank Holding Company Act of 1956, as well 
as the enactment by some of the States of their own laws curbing 
holding companies, is a tremendous step forward in preventing fur- 
ther concentration of control over banks through the holding-com- 
pany device. The problem today, primarily, is the loophole in the 
law, whereby the acquisition of stock in a bank is covered by the 
Clayton Act, but acquisition of assets is not, and it is by the acquisition 
of assets that practically all bank mergers today are consummated. 
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The need for legislation to deal with the bank-merger problem is 
well recognized. In testimony before the committee, representatives 
of the Federal bank supervisory agencies have with one accord at- 
tested to the need. 

The statistics showing the death by merger of many banks each 
year at an accelerating pace, unless chec ked, foretell the doom of our 
present American system of locally owned and competitive banks, 
with an ever-growing concentration of banking control into fewer 
and fewer hands. But these figures the country over, alarming as they 
are, do not clearly picture how concentration of control over bank- 
ing has occurred to a much greater degree in some areas than in others. 
A comparison of the decline in the number of inde the country over 
can be misleading—practically all of the new banks being small in- 
stitutions and holding only a very small part of the banking assets of 
the country. 

In the States included in the 12th Federal Reserve District we 
have had a startling development of banking concentration, a trend 
that unless checked by proper legislation will engulf the rest of the 
country. 

In California, where our own bank is situated, during the years from 
1935 to December 31, 1957, 22 years, the number of b: inks declined from 
273 to 130 banks. Twenty-two years ago 235 banks were unit banks, 
and 38 were branch systems. Today, of the 130 banks in the State, 
only 77 are unit banks and 53 are branch systems operating 1,398 
offices. The assets held by the branch-banking systems increased from 
83.6 percent, as of December 31, 1935, and at the end of 1956 (the latest 
figures available) had incre: ased to 97.8 percent. About 45 percent of 
the total bank assets are held by 1 branch-banking system. 

Now that unit banks in California are practic ally wiped out, the 
merger trend among the branch-banking systems has begun, and three 
fairly large branch-bank systems recently have been merged with 
larger chains. The end of concentration of banking control in the 
State of California is not yet in sight. 

To the north of us, in Oregon, concentration of banking is even 
greater. At the end of 1935 there were 97 banks in Oregon; all but 3 
being unit banks. At the end of 1957, in spite of the organization of 
many new banks, there were only 56 banks, of which 42 were unit banks 
and 14 branch systems; most of these being small systems, with 
branches limited to a city. In this period branches grew from 42 to 
157. In these years the percentage of bank assets held by the branch- 
banking sy stems increased from 69. 1 percent to about 92 percent, and 
prac tically all of these assets were held by 2 branch systems. 

The concentration of banking control in the State of Washington is 
not greatly different. In that State, at the end of 1935, there were 188 
banks, of which 180 were unit banks. By the end of 1957 the banks 
had decreased ta 92; of which there were 22 branch-bank systems and 
only 70 unit banks. Branch offices grew from 44 to 245. Assets held 
by the branch banks at the end of 1935 were 52.9 percent, but by the 
end of 1956 were over 89 percent, largely concentrated in 5 branch 
banking systems. 

Arizona, at the end of 1935, had 9 banks, of which 6 were unit banks. 
By the end of 1957 the number of banks were 7, but the unit banks had 
decreased to 2. Now, only 1 small national and 1 small savings bank 
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remain outside the orbit of the 2 holding companies, which together 
operate 134 banking offices. 

Some may feel that this is healthy and sound competition, but we 
strongly feel that in this area we are well on the road to banking 
monopoly. 

There is no need to discuss whether we want or do not want the 
Canadian system of branch banking; in some States we already have it. 

Mr. Brown. Mr. Harding, pardon me fora moment. I understand 
the House convenes at 11 o’clock this morning and the first thing will 
be a rollcall on the debt limit bill, and they “hope to get back to the 
appropriations bill by 1:30. That means 3 hours for debate. There- 
fore I think we could meet at 2 o'clock this afternoon to hear you 
further. 

Mr. Parman. That is satisfactory. 

Mr. Murer. Mr. Chairman, Iwill not raise any objection, although 
I will not be able to be here this afternoon. If you afford me the 
privilege of addressing my questions to these gentlemen by letter and 
putting theri answers in the record, that will be satisfactory. 

Mr. Brown. That may be done. 

Mr. Mourer. Thank you. 

Mr. Brown. We will continue until there is a rolleall. 

Mr. Srerty-Brown. Mr. Chairman, will all members of the com- 
mittee have the same privilege as granted to Mr. Multer, because with 
the defense appropriations bill up, some of us want to be on the floor. 

Mr. Brown. That may be done. 

Mr. Srety-Brown. Thank you. 

Mr. Brown. You may proceed for the time being, Mr. Harding. 

Mr. Harpine. Nevada, Idaho, and Utah, to a lesser degree, have 
experienced the same movement toward centralized control of banking. 
In the 7 States comprising the 12th Federal Reserve District there 
were 702 banks in existence at the end of 1935, of which 637 were unit 
banks and 65 branch systems with 944 offices. At the end of the year 
just closed there were only 367 banks; 247 unit banks and 120 branch 
systems operating 2,106 offices. The figures would be much worse if 
it were not for the number of new banks that had been chartered in 
the interval. But, of course, growth of new banks is slow, and these 
represent very little in comparison with the total of banking assets. 

In some other States somewhat the same story is beginning to take 
place. In figures already a part of the testimony before this com- 
mittee it has been established that in many of the important commercial 
centers eer 1 or 2 banks in a city hold a tremendously large 
percentage of the banking deposits of that community. But to go 
into detail on these figures would be repetitious. 

Coming events cast their shadows before, we say. If Congress will 
but study the developments in the States I have mentioned, there is 
only one conclusion, and that is concentration of banking control has 
gone too far and must be checked before the entire country is in the 
shadow of monopolistic control of banking. Banks are engaged in 
interstate commerce and Congress can take the steps to do this. 

With the need for legislation so evident, then the question is, Does 
the Financial Institutions Act, as it appears before us, solve the prob- 
lem? Westrongly contend that it does not; that the act in many ways 
seeks to make concentration of control of banking easier: that the 
merger provisions of section 3, chapter 6, title IIT, are vague, ambig- 
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uous, weak, allow too much discretion to the agencies, and will aggra- 
vate the problem rather than solve it. 

The sole means of curbing the trend toward concentration of banking 
by mergers in the bills before us is in a single sentence—embedded in 
section 23 mentioned : 

In the case of a merger, consolidation, acquisition of assets, or assumption of 
liabilities, the appropriate agency shall also take into consideration whether the 
effect thereof may be to lessen competition unduly or to tend unduly to create 
a monopoly, and, in the interests of uniform standards, it shall not take action 
as to any such transaction without first seeking the views of each of the other 
two banking agencies referred to herein with respect to such question; and in 
such a case the appropriate agency may also request the opinion of the Attorney 
General with respect to such question. 

First of all, we note there is no outright prohibition of a merger 
regardless of the extent it “lessens competition or tends to create a 
monopoly,” such as appears in the language of section 7 of the Clayton 
Act, which also deals with concentration of banking control—by the 
acquisition of stock, not only by holding companies, but by banks, such 
as permitted in the State of California. 

The bills also provide that the appropriate agency shall take into 
consideration whether the effect of a merger may be to lessen competi- 
tion unduly or tend unduly to create a monopoly. Of course, the use 
of the word “unduly” is to modify or qualify—but to what extent ! 
What is meant by “unduly”? No one, as far as 1 can learn, has been 
able to give this committee a definite answer—and even if they did, 
would any two people agree on it 

The Clayton Act, now a matter of history of over 40 years—relating 
to concentration of control over banking brought about through the 
acquisition of stock—and I ask what difference does it make how con- 
trol is acquired—isn’t it the end result that counts /—that act says that 
no acquisition of stock can be made where “the result thereof is sub- 
stantially to lessen competition or tend to create a monopoly.” That 
language has stood the test of time and through court decisions the 
meaning of the word “substantially” has been determined. ‘The use 
of the word “unduly” in the proposed act would create confusion and 
give too much discretion to the supervisory agencies. It would be 
years before the meaning of “unduly” could be determined. 

The section in queston gives to each of the three Federal agencies 
the responsibility of approving mergers in their respective fields—the 
Comptroller as to national banks, the Federal Reserve Board as to 
member State banks, and the Federal Deposit Insurance Corporation 
as to nonmember insured banks—the Comptroller also being 1 of the 3 
Directors of the FDIC to pass upon such matters. It provides that 
“in the interests of uniform standards, it shall not take action as to any 
such transaction without first seeking the views of each of the other 
two banking agencies.” This puts the head of our national banking 
system in a very strong position—to influence decisions not only relat- 
ing to national banks but also competing State banks. 

Our association feels that, without regard to who now is Comp- 
troller of the Currency, or may have been or will in the future be 
Comptroller—looking solely at the office—we are strongly opposed to 
having the Comptroller of the Currency, or any other individual di- 
rec tly concerned with the superv ision of banks, as a member of the 
Federal Deposit Insurance Corporation Board of Directors. It is 
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our belief that there may be a conflict of interests between the Comp- 
troller as representing the national banks and his responsibility as 
Director of the Corporation to the State-insured banks. The Comp- 
troller himself has testified that in his opinion the Federal Reserve 
Board and the State bank supervisors should be represented on the 
Board of Directors of the FDIC, but we are of the opinion individuals 
with no dual responsibility could best serve in this capacity. 

The section also declares that the appropriate agency “may also 
request the opinion of the Attorney General.” The Federal banking 
agencies have stated they have had little concern over the years with 
antitrust and monopoly laws, and certainly the concentration of bank- 
ing control that has been mentioned in testimony before your com- 
mittee bears this out. Yet they express fear that the department of 
the United States Government that is charged with the enforcement 
of the antitrust laws should have any say over mergers—regardless 
of how monopolistic they may be. We have no fear in this regard, 
and believe that if a provision relating to mergers is to be made a 
part of the Financial Institutions Act rather than through fash 
to the Clayton Act, then that provision should require that the banking 
agencies shall obtain the opinion of the Attorney General of the 
United States. 

In the case when the continuing bank is to be a State bank, then 
it would seem logical to obtain the views as to the monopolistic effect 
of such a merger from the respective State supervisor. We propose 
that this shall be done. 

We, therefore, urge that the sentence in section 23 to which we 
have referred, be changed to read as follows: 

No merger, consolidation, acquisition of assets, or asumption of liabilities 
shall be approved when the effect thereof may be substantially to lessen com- 
petition or tend to creat a monopoly, and, in the interests of uniform standards 
the appropriate supervisory agency shall not take action as to any such trans- 
action without first seeking the views of each of the other two banking agencies 
referred to herein as well as the views of the respective State supervisory agency 
whenever the continuing bank is to be a State bank, with respect to such 
question: and the appropriate supervisory agency shall also request the opinion 
of the Attorney General with respect to such question. 

Should an escape clause in specific language be deemed necessary, 
as some testimony seemed to indicate, to met a situation where a bank 
may be in a failing condition, the sentence above could be preceded 
by a clause saying: 

“Except in the case of a bank that is found by the appropriate 
supervisory agency to be in a precarious financial condition, no merger, 
consolidation,” et cetera. 

The merger provision found in section 23 that I have been discussing, 
as well as two of the proposals by Mr. Mullins, (1) to delete the pro- 
visions permitting banks to purchase stock in another bank as a step 
toward merging, and (2) the proposed restoration by amendment of 
the provision relating to expansion of bank holding companies within 
their home State—are not merely 3 details in a 251-page bill. They 
are 3 interrelated provisions of the utmost importance to the preserva- 
tion of our American system of diffused control over banking—a sys- 
tem that has served our country so well. Congress in the past has 
resisted efforts to break down this system of locally owned banks and 
has closed loopholes by which ambitious men sought to thwart the will 
of Congress and to bring about concentrated control over a large and 
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ever-expanding segment of banking. We urge that these three pro- 
posals particularly receive your approval to the end that Congress 
once again will seek to prevent the further undermining and ultimate 
destruction of independent, competitive banking in this country. 

Mr. Brown. That concludes your statement, Mr. Harding ? 

Mr. Harprna. Yes, sir. 

Mr. Brown. We will now proceed under the 5-minute rule. 

Dr. Talle, do you have any questions ¢ 

Mr. Tatix. Thank you, Mr. Chairman. In a few minutes I must 
go to the House floor. There may be opportunity later. ‘Thank you. 

Mr. Brown. Mr. Patman. 

Mr. Parman. Mr. Chairman, I want to commend both Mr. 
Mullins and Mr. Harding on the excellent statements which they have 
prepared and presented to this committee. They have brought up 
some questions that this committee should certainly give serious and 
careful consideration to. We feel highly honored in Texas that the 
president of the Independent Bankers Association is from our State, 
from Wolfe City, Tex., the district represented by the Honorable Sam 
Rayburn, Speaker of the House of Representatives. 

The Independent Bankers Association is doing a wonderful job. 
The association should have the thanks of all the people of the Nation 
who believe in competition, in competitive, free enterprise, and in 
equality of opportunity, 

I particularly commend the statements made by each of these gen- 
tlemen about the fears, the justified fears, they have expressed of 
monopolistic banking, concentration of control of banking. 

I have been alarmed and distressed to see the banking system of 
the country getting into such few hands, and I believe, Mr. Chairman, 
that the unit system, as advocated by this fine association, the Inde- 
pendent Bankers Association, is the best in the world. As Mr, 
Harding pointed out, it is the kind of system which has helped to 
build this country in time of peace, and certainly helped save it in 
time of war, and it certainly should be preserved, as distinguished 
from the monopolistic, concentrated banking system. 

Just a few days ago I noticed that, in New York City, a large 
bank was bought up entirely—lock, stock, and barrel—by people of 
foreign citizenship. Not one of them was a citizen of the United 
States of America. They just come in here from foreign countries 
and buy up a bank. Now, to buy up a bicycle shop, or farm, or 
plantation, or ranch, probably wouldn’t mean so much, but to buy 
up a bank, which has been given unusual privileges, including the 
privilege of issuing money upon the credit of the Nation, to create 
money upon the credit of the Nation, I think it is a terrible thing to 
let foreign people come in here and do that. 

Furthermore, I have learned, in the recent past, that a lot of this 
bank stock is now being owned by corporations of different kinds, and 
by investment trusts. We don’t really ktiow who owns the bank 
stock these days. 

I think the Congress should get hold of this thing quickly, and get 
matters back to where the banks are owned by local people, and the 
directors belong to the bank’s locality, so that small-business concerns, 
and all local businesses will have a better opportunity of getting credit 

from the local banks. 
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As has been outlined here this morning, one person may control 
the banks of an entire State, and what he says is law. He determines 
whether business is established in a certain town or not, because if 
credit is unavailable, that business cannot be established. No single 
person or organization should have such power. It deprives other 
citizens of equality of opportunity. 

Now, Mr. Mullins, do you know how many amendments you have 
suggested here, in all? 

Mr. Mourns. Mr. Patman, I have not counted them. 

Mr. paean. Do you know how many you have suggested, Mr. 
Hardin 

Mr. Harprne. I have suggested primarily the one amendment to 
the merger provision in the act, but I have endorsed those proposed 
by Mr. Mullins. 

Mr. Parman. Yes, sir. Now, Mr. Chairman 

Mr. Harpine. I might say we also penne or emphasize two other 
features particularly; that is, the elimination of the Comptroller 
as a member of the FDIC Board, and deletion of the provisions that 
would permit a bank to buy stock, use the depositors’ money to buy 
stock in another bank for its own extension. 

Mr. Parman. Mr. Chairman, I make this request, which I think 
is reasonable, and will meet with the approval of the chairman, which 
is that the staff be asked to get up a statement showing the different 
amendments proposed to these different sections of the bill. In other 
words, every time an amendment is proposed, to have it in this state- 
ment before we commence going through the bill under the 5-minute 
rule, so that we may pass on it; in other words, to mark it up or write 
it up. As we go through each paragraph, then, we will have a state- 
ment of amendments to be considered. 

Mr. Brown. I will take that under consideration. 

Mr. Kilburn. 

Mr. Kizsurn. Do I understand that you both agree with the pro- 
vision of the bill which doesn’t make mandatory the cumulative voting 
in national banks? 

Mr. Muuiins. We prefer—that word “mandatory,” as Congress- 
man Anderson has pointed out, is a misnomer. We prefer the cumu- 
lative voting be made permissive by articles of incorporation of the 
individual bank. 

Mr. Kitsurn. So that you are for that ? 

Mr. Muuurns. That is right. 

Mr. Harpine. Our own association went on record several years 
ago in favor of that provision also, Mr. Kilburn. 

Mr. Kitsurn. And you are also in favor of the provisions that 
allow banks to issue preferred stock ? 

Mr. Muuurns. Yes, sir. 

Mr. Harpine. I agree, under certain conditions of restrictions. 

Mr. Brown. Mr. Multer. 

Mr. Mutter. Would you be in favor of one of those restrictions 
being a provision that no dividend may be paid on that preferred 
stock unless it was first approved by—regardless of what the certifi- 

‘ate may call for—the amount thereof shall not be paid until ap- 
proved by the supervisory authorities / 

Mr. Mvttrns. By the appropriate superv isory agency. We would 
have no objection to that, I think, Mr. Multer. 
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Mr. Murer. In other words, one objection to preferred stock in 
this kind of a situation, dealing with banks, is that it would call for 
a fixed dividend, probably payable cumulatively. The very principle 
of having only common stock is the control that is vested in the super- 
visory authorities not to permit payment of all of the earnings or 
profits of a bank to its stockholders. The supervisory authorities to- 
day have the right to allocate how much must go to reserve and sur- 
plus funds, and how much may be paid out in dividends. The issu- 
ance of preferred stock is contrary to that principle. 

Mr. Mumma. Wouldn’t that interfere with the sale of that stock? 
One reason it can be sold is because they present a definite 5 or 6 or 7 
percent. If that is subject to revision, that eliminates the possibility 
of it being sold. 

Mr. Mutrer. I think any issuance of preferred stock that is going 
to have an absolute requirement that a bank must pay a fixed dividend 
out of profits year after year, regardless of its capital position, or re- 
serve and surplus position, is a very dangerous thing. We might just 
as well take away from the supervisory authorities the right to say 
what may be done with reference to dividends on common stock. 

Mr. Mumma. Call it class B stock, or something, then. Don’t cal? 
it preferred. 

Mr. Mutter. Then you defeat the purpose of it. May the gentleman 
answer ¢ 

Mr. Harptna. I would like to express my thoughts on that, Mr. 
Multer. I realize that in the use of preferred stock, to havea situation 
where a bank agrees to pay a arta ton rate on that preferred stock, 
and then to qualify that by giving the supervisory authority some 
power to waive that, may present some difficulty in making that stock 
attractive to the investor. However, fundamentally, the most im- 
portant thing is to keep a bank in a sound condition. I believe the 
situation might be met by having an agreement in the contract covering 
the issuance of preferred stock whereby, under certain conditions, 
the dividend, instead of being payable i in cash at the end of the year, 
if in the judgment of the supervisory authority it would be better, that 
that dividend be payable in additional preferred stock. 

I think a plan like that might be worked out that would meet the 
situation that we have in mind. 

Mr. Mutrer. You gentlemen will agree that this situation requires 
considerable thought. 

Mr. Harpinea. I do. 

Mr. Mutter. And study. We just can’t say, “Let’s issue preferred 
stock.” 

Mr. Harpine. No. 

Mr. Mumma. Isn’t some provision made for postponement of pay- 

ment of preferred dividends which accumulate? You add to the 
value of the stock. 

Mr. Moutrer. Your difficulty there is that management may then 
lose control. Invariably preferred stock has a provision that if you 
skip a certain number of dividends, the preferred stockholders can 
come in and take over control and management. In my opinion, as of 
now, I would say the idea of preferred stock does violence to the princi- 
sles that the supervisory agencies must always have the right to control 
ca much a bank can pay out in dividends and who will control or 
manage the banks. 





| 





1180 FINANCIAL INSTITUTIONS ACT OF 1957 


If you are going to let the preferred stockholders take control be- 
cause of default in payment of dividends, you do violence to the 
principle that the supervisory agencies may say who can manage these 
banks 

But as these gentlemen indicated, this requires considerable study 
and attention. Possibly something can be worked out. 

Are you gentlemen familiar with the application of the First 
National City Bank of New York for permission to organize a holding 
semapeniy -—thitie application to the Federal Reserve Board ¢ 

Mr. Mutts. To some extent. 

Mr. Murer. Do you know that in that instance we have the largest 
or second largest bank in the world, depending on whether your stand- 
ard is deposits or assets, about to take over another bank outside of its 
banking district, in an entirely different banking district, through the 
device of forming a foreign coporation in the State of Delaware, with 
a capital of $1,000? Isn’t that shocking to think that you could form 
a corporation in Delaware with a capital of $1,000, and possibly go 
in and take over a bank with billions—I think their deposits today 
are almost $8 billion, the deposits alone. 

Mr. Harprne. Mr. Multer, the amendment proposed by Mr. Mullins 
would take care of such a situation, except for the fact that the New 
York bank was proposing to organize a Delaware corporation. But 
even if they organized a Delaware corporation, they could buy a bank 
in New York even under our amendment. 

Mr. Brown. There is a rolleall now. And if you will, you gentle- 
men may return at 2 o'clock to « complete } your testimony. 

We will adjourn — onvene at 2 o’clock. 

(Whereupon, at 11: 13 p. m., the committee recessed to 2 p.m.) 


AFTERNOON SESSION 


Mr. Brown (presiding), The committee will come to order, 

I believe, Mr. W idnall, you were asking questions. 

Mr. Wipnat. Mr. Mullins, I believe you are president of the Inde- 
yendent Bankers Association and also president of the Wolfe City 
National Bank, Wolfe City, Tex. / 

Mr. Motus. That is right. 

Mr. Wipnatu. Yesterday, when the American Bankers Association 
witnesses were on the stand, Mr. Patman asked Mr. Miller, one of the 
witnesses, and president of a bank in Louisville, Ky., about loans and 
Government holdings of his own bank. As I recall it, Mr. Miller re- 
plied deposits were $245 million and loans $116 million, and Govern- 
ment security holdings $54 million. 

From these totals it is apparent that the loans amounted to 47 per- 
cent of deposits, and that loans amounted to over twice the holdings 
of Government securities. It struck me the bank is doing a very good 
job in serving the community. 

_ Now, you are a banker from Texas, and I would like to ask you simi- 
lar questions about the practice in Texas. What is the amount of the 
deposits in your own bank ¢ 

Mr. Mutuins. $1.5 million. 

Mr. Wipnati. What is the amount of your loans? 

Mr. Muturns, About $400,000—$425,000. 
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Mr. Wipnaut. And the amount of the Government security hold- 
ings? 

Mr. Mu.urs. Government security holdings are approximately 
$100,000. 

Mr. Wipnaut. Well, now, are those figures the normal figures or 
have you got mnone loans now than you had last year, or less loans 
than last year? 

Mr. Muuirns. There is no material difference in the 2 years. There 
might be a or $15,000. Nothing out of the ordinary. 

We had 6 years of drought and 1 year of floods in our country which 
materially aifec i <d our loans, holdings of Government securities, and 
several other things. 

Mr. WipnNa t. So that actually the percentage of your loans to de- 
posits is between 25 and 30 percent ? 

Mr. Mutts. That is at the present time. Of course, we are in a 
farming country and our loans are seasonal. They will approach 
about 40 percent before the next crop is ready to harvest. Deposits 
will go down some and loans will go up some. 

Mr. Kizeury. Will you yield? 

Mr. Wiwnatt. I yield. 

Mr. Kitsurn. What did you say your Governments were ? 

Mr. Mutts. Approximately $100,000. 

Mr. Kitpurn. What is the rest of the million and a half? 

Mr. Motus. We have municipal bonds, slightly more than the 
Governments, and cash. 

Mr. Krisurn. How much cash do you have? 

Mr. Muutrns. That leaves our cash around $400,000—between 
$300,000 and $400,000. 

Mr. Wipnatt. Mr. Mullins, I am particularly interested because I 
know every time we have a housing bill come up we are told about 
the shortage of mortgage money in Texas. It seems to me there 
would be some leeway in there for some mortgage loans. What is 
the position of your own bank with respect to mortgage loans ? 

Mr. Mutirns. We make very few. 

Mr. Wipnatt. Is that a calculated position of the bank for any 
specific reason ¢ 

Mr. Mutuins. Yes. 

Mr. Wipnatu. Do you make FHA-insured mortgage loans? 

Mr. Mutuins. We did until 1950, when the Federal National Mort- 
gage Association withdrew direct commitment on loans. 

Mr. Wipnaut. Do you make GI home loans ? 

Mr. Mutuins. No, we don’t make GI home loans. 

Mr. Wipnatt. Do you have any portfolio of home mortgage loans 
at all? 

Mr. Muturns. Very small. Very small. No farm mortgage loans 
practically at all. 

Mr. Wipnatt. It actually seems to me that the people who testified 
yesterday were servicing the needs of the community more than your 
own bank. 

Mr. Mutuins. Possibly so. 

Mr. Winauy. And yet they are the people who have been in the 
branch banking more than the independent bankers. 

Mr. Mu.uins. I beg your pardon ? 
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Mr. Wipnauu. They are the people who have been into branch bank- 
ing more than the independent bankers. 

Mr. Mourns. I think that is true. 

Mr. Wipnatu. Mr. Harding, there are two banks in your town ? 

Mr. Harpine. Yes, the First National Bank and the Bank of 
America. 

Mr. Wipnatu. Could you give me the percentage of loans to deposits 
in each of those institutions ? 

Mr. Harprne. In the Bank of America—I wish I could get that 
figure for you, but the Bank of America does not publish the figures 
for their separate branches. I have reason to believe that their local 
loans are much less than ours. 

Mr. Wipnait. What is your own setup with respect to deposits—— 

Mr. Harprna. We have about $3 million in deposits. 

Mr. Wipna.. $3 million ¢ 

Mr. Harpine. Of which close to $2 million are savings or time 
deposits. About $1 million, checking accounts. Our loans at. the 
present time are $1,225,000. Our Government bonds, about, I be- 
lieve, around $1.2 million or $1.3 million. 

I am visualizing the statement when I left—about $450,000 to 
$500,000 in cash. I think they will add up pretty well. 

We are in an agricultural community, so there is quite a change 
between fall and midsummer. 

Mr. Wipnatu. What is your own established practice with respect 
to mortgage loans? 

Mr. Harpine. We like them, we make them, we have about $800,000. 
We have been advertising them, soliciting in the last year or two, 
when the other banks, the big banks, the branch bank systems all 
around us were not making them except on very restricted terms. We 
advertised FHA loans, on FHA terms, with no discounts or any other 
side profits. Theregular rates. 

Mr. Wipnau. Thank you very much. 

Mr. Brown. Mr. Barrett. 

Mr. Barrerr. Mr. Mullins, at the end of your statement you said 
you were interested in going on record for cumulative voting. We 
have had a number of witnesses here oa were for cumulative ° voting 
and others who were against it. Many gave their reasons why they 
were for or against it. “Would you sntelliah your statement in a way 
that we could learn why you are for it ? 

Mr. Muturns. I will be glad to. I can conceive that there might 
be instances where mandatory cumulative voting would serve some 
good purpose, but it seems to me on at every time that I have heard of 
an instance like that, I hear of 4 or 5, or maybe more than that- 

I want to say 10 instances, ches it doesn’t serve a good purpose. 
Maybe we just hear of the ones that ¢ ause diffic ulty. 

Mr. Barrerr. Could you give us a detailed outline, briefly, as to 
the good and the bad purposes ¢ 

Mr. Muuuns. Well, a good purpose that might be served is that 
minority interests through the process of cumulative voting might 
place a man on the board of directors of a bank. That might be good 
in some instances. I have in mind an instance, now, where a brother 
to the manager of a bank, and on that board of directors, is now ac- 
cumulating considerable stock in a competitive bank. I, of course, 
couldn’t project the future, that he might finally, through the process 
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of mandatory cumulative voting, get on that board of the competing 
bank, but if he did, I can readily see that it would be kind of an unfair 
yroposition, his own brother running a competing bank, and he could 
e on both boards of directors. Or he might leave the board of his 
brother’s bank and come on this one, making him, shall we say, a 
watchdog, or something like that. 

And other instances. It seems to me that I have heard more times 
where attorneys wanted to get on the boards of banks by the manda- 
tory cumulative voting process and just be troublemakers. That is 
the way I would characterize them. I may be wrong about that, but 
I hear of more instances where it causes trouble than I hear where it 
serves a good purpose. 

Mr. Barrerr. Just one other point. If these attorneys were to get 
on bank boards and become troublemakers, who would be the bene- 
ficiary of their troublemaking? 

Mr. Mutuins. Sometimes I think people just want to cause trouble. 
They would be representing the minority interests, I am sure, but they 
could cause considerable trouble by revealing confidential information 
about the bank and the fact that there was a difference of opinion on 
the board of directors, and things like that. 

Mr. Kitsurn. Would you yield there, Mr. Barrett ? 

Mr. Barrett. Yes. 

Mr. Kirpurn. Is it true, do you think, that in many cases somebody 
has been turned down for a loan in a bank and then they come into 
some money, and they are mad at the banks and they want to get on 
the board ? 

Mr. Muturns. That could be possible. I don’t happen to know of 
an instance like that. 

Mr. Kitpurn. I recall someone testified here about that. 

Mr. Brown. Mr. Mumma. 

Mr. Mumma. I have nothing else. 

Mr. Brown. Mrs. Griffiths. 

Mrs. Grirrirus. I would like to ask Mr. Harding, if I may: Did 
you hear the American Bankers Association testimony yesterday ? 

Mr. Harpine. Yes, ma’am; I did. 

Mrs. Grirrirus. On page 5 of a statement by Mr. Miller, he gave 
some reasons for mergers. He pointed out that he was for a merger 
where there is a reasonable probability of the failure of the bank to 
be acquired, where there was inadequate management, and where the 
acquired bank didn’t have adequate provisions for management, and 
so forth. Would you care to comment on those reasons ¢ 

Mr. Harpine. I would be glad to. When the American Bankers 
Association testified on the Senate side, these six reasons were ad- 
vanced for why discretionary authority should be in the hands of 
the bank supervisors, and I assume they had given a great deal of 
thought and study to it, and these were probably the best reasons the y 
could find as to why mergers that would lessen competition or tend 
toward a monopoly would be approved. 

I, sesonctinats , wrote the supervisory agencies and asked if they 
could furnish me, not with the names of the banks, but with the num 
ber of institutions that would come in these 6 categories over the 
last. 1, 2, or 5 years, or any period of time for which they had the 
record, so that I may know how many mergers were approved in these 
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groups. They had no information that they could give me, and I 
doubt if very many were approved under these headings. 

Taking the six groupings and going to the sixth, to begin with, 
where you talk about several banks in the small town, where there is 
an overbank situation resulting in unsound competitive practices; of 
course, the supervisory agencies have the right to compel the bank to 
act in a sound manner and to give up any unsound practices 

As to being overbanked, the only officials that could create that 
situation would be the supervisors themselves, and I doubt very much, 
since 1933, that there have been any overbank situations develop. 
There might have been, prior to that, but, generally speaking, they 
were wiped out at that time, and if they have survived since 1933 
they have done a good job in surviving. ‘They couldn’t have been so 
terribly unsound. 

On No. 5, where the acquired bank is an uneconomic unit or is too 
small to meet the needs of the community by providing loans of sufli- 
cient size or providing needs of banking facilities. Well, in our 
little town we have a situation where the Genet ins Electric Co. estab- 
lished an atomic plant. Certainly, you would say, we should convert 
ourselves into a branch of a big organization in pales to handle their 
borrowing needs. Generally speaking, in organizations that need 
larger borrowings, they have access to large banking facilities all 
over the country. I speak of that because I was formerly in a New 
York bank, many years ago, and we made loans all over the country 
at the request of corresponding banks. I have a few customers who 
need loans in excess of our legal limit, which happens to be $17,500. 
One requires about $150,000; another one, $50,000; and several smaller 
ones. 

We have had no difficulty, through our correspondent banks, in 
providing them with the necessary loan facilities. I think that par- 
ticular argument is ridiculous; to think that a supervisory agency 
should have the power to approve the merger of a unit bank, where 
it would lessen competition or tend to a monopoly in that area, be- 
cause it couldn’t provide loans for a customer. 

Mr. Mumma. Could I interrupt you there a moment? 

Mrs. Grirritus. Yes. 

Mr. Mumma. Did you say that is unsound ? 

Mr. Harpinc. What is unsound ? 

Mr. Mumma. That merging for the purpose of being able to loan 
a customer more money. I know of a situation in my hometown 
where there have been a lot of consolidations there, and the biggest 
bank in town was unable—I think they could loan a fellow $140,000, 
and they were unable to take care of their customers. It takes about 
twice as much money to run a business now as it used to, and they 
acquired the assets of 6 or 8 banks, gradually, in the community, and 
they do not need to depend upon New York and Philadelphia cor- 
respondents to loan them their money, and I think it has been a 
healthy condition. You seem to think differently. 

Mr. Harprne. I think there is a question there to consider, and that 
is whether a large business enterprise in a relatively small community 
should get all of their credit needs from one bank or several banks. 

Mr. Mumma. I will qualify myself by saying there is no one im- 
mense, big industry that has caused this. It is a lot of fellows, I 
might say, like myself—we don’t borrow much, but there are a lot 
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of people in the town who need just a little bit more money than they 
can loan them. 

Mr. Harpina. Thank you. That is what I was leading up to. I 
see nothing wrong in a bank trying to be big enough to make loans 
to meet the needs of its community. The size of a loan is based upon 
capital and surplus, and not on whether they have merged with 6 or 8 
banks. 

Mr. Mumma. You can only lend 10 percent of your 

Mr. Harpine. Capital and surplus. That is right. 

Mr. Mumma. I will agree with you. 

Mr. Harprna. I made in our little bank, if it was justified, where 
I had enough customers who needed to borrow $15,000, not just 1 or 
2 or 3; we may increase the capital of our bank to justify such a 
lending power, but it isn’t necessary in order for me to serve those 
customers to become absorbed by a big bank so that that bank could 
make the loan. 

Mr. Mumma. If you had these medium-sized industries scattered 
around the outskirts of your town in different directions, and there 
is a bank in that particular section that you could take in, or buy 
the assets of, I think it would be a good deal, and it is still a part 
of the community. 

Mr. Harpine. ‘That is right. I take it that you are talking about 
a community that has more than one bank ? 

Mr. Mumma. More than one. 

Mr. Harpine. I see nothing wrong in 1 company dividing its bor- 
rowings between 2 or 3 banks. I don’t see that it is necessary for 1 
company to pay all of its interest to just 1 bank. 

Mr. Mumma. Well, they take the principal stockholders in as di- 
rectors. They don’t try and hog the thing. That is all. I just 
wanted to bring out that point. 

Mrs. Grirrirus. May | say one of the real advantages for a big bank 
to merge with a little country bank would be not that it would be of 
such great value to the little country bank, but it is of great value to 
the big bank. 

Mr. Harpina. That is correct. 

Mr. Wipnatt. Mrs. Griffiths, will you yield there ? 

Mrs. Grirrirus. Yes. 

Mr. Wipnatt. In your own experience, in your own bank, do you 
have any branches at the present time? 

Mr. Harpine. No, sir; we have branches all around you. We are 
competing directly with one in town. We are competing with 2 branch 
banks within 4 miles of us, and to the west of us about 8 miles we 
have other branches that reach into our area, 

Mrs. Grirrirus. Where the big bank is doing the merging, he picks 
up additional deposits with which to work, and he picks up, possibly, 
additional customers ? 

Mr. Harprne. Do they pick up additional customers ? 

Mrs. GrirrirHs. Well, possibly, wouldn’t they ? 

Mr. Harpine. Certainly. 

Mrs. GrirriruHs. Who would be borrowing from the bank ? 

Mr. Harprna. That is right. 

Mrs. Grirrirus. But it is really of great assistance to the big bank, 
and it seems to me that tears have been shed in this period by the big 
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banks, over the pathetic situation of little banks in little towns, that 
are totally unnecessary. Those banks are doing all right. 

Mr. Harprne. I agree with you wholeheartedly. If any customer 
in our area, manufacturing or otherwise, needs banking facilities be- 
yond our legal limit, we would either build up our own capital through 
investment by our own people or, if it was an isolated case for a short 
period of time and increased investment would not be justified, we 
would place that Joan with our banking friends. 

The American banking system is based on what we call the cor- 
respondent relationships between banks, and the little banks do carry 
accounts with big banks in the larger cities, the Reserve cities and 
other cities; and these banks that are favored with that relationship, 
generally speaking, stand ready to take excess loans from their cor- 
respondents. 

Mr. Kitsurn. Would you yield on that, Mrs. Griffiths ¢ 

Mrs. Grirrirus. Yes. 

Mr. Kireurn. What about the little bank that, due perhaps to the 
death of the pr esident and principal stockholder, stil so forth, with 
the widow owning the stock, who comes to a bank and wants to sell 
out ? 

Mr. Harpine. Mr. Kilburn, that was one of the reasons given by 
the American Bankers Association justifying mergers that might les- 
sen competition and tend to a monopoly. I am afraid that quite a 
few bankers have been negligent in providing proper management to 
succeed them, knowing full well that, if they do pass on, that bank 
can’t be sold at a much higher figure than it is worth while he is run- 
ning it. 

On the other hand, if he knew that that merger could not be con- 
summated and that in the event of his death the bank would have to 
be liquidated and perhaps his family suffer loss, he would then seri- 
ously think of providing the management to protect the family in- 
vestment. 

Mr. Kitspurn. Of course, I don’t think that amounts to much, and, 
on the other hand, you are interfering with the owner of something 
and you are saying to him he can’t sell it. 

Mrs. Grirrirus. No; you are not. 

Mr. Kitgurn. Yes; you are. 

Mrs. Grirrirus. This is my time, and I think you are wrong. You 
can’t keep him from selling it if he wants to sell it. It seems to me 
there is some merit in his argument, that the management should 
train people who could run the bank. I don’t think there is anything 
so difficult about it when I see these credit unions doing so well. 
They seem to be doing pretty well. 

Mr. Motus. Mr. Chairman, might I interpose a word here? Our 
association has had a committee working for about 3 years on bank 
management. We have met in 5 places in the U nited States with 
supervisory authorities, at Dallas, Boston, Atlanta, either St. Louis or 
Chicago, and 1 other place, and that is a problem. We are working 
on it. It is something we recognize and we are trying to do some- 
thing about. it. 

Mr. Brown. Do you have further questions, Mrs. Griffiths ? 

Mrs. Grirrirus. No. 

Mr. Brown. Mr. Betts. 
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Mr. Berts. What is the actual situation in these cases? Do the big 
banks usually go out and solicit sales of little banks, or is it the other 
way; do the little banks usually go in and ask somebody to buy them 
up? 

Mr. Harprna. Are you addressing the question to me? 

Mr. Berts. Either of you who can answer. 

Mr. Harprna. I think in our State we have had a lot more expe- 
rience in that situation than most States, and I would say that it has 
wor ked both ways. Individuals have sought to sell their banks, and 
in the Middle West they have sought to ‘sell banks where for some 
reason an individual who may own controlling interest wishes to 
retire, or for health reasons has to retire; but in the Middle West, 
where branches are prohibited, he sells to another banker—you can 
pick up the American Banker almost every day and you find the 
control of one banker sold to another banker. 

On the other hand, out in our State we have had an aggressive 
campaign over a per iod of years where banks have sought to buy out 
little banks; and, according to the figures published by the C omptroller 
of the Currency, the purchase price paid for these banks was con- 
siderably in excess of the book value of the bank. We jokingly say 
we are worth double dead than we are alive, and it is a temptation to 
a lot of people to take these very fancy prices that are being offered 
by aggressive chains seeking to enlarge their size and scope of 
activities. 

Mr. Berrs. In other words, you claim the pressure to sell comes 
from an attractive se ling price; is that right? 

Mr. Harpina. The pressure is from where ! 

Mr. Berts. By making an attractive selling price? 

Mr. Harpine. In many cases. 

Mr. Berrs. My point is, if it wasn’t attractive they would not have 
to sell out to the big banks; it is a two-way proposition. 

Mr. Brown. Mrs. Sullivan. 

Mrs. Suuuivan. We are having quite a bit of pressure put on our 
State legislature in Missouri, now, for branch banking. Can you 
tell me, or do you know how many States allow branch banking at the 
present time ? 

Mr. Muturns. We have that information put out by the Federal 
Reserve Board in 1956. 

Mr. Brown. If you will pardon me, I can give you the States where 
it is prohibited: Colorado, Florida, Illinois, Kansas, Minnesota, Mis- 
souri, Montana, Nebraska, New Hampshire, Oklahoma, Texas, West 
Virginia, Wisconsin, and Wyoming. 

States which permit only area branch banking: Alabama, Arkansas, 
Georgia, Indiana, Iowa, Kentucky, Massac chusetts, Michigan, Missis- 
sippi, New Jersey, New Mexico, New York, North Dakota, Ohio, 
Pennsylvania, Tenenssee, Virginia, and Utah. 

Mr. Harpina. There are 10 States that permit statewide branch 
banking and 18 States branches within a limited area. Ten prohibit 
branches and three States have no laws. 

Mrs. Sunzivan. In your estimation, is it or is it not a good policy or 
plan to have branch banking? 

Mr. Harprine. The Congress has left that to the States to decide for 
themselves. In banking we have leaned heavily on the theory that 
the States should have autonomy over banking and decide for itself 
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whether it wants branches or not. Now, conditions vary in the differ- 
ent States. Inthe West, in the undeveloped days when population was 
sparse and the towns far between, it presumably was felt that branches 
of banks might be desirable things. In fact, the banks were organized 
under regular corporation laws of the State, and not under banking 
laws, and branches were permitted and not restricted. So we really 
didn’t have an opportunity to decide for ourselves what kind of a 
banking system we wanted. It just sort of grew up like Topsy. 

Now, other States, in the East, particularly, have started out with no 
branches, developed limited branches in a city, then the agitation was 
for county branches, then for contiguous counties, and they were con- 
tinually broadening the area within which a branch could be located. 

Look at New York State—and I think Mr. Kilburn could probably 
supplement my statements with more accurate data—there was a time 
when branches were much more restricted than at present. Some years 
ago it was divided into districts, and now the agitation is to enlarge 
certain of the districts, or cut down the number of districts, and the 
proposal has now been made to divide the State into two districts. If 
you have two districts, you virtually have statewide branch banking. 

So we argue that to open a door a crack and start branches within 
a city tends to develop into the other steps until you have those who 
seek to gather under their own wing more and more banking assets to 
accomplishing their purpose of getting statewide branch banking. 

Mrs. Suxxivan. It would be to the detriment of the independent 
small bank, wouldn’t it ? 

Mr. Harpina. We believe that most sincerely. 

Mrs. Sutuivan. We realize it is not a problem for us to decide in the 
Federal Government, but because it is something that is uppermost in 
the minds right now back in Missouri, I was anxious to have your 
opinion. 

Mr. Harpine. Every State that has restrictions on the law has some 
banker in that State who wants to break down those restrictions so he 
canexpand. It isn’t the public. 

Mrs. Suuuivan. Thank you very much. 

Mr. Kirgurn. Would you just let me learn something here: That 
is news to me about what is happening in New York State. I presume 
you know. I don't. 

Mr. Harprnc. It came from a Member of Congress we happened to 
meet in the hall of the Capitol Building a short time ago. 

Mr. Kirsgurn. That would go through our State legislature, would it 
not ¢ 

Mr. Harpine. I have no idea how far it has gone. It was mentioned 
in the American Banker a few days ago that such a proposal was being 
shaped up. 

Mr. Kizpurn. Thank you. 

Mrs. Suuiivan. That is all, Mr. Chairman. Thank you. 

Mr. Brown. Mr. Mullins, I think you stated at page 15 of your state- 
ment, if there is real interest in the House in H. R. 7026, that you sug- 
gested an amendment on Federal savings and loan branches. If your 
amendment is adopted, will you support the other provisions of the 
bill? 

Mr. Muttins. Let me answer that first, Mr. Chairman, that we were 
referring to the use of the word “practice.” We are just naturally 
afraid of such words as “unduly” and “duly” and “adequate” and 
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“discretion” and “practice,” where they can be avoided. We just 
pointed out that that would require somebody to determine what the 
practice was, if it wasnt spelled out affirmatively. Just like I think a 
short time back, a year or so ago, there w as quite a hassle in the State 
of Pennsylvania over the word “adequate.” 

We just had reference to the word “practice.” 

We just think this establishment should be on a States rights prop- 
osition ; that if the State savings and loan associations are allowed to 
branch, the federally chartered savings and loans should be allowed 
to branch. In other words, we should be governed by the State law. 
The State law should govern, or override, if those are the right words 
to use. 

Mr. Brown. Mr. Harding, I notice you suggested that the proposed 
Multer amendment to the bill be amended to require, where the merger 
results in a State bank, they must obtain the views of the State super- 
visor. Do you mean to suggest by this that the State supervisor’s 
powers over members should be relinquished ¢ 

Mr. Harpina. No, sir; 1 donot. I realize that the antitrust powers 
must rest with the Federal Government, and cannot be delegated, 
under any circumstances, to 48 different individuals to interpret. 
But, under the State laws, any merger of a bank that results in a State 
bank cont inuing in business must meet with the approval of the State 
supervisory authority. Therefore, he has to do some preliminary 
investigation as to the merits of the proposal, and if he feels that it is 
to be recommended, then certainly his advice and suggestion by the 
Federal authority, in my opinion, should be valuable. 

Mr. Brown. Mr. Breeding, do you care to ask the witness any 
questions ? 

Mr. Breepina. Not at this time. 

Mr. Brown. We are finished with the 5-minute rule, and we will 
go back. 

Do you wish to interrogate the witness further ? 

Mr. Kitsurn. No, thank you. 

Mr. Brown. Mr. Patman. 

Mr. Parman. Yes. 

You referred to management. You gave a good reason, I thought, 
why people should not be encouraged to refuse to sell. In the event 
of their death, their estate will be worth a great deal more because 
the salable value will be so much more to another bank, to be merged. 
I see another reason in there why people should be encouraged to 
sell before they pass away. In nearly every bank you find one or 
more ambitious people who have worked there for years and years, 
night and day, Sundays and holidays and other times, to help build 
goodwill in the bank and build up their own reputation as bankers. 

Now, if there is an old person who owns a large part of the stock 
and will not sell out to these people, the people who have worked 
there so long don’t have much chance. And so, in effect, that prac- 
tice is destroying opportunities for people; don’t you agree with that? 

Mr. Harpinea. I agree with that. 

Mr. Parman. And I think there is too much of that going on. I 
think that equality of opportunity should be always in our minds. 
We should try to give people an even chance, and we shouldn’t give 
encouragement to people to hold on to stock until they pass away, so 
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the widows can get twice as much as the stock is worth, when this 
deprives the people in the bank of a chance to go forward as bankers. 

Mr. Kitsurn. Will you yield for a question ¢ 

Mr. Parman. All right. 

Mr. Kizeurn. You do think it is all right, to the extent that some- 
body has money to pay for it? 

Mr. Parmay. Nobody would question that. I am assuming they 
would be in a position to pay for it. 

Now, Mr. Mullins, do the examiners have a policy that encourages 
banks to carry more and more Government bonds in their portfolio? 

Mr. Muturns. Not that I know about. It has never been mentioned 
to me in the process of examination of my bank. 

Mr. Parman. Of course, you have not been carry ing much, and you 
haven’t been vulnerable from their standpoint, if it is a matter of 
vulnerability. You don’t know about the leuitinlell practice, then, 
along that line? 

Mr. Muturns. Not in other banks, no, sir; I couldn’t tell you. 

Mr. Parman. What do the examiners say about the amount of 
loans that you should have? I mean loans in proportion to invest- 
ments ? 

Mr. Mutuirns. I don’t know that they have just quoted percents 
when they have examined in our bank, but when we get up to about 40 
percent loans, we begin to think about it ourselves. There comes a 
situation in the lean part of the year where we would be a little over 
that, but that is about what we try to head for, about 40 to 50, and on 
the underside, if we could. 

Mr. Parman. One thing that concerns me in this bill. You know 
the banks have been more and more investing in Government securi- 
ties and in municipal securities and paper like that. Now, this bill 
would give them an additional opportunity if it were to become a 
law. The bill would allow them to buy up this lease-purchase paper 
which will probably pay 5 to 6 percent, and maybe more; do you look 
with favor on that, Mr. Mullins? 

Mr. Mutts. I haven’t thought about it. 

Mr. Parman. Every time the local bank invests in securities like 
that, it lessens the opportunity of that bank to help out some local 
enterprise, doesn’t it ? 

Mr. Mutirs. That could be, yes. 

Mr. Parman. That is the mescapable conclusion. 

Mr. Mvuturns. That is one reason we have no heavy investment in 
Government bonds, plus the fact that during the last 6 years our de- 
posits have been rather volatile, due to the local farming situation. 

Mr. Parman. That is right, you had to watch it carefully on that 
account. 

Mr. Mou.uins. Farmers leaving the farm, and things like that. 

Mr. Parman. Don’t you find a lot of banks, Mr. Mullins, in going 
over the country as you have, that are loaded down, say 60 percent 
to 70 percent, sometimes, with Government securities? 

Mr. Mutuins. I am sure there are banks loaded like that. I have 
in mind one—I don’t want to criticize, but just because you asked 
the question, on the last call statement of December 31, cash, Govern- 
ment bonds and readily marketable securities was $14, 000 more than 
its deposit liabilities; in other words, it hadn’t loaned out its rapital 
stock. 
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Mr. Kiteurn. On the question you asked about what the supervisor 
is going to do, I can tell you, in our own bank, for example, we had 
something like 61 percent in loans, and they told us it was too high. 
So we had to stop making loans for a while. We have worked it down 
to about 56. They still want us to lower it to an ideal figure of about 
50. 

Mr. Parman. Well, I can see in that policy something that will 
really strangle the local communities of the country. 

You take a local bank that is supposed to be used to expand credit— 
and that is a good reason why we have the fractional reserve system, 
so banks can expand, about 6 to 1 on their reserves—if they can 
reach out and use that in investments and not have to worry about 
whether or not a local person will pay, there is every inducement to 
go into investments and stay more and more away from loans. 

I find that is a reason, in my section of the country at least, why 
there is a demand for Farmers’ Home Administration loans, The 
banks are just loaded down with Government paper and paper of a 
similar nature, such as Commodity Credit Corporation paper, upon 
which they get a good return, You can’t criticize them for doing it, 
since it is legal to do it, and there is nothing unethical about it, but 
they are loaded down and they can’t carry loans of local people. 

Mr. Kitpurn. It is just the opposite in my experience up there. We 
try to make all the loans we can because we make more money on 
them, and our trouble is, with the supervisory authorities, is that 
they won’t let us increase our loans. We don’t try to go into any- 
thing so we can sit on it and clip the coupons. We try to make 
loans. ‘That is where we make money. 

Mr. Parman. I agree with your statement about this undue con- 
centration of economic power, particularly in banking resources. 

I can see a trend that looks to me very dangerous for this country. 
When people are buying up banks here, there and everywhere, and 
you don’t even know who owns the banks—don’t you know of a lot 
of situations like that, Mr. Mullins, where banks are in the local towns 
and people don’t actually know who owns the majority of it? 

Mr. Mututns. Yes, there probably is that, Mr. Patman. However, 
in Texas we do have the peculiar arrangement whereby the names 
of the stockholders have to be submitted to the tax assessors. 

Mr. PatmaNn. That is for the local rolls; that happens to be a State 
law. But we are not troubled with branch banking down there, 
either, because the founding fathers of our State—I mean the writers 
of our constitution—were wise enough to put a provision in there to 
perpetuate the unit banking system. It is against the constitution of 
the State to have branches, and therefore we don’t have any branch- 
bank problems. 

I was surprised to learn that under the new Holding Company Act 
there is evasion, because the true ownership is not disclosed. You are 
asking for an additional amendment which will require an addition to 
the oath which will disclose the true ownership of shares. You think, 
then, there is a loophole in the Holding Company Act. 

Mr. Muturns. Not in the act, itself. It has been a loophole for 
many years, we think. I have here the oath a director must take in a 
national bank, and we believe there has been some evasion of that—a 
play on this word “hypothecated.” 
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Mr. Parman. You just want to make it plain that they cannot in 
anyway, directly or indirectly, have that stock obligated or hypothe- 
cated ? 

Mr. Mottirns. By any evasion or equivocation. 

Mr. Patman. By any means whatsoever ? 

Mr. Mutuins. Yes. 

Mr. Parman. I think that is a good idea. You have made several 
suggestions of amendments here that I think are very good. About 
the school savings branches; has that commenced in Texas to establish 
a mobile unit near a school for the purpose of attracting savings 
of school children ? 

Mr. Muturns. I don’t believe that it has, Mr. Patman, and it is kind 
of a ticklish proposition, as we say, to talk against thrift in the 
schools. We talk about opening up the accounts for the benefit of the 
school children, with nothing to say about when they shall be closed, 
or anything like that. We just believe that there is an avenue there 
that could lead to evasion of the branch banking laws in the States 
where there is a provision. 

Mr. Patman. I wouldn’t hesitate to come out against it. It is not 
a question of school children, it is a question of principle. If you 
hesitate that way, they could say that they are going to have a bank 
set up to get Red Cross donations and charity donations. That would 
be the same thing. 

You wouldn’t want to resist that. It is a question of principle in- 
volved. 

Mr. Motus. That is right. 

Mr. Parman. I think it should be resisted. Now, on this holding 
of stock, you went into that very thoroughly. “If it was the inten- 
tion of Congress to bring about the elimination of the independent 
banks of the country and to speed up the concentration of banking 
control in the hands of fewer and fewer large banking institutions, 
then we can see why these provisions would warrant support.” 

You are calling our attention to things in this bill that would pro- 
vide for further concentration of banking, and I think your statement 
is very fine. 

You state that the situation in California is already very much like 
the Canadian system of branch banking. I was told the other day 
that there are only two banks in the State of Rhode Island. Of course, 
there are a lot of branches, but there are only two banks. Does that 
conform to your information, Mr. Mullins? 

Mr. Moturns. I don’t know about that. 

Mr. Parman. Do you know, Mr. Harding? 

Mr. Harprnea. I don’t think that is quite correct. There are two 
large banks, and I believe there are some smaller savings banks. 

Mr. Patman. But as for commercial banks, as such, there are only 
tavo ? 

Mr. Harprne. That is right. 

Mr. Parman. In the whole State? 

Mr. Harprne. That is right. You virtually have that in Arizona. 

Mr. Parman. You say “There never need to be an inadequacy of 
examination because member banks are examined by Federal Reserve 
banks, nonmember insured banks, by Federal Deposit Insurance Cor- 
poration. Very few banks are not insured.” 
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I am quoting your language there, Mr. Mullins. Who pays for 
the examinations made by the Federal Reserve banks ? 

Mr. Mututins. My bank is examined by the National Bank Au- 
thority—of course, we are members of the F ‘ederal Reserve System, and 
you asked about the examination by the Federal Reserve banks—the 
bank pays it. 

Mr. Parman. That is through the Federal Reserve. Now, who pays 
for it where the Federal Deposit Insurance Corporation makes the 
examination ? 

Mr. Mutuixns. It is my understanding that the banks pay it. 

Mr. Parman. In every case the bank pays for the examination. 
I was disturbed about th: at. First National City Bank under the Hold- 
ing Company Act. It looked to me like they were very quickly and 
openly defying thelaw, Did it appear that way to you? 

Mr. Muuuiins. Or trying to take advantage of it. 

Mr. Parman. By a loophole? 

Mr. Muuurns. Yes. 

Mr. Parman. Now, around here I have discovered, Mr. Mullins, 
that you not only have loopholes in laws, but sometimes we have loop- 
holes in loopholes, That was particularly true in that 1954 Tax Bill. 
They have discovered about 100 major loopholes that cost the Govern- 
ment a lot of money. ‘That is the reason I have always insisted that 
Members of the House should have administrative assistants to help 
the Members in looking over these bills. The Members would know 
what they were voting on before they vote. 

I am in accord with your suggestion about holding-company legis- 
lation. 

You make an alarming statement here that coincides with my be- 
lief, too. 

The number of banks is growing less. Branches are increasing. Holding 
companies are acquiring more subsidiaries. In some States—and there are 
quite a number of them—the bank holding company is in a dominant position. 
It would be unwise to further add to their power: If we believe in a democratic 
economy, if we feel that there shouldn’t be any approaching of monopoly in 
banking, if we feel that communities are served best by their local financial in- 
stitutions, if we disbelieve in landlordism, then we should check a dangerous 
trend before it gets out of hand. 

I think that is a wonderful statement. 

Mr. Muuurns. Thank you, sir. 

Mr. Parman. Now the reason I believe that banking should be 
owned and operated by local people is that whenever a charter is 
granted for a local community, that carries with it a lot of privileges 
and a lot of benefits that no other corporation or person in the land is 
entitled to exercise. 

You take, for instance, the fractional reserve system, which I do not 
oppose. I think it should be used in the public interest, and not used 
just for private greed or private profit. If used in the public in- 
terest, it is all right, but the fact is that in the banking system today, 
we will say that. five- sixths of the security behind the money that 
is out is the Government’s responsibility, and one-sixth is the bank’s, 
because that represents their reserves. 

Am I wrong about that, Mr. Mullins? If I am, tell me where I am 
wrong. 

Mr. Motuins. I wouldn’t want to say you are wrong about it, Mr. 
Patman, because I don’t really think you are. 








{194 FINANCIAL INSTITUTIONS ACT OF 1957 


Mr. Parman. If the banks are allowed to keep less and less in 
reserves, that makes the opportunity less and less for additional banks, 
because if you let existing banks have free reserves—in other words, 
you reduce reserve requirements by $1 million which allows the banks 
to extend loans and make investments equal to $6 million—why, that 
deprives people of the incentive to organize new banks. 

Were you here yesterday when I ‘brought out about how much it 
would mean if we reduced—I want Mr. Kilburn to hear this, particu- 
larly, he being a good banker—I know he will want to hear it—if we 
were ‘to carry “out the ABA’s recommendation and reduce the reserve 
requirements, that means that automatically, without the banks even 
spending as much as a postage stamp, or being out anything in the 
world, they would immediately have the equivalent of $6 300,000,000 
in the Federal Reserve banks the next day, upon which they could 
expand 10 to 1. That means that they could expand $63 billion. 

That is the goal of the American Bankers Association. I think it 
is going too far. 

Now, what chance, or what opportunity exists for a person or a 
community to go into the banking business, if the banking business 

can always get ‘its reserves free, and get more and more—in this case 
billions of dollars? 

I just don’t see that, and I don’t think that the American Bankers 
Association should insist on that. 

Mr. Kitpurn. May I comment on that? 

Mr. Patman. I am not asking for your comment, but if you have a 
comment I would be very glad to yield. 

Mr. Kirsurn. I think that would be an inducement for somebody 
to go into the banking business. 

Mr. Parman. An inducement ? 

Mr. Kireurn. Yes. 

Mr. Parman. That is mighty nice for the existing bankers. 

The lower the reserves, the riskier the banks are, and the less com- 
petition they can stand, and the more protection they must have. 

The Federal agencies give each bank a monopoly position, though a 
limited monopoly position, and they maintain this monopoly to pro- 
tect the banks. These agencies do not allow a new bank to be formed, 
or allow a branch of an already-existing bank to be formed, until 
they make sure that the population and the banking opportunities of 
that area have grown to a point where the new bank will not take 
any substantial business aw: vy from a bank already in the area, or set 
off any substantial competition with the banks in the area. 

The Comptroller of the Currency will not grant a charter for a new 
national bank except when he is sure that a new bank will not jeopar- 
dize any already-established bank; and the FDIC will not grant 
insurance to a new State bank except under the same circumstances; 
and without FDIC insurance it is not likely that a State bank will 
be formed. 

So when you reduce the percentage of reserves the banks are re- 
quired to kee ‘p, you make the banks more shaky, and the Comptroller 
will then—quite naturally—enlarge the area around each bank where 
he will consider that it is not safe to let a new bank or a new branch 
come into being. 

Mr. Kizevrn. You will agree with me, then, that the question of 
reserves is: you only need the reserves you should have to protect the 








FINANCIAL INSTITUTIONS ACT OF 1957 1195 


depositors in the bank. That is all. The rest of it, if you can get 
free reserves and make more money for the bank, you can probably 
reduce the rate of interest to all the borrowers. 

Mr. Parman. If you want to look at it from the standpoint of the 
bank ; why not consider the public? 

Mr. Kitpurn. The public is the borrower. 

Mr. Parman. I am criticizing ABA for wanting to go too far, It 
occurs to me that the people have no protection, and Congress has no 
protection through the existing agencies. 

Mr. Mullins, T noticed your criticism of the Comptroller, and I 
thoroughly agree. It looks like a conflict of interest to me. It 
shouldn’t be there. He represents the national banks, yet he is on a 
board to determine whether or not a State bank can get insurance. 
It doesn’t make sense to me. It is just not right. 

Well, now, this conflict of interest, I think, is terrible. Now, the 
reason I say the people have no protection, the Comptroller of the 
Currency never offers any suggestions here to improve the banking 
system, to my knowledge, to help the people and make it easier for 
local communities to get loans, to have local industries in the local 
communities, or to protect the people, except where it helps the bank 
first. 

Now, I am for helping the banks. That helps the communities. 
But you take, for instance, on the branch banks, they are all for branch 

hanks. The Comptroller is. More branches. I think that is against 
public interest. The alah rights and privileges and welfare, 

| don’t think, are properly represented by the Comptroller of the 
Currency. I am not talking personally about Mr. Gideay:, % who hap- 
pens to be the present Comptroller of the Currency. I am talking 
nbout the office he holds and what come to be considered as the main 
functions of that office. 

As I said, when interrogating one witness, I believe yesterday, citi- 
-ens of Venezuela went to New York recently and bought up a bank, 
lock, stock, and barrel. They are not citizens of this country. Now, 
ihat was on the front page of an important newspaper. I never heard 

f the banking authorities taking any stand on it at all. I think that 
mght to be stopped. We shouldn’t let foreigners come in here and 
"uy up our banks and expand the currency 6 to 1, using it for their 
yvwn advantage. 

Mr. Kinpurn. Are you going to stop labor unions from buying 
banks? 

Mr. Parman. If they are citizens of foreign countries. If labor 
unions in Venezuela want to buy United States banks, I would be 
opposed to it. 

[ have a feeling that people in the Congress are not given informa- 
tion about how they may improve our banking laws. We hear very 
little about that, and I am really disturbed at this trend toward and 
concentration of monopoly through mergers and otherwise—I am 

‘eally alarmed over it, because it is bad to have only a few banks, as 
we have, with such a large percentage of the banking resour 
Twenty banks have over 20 percent of the bankirg resources of the 
entire Nation: did you know that, Mr, Mullins? 

Mr. Mutuins. Iam not familiar with the percentage. 

Mr. Parman. A very few banks own a large part of the resources. 

Mr. Muturns. Oh, yes; I know it. 








1196 FINANCIAL INSTITUTIONS ACT OF 1957 


Mr. Parman. Those few banks can be interlocked with a few big 
businesses, and they can have a great deal of control over our entire 
economy. For instance, if a group of businessmen want to put a 
steel mill up there in Mr. Kilburn’s district and his bank can’t furnish 
enough money, and they go down to New York to get the money, why, 
they ‘would have to go before a board of directors who are likely to be 
steel men themselves. They wouldn’t think of making money avail- 
able for a steel mill. 

Mr. Kizsurn. Don’t forget this, though, if you knew the situation 
in New York City, for example, I don’t know any place or any indus- 
try where the competition between those big banks is so tough, so that 
these big banks are competing with each other all the time. A steel 
mill down in Texas, if they can’t get it from one, they can get it 
from the other. 

Mr. Parman. Up to a point they compete, but beyond that they 
get in the bed together. They have interlocking directorates and 
they are not going to go against their mutual interests. 

Mr. Harding, I appreciated your statement, too, as I said this 
morning. You mentioned some of the same problems arising from 
the concentration of banking resources. Do you have any further 
suggestion to make as to what we could do to prevent further concen- 
tration ? 

Mr. Harprne. I believe the suggestions we have made here will 
strengthen the marger provision materially. I am not an attorney 
so I can’t pass on whether the merger provisions should be strengthen- 
ed through amendment to the C layton Act or through the Banking 
Act—that i is, the FDIC. I believe that the merger provisions should 
be as strong as possible to prevent any merger that tends to sub- 
stantially lessen competition, or a tendenc y to monopoly. 

Mr. Parman. Now, you brought out a point that I am well familiar 
with, because over the years I have dealt with the antitrust laws. 
Justice Brandeis told me one time—he used to be my neighbor here in 
Washington. I used to visit with him a lot. He said, as to the 
regulatory laws, the large concerns have the advantage of the small 
concerns, because they can go into court to get a definition of a word 
or a phrase and the matter will linger in court, from the trial court 
to the appeals court, to the Supreme Court, and take years and years 
and years to finally get passed on. 

And sometimes where the case was the United States against some- 
body, that during these many, many years of delayed litigation, the 
Justice Department lawyers will be changing all the time. They 
become less eager and less enthusiastic, and oftentimes some of them 
would get out and even join the firms of the other side—not to par- 
ticipate in the case, probably, but nevertheless get on the other side of 
the case. During that time the little man is Just being squeezed out 
and squeezed out and squeezed out. 

Now here is an example. The antitrust laws have used the words 
“substantially lessen competition.” This is a well-known and pretty 
well-defined phrase. It has been defined or reviewed by the judges 
of all the district courts of this country, and by the appellate courts 
and the Supreme Court of the United States. We know what it 
means. But now if you change the rules of the game, in the middle 
of the game, and you strike out a phrase that has alre: ady been defined 
so that we know how the courts will likely hold, and insert an entirely 
new phrase, we are pioneering, then, on a new definition, And you 
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start back, with the long process Justice Brandeis described, at the 
bottom, in the local court, and you go up again, through years and 
years and } years, to find out what that new phrase means, 

I think we would be cert: ainly unwise in substituting an unknown 
phrase with an unknown definition for a phrase whose definition is 
well known and that has been passed upon by the Supreme Court of 
the United States. 

I think your argument there is a very powerful one. 

Mr. Harpine. Mr. Patman, may I say that in addition to the 
merger provisions, there is the other two suggestions that tie in with 
that proposed in Mr. Mullin’s statement. The one is tightening the 
Bank Holding Company Act of 1956 so that a holding company 
within a State cannot circumvent the branch banking laws of that 
State. And then cutting out this power, what we call the invitation 
to merge, that is given in those provisions that enables the bank to 
buy stock in another bank. 

Mr. Parman. That is good. That is good. We must give considera- 
tion to everyone of those amendments, I know there is an effort being 
made to rush this bill through, to get it passed fast. 

Mr. Brown. Y _ are making a statement you cannot document. 

Mr. Parman. I can document it. 

Mr. Brown. You are making a statement that you know is not true. 

Mr. ParmaNn. It is my belief. I can show it by the record. 

Mr. Brown. Go cat 

Mr. Parman. You state here— 

The concentration of banking controls can take place through normal growth 
by branching, by merging, and through expansion of bank holding companies. As 
to normal growth, that presents no great problem.* Branching of banks has been 
left by Congress to the separate States to determine. However, in delegating this 
responsibility to the States, never was it in the mind of Congress that the branch- 
ing privilege would be used to gobble up existing banks in terrific numbers such as 
occurred, 

That is going on right now, right before our very eyes, in broad 
daylight, all over America. Incre asing concentration of banking re- 
sources and interlocking with the large concerns, and this is affecting 
and influencing the entire economy. 

Mr. Harpina. Mr. Patman, may I supplement that statement there 
by expli aining the difference between branching, from the beginning— 
that is, a new branch, in an area, to serve a territory that has no bank- 
ing facilities, and what has been going on? That is, the branching 
that has been done. In recent years it has been to a very large degree 
the buying of another bank, absorbing; cannibalism, as we « call it, just 
eating up “another independent b: ank, : ‘and thereafter operating it as a 
branch. 

Now, *f the law had said, de novo, branches were permitted, we never 
would have had this situation of concentration of banking control that 
we have today, but it didn’t. It said “branching,” and “left it either 
way, or at least nothing was said on it. Those “who seek to become 
gigantic organizations have seized on that merger provision, or possi- 
bility, to buy banks and operate them thereafter as branches. 

Mr. Parman. I hope every Member of Congress will hear this word 
of alarm that you gentlemen are sounding. This great Independent 
Bankers Association is doing a great public service in bringing this 
matter to the attention of Congress. 
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Now, you state here: 

The statistics showing the death by merger of many banks each year at an 
accelerating pace, unless checked, foretell the doom of our present American sys- 
tem of locally owned and competitive banks, with an ever-growing concentration 
of banking control, into fewer and fewer hands. 


Now, you are warning Congress of that. You are telling Congress 
what the situation is, and I hope Congress pays some attention to it. 
I am glad to know from the chairman, Mr. Brown, that no effort will 
be made to rush this bill through. I will take his word for that, 
because he is an honest, honorable person. 

Mr. Brown. I believe it is your desire to keep us here a year. We 
have had more time on this bill than any bill that has been before this 
committee in the last 22 years. We have spent more time on this bill 
in the Senate and in the House than any bill since I have been in 
Congress, and we will continue until we hear the witnesses. 

Mr. Parman. Let’s be fair about that, Mr. Chairman. We haven’t 
had any bill of any importance in the last 20 years, on banking. We 
haven’t had any important banking bills. Always we couldn’t get 
hearings on a bill at all. 

Now this bill involves three or four hundred statutes. Each one 
would require normally a bill in its own right. And you are bringing 
in three or four hundred bills here in one—one that is 251 pages long, 
to be considered at one time. That is the reason it takes so much time. 

Mr. Brown. We are giving you the time, but you want all the 
time. I want the other members to have some time. I am going to 
see that they are recognized. (Go ahead. 

Mr. Parman. I have been here and the chairman has, too, when the 
members would take 3 or 4 days in interrogating witnesses, after- 
noon and morning. I am not going to ask any questions that are not 
germane. If I do, I expect the chairman to call me down. As long 
as Task germane questions I think it is all right. 

Mr. Harding, about the Attorney General of the United States 
opinion—I notice you state here— 

Although the Senate approved this, the original sponsor of the Federal Reserve 
soard could advance no sound reason other than the fact that this had been 
a method used to delete the provisions permitting banks to purchase stocks in 
another bank as a step toward merging and the restoration by amendment of 
the provision relating to the expansion of bank holding companies within our 


home State, in a 251-page bill. They are three interrelated bills of the utmost 
importance to the preservation of our American system of diffused control over 
banking—a system that has served our country so well. 


Congress in the past has resisted efforts to break down this system of locally 
owned banks and has closed loopholes by which ambitious men sought to thwart 
the will of Congress and to bring about concentrated control over alarming and 
ever-expanding segment of banking. We urge that these three proposals par- 
ticularly receive your approval to the end that Congress once again, will seek 
to prevent the further undermining and ultimate destruction of independent, 
competitive banking in this country. 


A wonderful statement. Now, about the insurance provision, Mr. 
Mullins, and Mr. Harding; do you know of any national banks that 
are engaged in the insurance business ? 

Mr. Muuuins. I don’t personally know of one. In Texas a cor- 
poration is prevented from being an insurance agent in what is called 
the recording agency, so all insurance agencies in Texas have to be 
actual persons. 
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Mr. Parman. Do you know of any, Mr. Harding? Do you know 
of any State banks ? 

Mr. Harprne. I have heard of some, but I don’t know of any. 

Mr. Parman. Now, Mr. Mullins, Texas has a law like you say it 
has. I am familiar with it—where they won’t license a corporation 
to sell insurance, but if this provision, section 45 is really the law, 
now, the way the courts have held on a provision like this, that State 
law would not prevail against this law. The national act would pre- 

vail, and the national banks would go ahead and be in the insurance 
business anyway. Section 51 of this bill says that no State can re- 
quire a national bank to get a license, but I do not believe this section 
is the law now, and I am sure that the lawyers of the country have 
always told the banks to stay away from it, because it is not the law. 

Now, this section 45 that is in here 

Mr. Brown. Mr. Patman, will you yield to me there? 

Mr. Parman. Yes. 

Mr. Brown. The present bill doesn’t undertake to change present 
law. 

Mr. Parman. It puts in something representing it to be the present 
law which the United Code says is not the law. And the viciousness 
of it is, if there is any viciousness in it, that it would be put in under 
the guise of being existing law. That puts the members to sleep on 
that thing. Well, it is just the law, why do anything about it, why 
ask any questions about it, it is just the existing law, and it passed 
the Senate committee that way. 

And the Senate committee wrote in their report that this provision 
45 is just a continuation of existing law. Now, it develops that the 
Comptroller of the Currency got out instructions to banks to carry 
out this section 45, he said, in conformity with the code. When you 
look at the code, it is not in there. 

Mr. Berrs. Would you yield, Mr. Patman? 

Mr. Parman. Yes, I yield. 

Mr. Berrts. I would like to make one observation, since you raised 
that question before. In the code of 1946, that section was included. 

Mr. Parman. It was included in 1926, too. 

Mr. Berrs. That is an indication to me. That the codifier was 
aware of the difficulty, because in the code of 1952 he did not say it 
was repealed, he simply stated the fact that it was omitted in that 
amendment, and to me it is a legal question, and I don’t think that 
ees on this committee can say that it is or is not the law. 

Mr. Parman. I can say it is my belief it is not the law, and I can 
quote the code of 1952 that is referred to. It is not in the code. 
The prima facie evidence is that it is not the law or it would be in 
the code. If you were to go before a judge right now on that question 
and submit this code of 19: 52, he would say this section 45 is not part 
of the law, because it is not in the code. That is prima facie. Then 
you would have to come back and you would make a case from the 
statutes themselves. 

Now, in 1926 it first appeared in the code after its repeal in 1918. 
That was in a codification that was made by two private book com- 
panies, and I don’t think anybody is proud of the job that was done 
on that code. And then it showed up again in 1946. I know that. 
It showed up in reprints by the Federal Reserve Board. I know that. 
But that doesn’t get away from the fact that in 1916, on September 7, 
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the section was enacted into that law and that 18 months later, on 
April 5, 1918, it was repealed; and nobody can show where it was 
ever put back on the statute books. The fact it was put in the code 
anyway doesn’t add anything to its standing at all. It was just put 
in there when it shouldn’t have been there. 

Mr. Brown. If you will pardon me for a moment, I received sev- 

eral letters, and I guess all the members have, and I guess I have had 
a hundred members call me up about it. I told them there would 
be no change in the present law; that there is nothing in this bill to 
change the present law. 

I don’t know now of any banks in my section of the country writing 
insurance, and I don’t believe in banks writing insurance. I think 
we are making a mountain out of a molehill. 

Mr. Parman. If this is the law, we want to repeal it. I believe 
the gentleman would stand for the repeal of it. But it is not the law 
and therefore we are in no position to repeal something that is not the 
law. I just wanted to bring that to the attention of the chairman. 
Since that was put in there under such doubtful circumstances, it 
causes us to have an obligation to go back through this bill, line by 
line, and word by word. 

Mr. Brown. Will you pardon me again ? 

Mr. Parman. Yes. 

Mr. Brown. Every one of these letters I have received doesn’t want 
the law changed. They don’t want it increased over 5,000. All of 
them say that. I tell them it is my opinion it won’t be done. 

Mr. Parman. The letters I get indicate that they don’t want even 
up to 5,000 population and they didn’t know it was the law, and they 
are scared to death about it and they want it out of the law if it is in 
the law. 

Mr. Brown. I hope you will read your letters again. Mine don’t 
read that way. 

Mr. Patrman. I will read them very carefully, especially since they 
are from my voting constituents. 

Mr. Kizeurn. As I understand it, you are not asking the witnesses 
any questions here. 

Mr. Parman. I ask them every now and then, just like Mr. Kilburn. 

Mr. Kirpurn. I ask questions. With regard to the insurance, I 
don’t know of any banks handling insurance; these witnesses don’t, 
and nobody else does. And the whole thing doesn’t amount to a pinch 
of snuff. 

Mr. Parman. It is because their lawyers have looked into it and 
found out there is no law for it. They would be willing to sell in- 
surance, but they are not willing to rely upon what the C vomptroller 
says because the lawyers, in advising their clients, are more careful 
than that. They will go back and look into it and say “Now, there is 
no law.” The Comptroller refers to the 1952 code, The lawyer 
looks at the 1952 code, and it is not there. That makes it prima 
facie evidence it is not the law; and the lawyers tell these banks “Stay 
out of that business, it is against the law.” That is the reason they 
are not engaged in the business. 

I again want to compliment you gentlemen and your fine association 
for really making great contributions to what I consider to be a great 
cause. I personally feel very kindly toward you for your testimony. 
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Mr. Motus. Thank you, Mr. Patman. 

Mr. Brown. Mr. Kilburn. 

Mr. Krrzurn. No questions. 

Mr. Brown. Are there further questions? 

If not, we have been glad to have your testimony, and you are excused. 

We will meet at 10 o’clock, tomorrow. 

(Whereupon, at 3:28 p. m., the committee adjourned, to reconvene 
Friday, January 24, 1958, at 10 a. m.) 
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FRIDAY, JANUARY 24, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, the Hon- 
orable Paul Brown presiding. 

Present : Messrs. Brown (presiding), Patman, Mrs. Sullivan, Messrs. 
Rutherford, Anderson, Talle, Kilburn, Betts, Bass, and Henderson.- 

Mr. Brown (presiding). The committee will come to order. 

We have with us this morning Mr. William McDonnell. 

Is Mr. Johnson here ? 

Mr. McDonne .t. He is not here, Mr. Chairman. 

Mr. Brown. All of the witnesses representing the chamber of com- 
merce, will you please come around ? 

I understand Mrs. Sullivan wants to make a statement. 

Mrs. Sutiivan. Thank you, Mr. Chairman. 

I want the committee to know that Mr. McDonnell is one of St. Louis 
adopted sons. Arkansas loss was St. Louis gain when Mr. McDonnell 
came to St. Louis in 1944 as executive vice president of the Mercantile 
Bank. And he left there to go to the First National of St. Louis, 
where I believe he is now chairman of the board, and I do want you 
to know that Mr. McDonnell devotes a great deal of his time to many 
of the activities in St. Louis, and he happens to be a brother of the 
very famous and well-known McDonnell, of McDonnell Aircraft in 
St. Louis. 

We welcome you to the committee, Mr. McDonnell. 

Mr. McDonnett. Thank you very much. 

Mr. Brown. Mr. McDonnell, after that very nice compliment, iden- 
tify yourself and proceed with your statement. 


STATEMENT OF WILLIAM A. McDONNELL, CHAIRMAN OF THE 
BOARD, FIRST NATIONAL BANK OF ST. LOUIS, ST. LOUIS, MO. 


Mr. McDonnett. Well, it is certainly a compliment to be intro- 
duced to this committee by such a charming and capable member of it. 
As she stated, I am William A. MeDonnell, chairman of the board of 
the First National Bank of St. Louis. My appearance here today is 
as chairman of the finance committee of the Chamber of Commerce 
of the United States. 

By and large, the national chamber endorses most of the proposed 
changes in the laws relating to finance and credit embodied in H. R. 
7026, the Financial Institutions Act of 1957. This same group of 
witnesses supported the companion bill, S. 1451, before the Senate 
Banking and Currency Committee almost 1 year ago. 
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The chamber’s finance committee has studied carefully the many 
recommendations made to you and the members of the Senate Bank- 
ing and Currency Committee by Government agencies and the Citi- 
zens Advisory Committee for changes in the banking and credit laws 
of the Nation. 

I would like to state briefly the steps which the national chamber 
has taken looking toward the improved functioning of the American 
financial system. Our finance committee was in session here in Wash- 
ington when the original announcement of the banking law revision 
study by the Senate committee was made. The committee was fully 
appraised of the study’s scope and immediately established five sub- 
committees along major lines of the study. These subcommittees have 
been manned by outstanding businessmen and bankers from both 
large and small business organizations. They have worked diligently 
and carefully on the proposed | changes in the laws prior to their ‘intro- 
duction in and passage by the Senate. 

With your permission I should like to introduce at the close of my 
remarks the chairmen of our subcommittees, who will discuss in detail 
the major aspects of the Financial Institutions Act of 1957. 

The interest of the national chamber in matters pertaining to the 
commercial banking system, as well as other financial institutions, is 
of long standing. One of the chamber’s earliest me mbership referenda 
was on the question of the establishment of the Federal Reserve 
System. As a result, the support of the business community was 
shown clearly to be back of the then pending Glass-Owen bill. This 

osition was taken at a time when banking support of the measure was 
by no means unanimous. Since the passage of the Federal Reserve 
Act, numerous features of the banking system have been the subject 
of public reports by the national chamber, and recommendations for 
constructive improvement and modernization of banking laws and 
practices have had our strong support over the years. 

No one, least of all business leaders, can afford to take an attitude 
of indifference toward money and the monetary system. Although 
the subject involves matters of a technical nature, this should not mean 
that the study of banking and financial institution laws should be left 
exclusively to financial managers. While bankers are specialists in the 
management of money, the consequences of their decisions are of great 
importance for all of business and for all citizens as consumers and 
workers. Iam in the commercial banking business myself, but in the 
capacity in which I appear before you today I speak for American 
businessmen. The recommendations which my colleagues and I shall 
make have the approval of the board of directors of the national cham- 
ber who represent the entire business community. 

We should like to commend the work you are doing here to up-date 
the laws regulating financial institutions and credit. Recodifying, 
clarifying, and dropping obsolete laws from the Federal statutes is 
one of the major responsibilities of Congress—a job which is seldom 
undertaken due to the “lackluster” appeal in completing such a task 
but which nonetheless is necessary. 

Although the Senate study of banking law changes does not recom- 
mend change in the existing Treasury regulations for establishment of 
adequate and realistic bad-debt reserves, the national chamber hopes 
that the Congress will give this problem early consideration with a 
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view toward establishing an equitable reserve formula based on today’s 
risks and inadequacy of capital in the banking system. Both the com- 
mittee on finance and the committee on taxation of the national cham- 
ber have urged enactment of a flat industrywide reserve of not less than 
5 percent of eligible loans outstanding. 

Further, the national chamber also recommends the orderly and 
early liquidation of the postal-savings system. This has long outlived 
its useful purpose and now is an undue burden on the taxpayer. 

I realize that there will be recommendations for amendments to the 
Bank Holding Company Act during your hearings. We should like 
to emphasize that this is no time for piecemeal amendments to that 
act since it will come up for review in May when the Federal Reserve 
Board will report to Congress. Then would be the more appropriate 
time to offer amendments and proposals for change. 

The following members of the finance committee, who have over the 
past years dealt with the specific recommendations of the Financial 
Institutions Act as chairmen of their subcommittees will now discuss 
in detail the provisions of the proposed act. Mr. Norfleet Turner, 
Memphis; Mr. Henry C. Coleman, Daytona Beach, Fla.; and Mr. 
George L. Bliss, New York City. I regret that Vivian Johnson, of 
Cedar Falls, Iowa, is not able to attend this hearing personally ; how- 
ever, he has submitted a statement which is attached to the overall 
statement of the national chamber, and I will be happy to present his 
statement if you so desire. 

Mr. Parman. On that statement, I want to reserve the right to 
object to inserting it. Mr. Johnson is the only member of this group 
who is a member of the advisory group. And I think his testimony 
would be very important and enlightening, and I wonder if it can 
be arranged for him to be here later if he can’t be here at this time. 

Mr. Brown. We will pass on that later. 

Mr. Parman. I will reserve the right to object to his statement. 

Mr. Brown. You can ask him questions; can you not? 

Mr. Parman. He is not here. He is a member of the Cravens com- 
mittee. He is the only one of this group who is. 

Mr. Kitpurn. Mr. Chairman, I don’t understand why the objec- 
tion 

Mr. Parman. I reserve the right to object, because I prefer to have 
him here personally. 

Mr. Brown. Do you object to anyone filing a statement ? 

Mr. Patman. No; it is not that at all. 

Mr. Brown. I suggest that you formulate some questions and ask 
him to file the answers, if he can’t be here. 

Mr. Patman. He is the only witness of this group who is a member 
of the Cravens committee, and I think he is the most important one 
of all. I would like to ask him some important questions. Mr. Crav 
ens testified, and I didn’t get to interrogate him. Now here is a mem- 
ber of this Cravens committee who is not here. I want to interrogate 
him. 

Mr. Brown. I am not going to force the gentleman to come here, if 
that is what you are asking. 

Mr. Parman. I reserve the right to object. 

Mr. Brown. You can object as much as you want. We will deter- 
mine whether it is put in the record later on. 

Is Mr. Turner here? 
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Mr. Turner. Yes; Mr. Chairman. 
Mr. Brown. Proceed, Mr. Turner. 


STATEMENT OF NORFLEET TURNER, PRESIDENT, THE FIRST 
NATIONAL BANK OF MEMPHIS, MEMPHIS, TENN., ON BEHALF OF 
THE UNITED STATES CHAMBER OF COMMERCE 


Mr. Turner. Good morning, Mrs. Sullivan and gentlemen. 

As chairman of the national bank and comptroller of the currency 
subcommittee of the national chamber’s finance committee, I should 
like to emphasize that we firmly believe that American banking, as 
an essential segment of free enterprise, requires the widest play of 
initiative, resourcefulness, and intelligence of the management of 
individual banks and freedom from excessive regimentation. 

The national chamber is dedicated to the principle of a dual banking 
system which provides checks and balances consistent with effective 
supervision in a private-enterprise economy of a business with definite 
public responsibilities. 

We strongly support the provision of H. R. 7026 which gives author- 
ity to the three supervisory agencies, the Comptroller, the Federal 
Reserve Board, and the Federal Deposit Insurance Corporation, to 
approve bank mergers and consolidations. 

Competition is a very important and vital influence in our American 
way of life and should not be thwarted; nevertheless, it must never 
be the prime consideration in evaluating the merits of a merger or 
consolidation of banking institutions. Mergers and consolidations, 
per se, rarely result in a lessening of competition, but to the contrary, 
oftentimes stimulate it to a fine degree. 

In a particular community a much more important factor than com- 
petition might be the preservation of a banking institution. For 
example, there m: ay be 4 or 5 good banks, highly competitive ; suddenly 
1 finds itself in a weakened condition, but still solvent. The merger 
with one of the stronger banks might or might not tend to lessen com- 
petition, but if this factor alone were considered, and the merger or 
consolidation denied, the result might be the final liquidation of the 
bank to the detriment of depositors and stockholders and the citizens 
of the community. 

Since the Congress has seen fit to establish sound and adequate 
supervisory and chartering agencies in the highly regulated banking 
industry, it follows that these same agencies ‘should be the determi- 
nants of the effects of mergers and consolidations within their own 
industry. We therefore wholeheartedly endorse the principles set 
down in H. R. 7026 pertaining to mergers and consolidations of bank- 
ing institutions. 

The national chamber offers no objection to the issuance by banks of 
preferred stock. Further, we would support a provision which would 
authorize banks to issue debentures with the approval of the Comp- 
troller of the Currency, if used in emergency situations. 

Since national banks are limited in their access to c apital by way of 
common stock only, this constitutes a deterrent to the banking system’s 
efforts to raise the capital funds it needs. Preferred stock or deben- 
tures might well offer a much more suitable means of acquiring addi- 
tional capital. 
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The liberalization of present laws pertaining to real-estate loans is 
urgently needed for banking. The laws are antiquated in the light 
of modern industrial development; with massive shopping centers, 
new plants, firm commitments from responsible lenders to take per- 
manent loans and with the resulting problem of providing working 
capital loans under term-loan agreements. Furthermore, the present 
restrictions on the total amount of construction loans a bank may 
legally make is unrealistic in view of other safeguards and present-day 
construction costs. 

The effect of this change in the bill will allow national banks to com- 
pete with State banks in the financing of construction of industrial 
and commercial facilities and further preserve the dual system of 
banking. 

Further, we urge enactment of provisions in this bill which would 
restrict States from subjecting national banks to duplicate examina- 
tions and licensing. 

The procedure for election of bank directors has the support of the 
national chamber. Our interest in this portion of the bill is confined 
aera to making cumulative voting optional with national banks. 

nstances are rare indeed where the privilege of cumulative voting has 
been used constructively ; to the contrary, those availing themselves of 
the privilege have in most instances done so at the expense of harmony 
and cooperation in the board of directors and with the management 
of the bank. 

The national chamber wholeheartedly approves of the liberalized 
provisions on the bill with regard to the financial handling of frozen 
foods, dairy cattle, consumer installment paper, and working capital 
loans. These changes in some measure meet the growing demands of 
business for improved banking services which over the past have been 
limited by outmoded laws. 

That completes my statement. Thank you. 

Mr. Brown. Mr. Coleman, you may identify yourself and proceed 
with your statement. 


STATEMENT OF HENRY C. COLEMAN, PRESIDENT, COMMERCIAL 
BANK OF DAYTONA BEACH, DAYTONA BEACH, FLA., ON BEHALF 
OF THE UNITED STATES CHAMBER OF COMMERCE 


Mr. Coteman. I am Henry C. Coleman, president of the Commer- 
cial Bank at Daytona Beach, Fla., and chairman of the subcommittee 
on Federal deposit insurance of the finance committee of the United 
States Chamber of Commerce. 

In discussing that part of the proposed Financial Institutions Act of 
1957 which has to do with the Federal Deposit Insurance Corporation, 
I shall confine my remarks to additions and alterations which repre- 
sent basic changes in the law. 

The national chamber favors the protection of confidential records 
as proposed in section 10 of the Senate bill which provides that corpo- 
ration records pertaining to any insured bank may be disclosed only 
with the prior consent of the corporation. 

We also favor the proposal that an insured bank may destroy records 
pertaining to assessment computation after 5 years. Certainly 5 years 
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is adequate time for the corporation to verify the corrections of assess- 
ment computations. 

The law should be so written as to leave no doubt that a transferred 
deposit from a closed insured bank can be placed in another insured 
bank and that such transferred deposit is payable on demand. To this 
end we strongly urge that the bill contain wording as follows: “Pay- 
able on demand in an insured bank.” 

Further, we agree that prior written consent should be obtained 
from the appropriate Federal supervisory agency before any merger, 
consolidation or assumption transaction can be consummated between 
insured banks or between insured and noninsured banks. Authority 
over bank mergers properly rests within the jurisdiction of the bank 
supervisory agencies and the laws should so specifically state. 

We concur in the proposed change in the law which would enable 
the board of directors of the corporation to take action in a specified 

eriod of time where unsafe practices appear to unduly jeopardize the 
insurance of the corporation. 

The chamber opposes any amendment which would authorize bank 
supervisory authorities to require an outside audit of an insured bank. 
It is believed that the corporation has, under the present law, all the 
authority necessary to determine whether an insured bank is being 
properly operated. Examiners employed by the corporation have 
sufficient training and experience to make a complete audit of a bank 
which appears to be in trouble. 

With your permission, Mr. Chairman, I should like to read one addi- 
tion to this statement, which was inadvertently omitted. 

Mr. Brown. You may proceed. 

Mr. Coteman. The chamber agrees that insured banks should be 
required to report on transfers of stock involving 10 percent or more 
of the bank’s capital to the appropriate supervisory authority. 

We further agree with the provision in Senate bill 1451, that the 
requirement that persons other than registered owners of stock holding 
a beneficial interest therein be revealed to the bank. 

Thank you. 

Mr. Brown. Mr. Bliss. 

Mr. Buiss. Yes, Mr. Chairman. 

Mr. Brown. Identify yourself and proceed with your statement, 
Mr. Bliss. 


STATEMENT OF GEORGE L. BLISS, PRESIDENT, CENTURY FEDERAL 
SAVINGS & LOAN ASSOCIATION, NEW YORK CITY, ON BEHALF 
OF THE UNITED STATES CHAMBER OF COMMERCE 


Mr. Buss. My name is George L. Bliss, and I am president of the 
Century Federal Savings & Loan Association of New York City. 

As chairman of the subcommittee of the finance committee on Home 
Loan Bank Act and Federal Savings and Loan Insurance Corporation 
Act of the national chamber, I should like to discuss briefly some of 
our recommendations on H. R. 7026. 

The Federal home-loan bank system is a member-owned, privately 
financed credit agency operating under the charter of the Federal 
Government. In fact, 3 sections of the bill, titles IV, V, and VI, 
deal with 3 separate activities and 3 wholly different statutes. In 
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keeping with this overall philosophy of the savings and loan regu- 
latory agencies, I offer the following recommendations: 

1. We renew an earlier recommendation to the Senate Banking and 
Currency Committee that reference to the “Board of Trustees of the 
Federal Savings and Loan Insurance Corporation” be restored to 
section 8A, in or rder that the separate corporation status of the Federal 
savings and loan association shall be clearly established. 

Mr. Parman. Where are you reading from, please? 

Mr. Buss. I am interpolating a little bit, sir. The substance of 
the recommendation, I have tried to amplify. In other words, our 
recommendation is with reference to the Board of Trustees of the 
Federal savings and loan association, which has been eliminated from 
section 8A, that it be restored. It is now in the present act. So 
that the separate corporate status of the Federal Savings and Loan 
Insurance Corporation shall be clearly established. 

2. Subdivision (b) of section 10; we recommend that the phrase 
“with respect to which the home mortgage was given, as such real 
estate was appraised when the home mortgage was made” should be 
restored, for the reason that the language is clear and practical, 
whereas the revised language is vague and could be the subject of 
possible abuse. 

3. In section 20, the phrase “the Home Owners’ Loan Act of 1933 
as now or hereafter in force, or title IV of the National Housing 
Act as so in force” should, in our opinion, be stricken from the bill 
at this point, and suitable provision for the qualification of examiners 
be placed in title V and VI, respectively. Section 20 relates to the 
home-loan bank system. It is only logical that these provisions, 
which relate to the two other activities, should be located where 
anyone looking for them would expect to find them. This is clearly 
the intent of the recodification of the banking and credit laws being 
undertaken by this committee. 

4. Section 6 of title V should be revised to provide that the con- 
ditions under which a Federal savings and loan association may 
establish branches shall be identical with the branch powers of a 
commercial bank located in the same State, for the reason that con- 
ditions of membership in the home-loan bank system should all be 
located in the Home Loan Bank Act. 

5. Subdivisions (a), (b), (c), and (d) of section 7 of title V 
should be deleted. We oppose these provisions for the reason that 
they would result in a weakening of the fiduciary duties and obliga- 
tions applied to directors of the : savings and loan associations. The 
predominant effect of these provisions would be completely different 
from their intent in that it would legalize certain types of self-dealing 
which is now prohibited. . 

Subdivison (e) of section 7 should be replaced with a provision 
that no office or director may be obligated directly or indirectly, on 
any loan, except for a first-mortage loan on a dwelling occupied as 
his home. 

7. Subdivision (a) of section 403 in title VI should be revised by 
restoring reference to the “board of trustees.” This point goes back 
to my earlier recommendation in section 8A of title IV regarding 
the importance of maintaining a distinct corporate status for all three 
of these agencies. In section 403J, the references to Federal home- 
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loan bank members should be stricken and if deemed warranted 
put into the Federal Home Loan Act, title IV. 

8. The new language in the last two sentences of subdivision (c) of 
section 404 should be deleted from the bill. I think I should identify 
those, Mr. Chairman, that is the language that states that in consid- 
ering applications for insurance, the corporation should give full con- 
sideration to all factors in.connection with the financial conditions 
and policies of applicants. The need for additional insured institu- 
tions in the community, and the effect of the granting of insurance 
upon existing insured institutions in the community, and shall have 
epee to impose such conditions to insurance, which conditions may 

e conditions precedent or conditions subject. as it may deem neces- 
sary or advisable in the public interest or for the protection of in- 
vestors. 

Any such conditions heretofore imposed are hereby validated. 

The reason for our recommendation that these two sentences be 
eliminated is that they do not establish specific standards, and that the 
power thus granted could be used to deny insurance of accounts to 
solvent and well-managed institutions, existing institutions. 

9. We also renew an earlier recommendation made to the Senate 
Banking Committee last session that subdivision (e) of section 404 be 
revised by eliminating the requirement for approval of mergers where 
the liabilities of the receiving association are not inc ‘reased by more 
than 25 percent for approval « of the purchase of assets which are a 
legal investment for the association making the purchase, and for the 
sale of assets. 

Mr. Brown. Mr. Johnson, I believe, is not here; is that right? 

Mr. McDonnett. That is right. 

Mr. Parman. Is there a reason for his not being here ? 

Mr. McDonnewu. He wrote us that he wanted to be here, but he 
had some other obligations and commitments which made it impossible 
for him to come. 

Mr. Patrman. Mr. Chairman, I am reluctant to, of course, object 
to anybody putting anything material into the record, and I don’t 
object to this statement of Mr. Johnson going in, but I want to make 
this observation. That is this: Mr. Cravens was here, and we didn’t 
get to interrogate Mr. Cravens on very important matters. Mr. John- 
son was supposed to be here today. and, of course, he is not here. And 
I would like to interrogate him. 

I hope he comes here in the future. Do you think he will be here 
in the future, Mr. McDonnell? 

Mr. McDonne tt. I don’t know, Mr. Patman. Wecan ask him to. 

Mr. Parman. I assume he is not just deliberately trying to stay 
away, and that he doesn’t fear examination by members of this 
committee. 

Mr. McDonnetu. Not at all. 

Mr. Parman. It is unusual that members of a committee like that, 
the Cravens committee, wouldn’t want to come and subject themselves 
to interrogation. With the understanding that Mr. Cravens will 
come back here for interrogration, I will not object to his statement 
being inserted in the record. 

Mr. Brown. Mr. McDonnell, vou may read Mr. Jolnson’s state- 
ment. 
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Mr. McDonne tt. I will be glad to read it, and I might say this: 
We didn’t have too much notice that we would have this: opportunity 
today, and I think Mr. Johnson—I am sure Mr. Johnson just had 
some other appointments he couldn’t possibly change. He said his 
statement will cover the Federal Reserve System and the Federal 
Reserve Act. I will read his statement. 


STATEMENT OF VIVIAN W. JOHNSON, PRESIDENT, THE FIRST 
NATIONAL BANK, CEDAR FALLS, IOWA, ON BEHALF OF THE 
UNITED STATES CHAMBER OF COMMERCE, READ BY WILLIAM A. 
McDONNELL 


Mr. McDonne tv. My statement will cover the Federal Reserve 
System and the Federal Reserve Act. Since many of the recom- 
mendations for change were merely corrective or to remove obsolete 
prov isions, I shall not mention all of them. 

The Federal Reserve System was conceived as a vital part of the 
mechanism of commerce, industry, and agriculture and not as an 
agency for implementation of a highly developed scheme of Govern- 
ment economic planning. ‘The national chamber believes that the 
Federal Reserve has carried out this concept to the best of its ability. 

The Federal Reserve System, of course, is responsible to Congress, 
and through it to the people as a whole; but it 1s essential that it be 
entirely independent of domination from other branches of the 
Government. 

Recommendations which are most important are covered in the 
following comments: 

1. H. R. 7026 would require each director of Federal Reserve banks 
to be a resident of the Federal Reserve district on whose bank board 
he is serving. The national chamber recognizes the intent of this 
recommendation but feels that the principal place of business should 
determine membership on the Board, rather than residence. 

The chamber previously has endorsed a recommendation of the 
Senate Advisory Committee regarding payment of Reserve bank 
earnings to the Treasury. We stated that a franchise tax probably 
would be the simplest method of clarifying a difficult situation, but 
that a statutory directive of transfer of any specified percentage of 
bank earnings might at some time become an onerous and undesirable 
provision. We favored legislation authorizing the Federal Reserve 
Bank Board to transfer annually to the United States Treasury such 
portion of net earnings as the Board deems appropriate. This rec- 
ommendation is continued. 

The national chamber recommends that the portions of the 
Federal Reserve Act which would allow a bank to temporarily hold 
- stock of another bank in an absorption be deleted from the bill. 

. Further, we approve of the bill’s increase from $2,500 to $5,000 
i amount that may be loaned by a member bank to its executive 
officers. 

That completes the reading of Mr. Johnson’s statement, Mr. Chair- 
man. 

Mr. Brown. We will proceed now under the 5-minute rule 

Mr. Kilburn is recognized. 
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Mr. Kirpurn. Mr. McDonnell, on page 3 of your statement, I am 
not just clear as to the second par agraph. Just what do you mean 
there, “with a view toward establishing an equitable reserve formula 
based on today’s risks and inadequacy of capital in the banking sys- 
tem”; just what do you mean by that ? 

Mr. McDonney. Well, we recommended to the Senate committee 
that some change be made in the Treasury formula that permits banks 
to set up reserves against losses. The present formula is a 20-year 
average. 

You take the average losses over 20 years as a percentage of total 
loans, and you are allowed to set that up as a reserve, taking credit, 
income taxwise, just as if it were an actual loss. 

Mr. Kitsurn. Just a minute, right there. Of course, eventually, 
as we go along in life, if there isn’t an actual loss, you still have to pay 
a tax on it, don’t you 

Mr. McDonnex. That is right. 

Mr. Kizsurn. Or if you liquidate the bank and there wasn’t any 
loss, you would have to pay a tax ¢ 

Mr. McDonnett. That is right. As far as the taxes are concerned, 
in the long run, it makes no difference, but it enables banks to set up 
reserves to meet extraordinary conditions. They set them up in good 
times rather than waiting in bad times when losses come about. We 
think that that formula is not liberal enough, that banks should be 
allowed to set up greater reserves than under the present formula. 

It was not included in the law, and I simply mentioned it here to 
express a hope that the Congress would do something about that in 
the future. 

Mr. Kizzurn. Suppose a bank sets up those reserves under the pres- 
ent formula, or under that which you propose, and then they decide 
they don’t need those reserves and they put them back in undivided; 
they can do it, but they still h: ave to pay the tax / 

Mr. McDonnetu. They can’t put them back in undivided profits. 

Mr. Kitpurn. They can if they pay the tax, can’t they ? 

Mr. McDonnetu. Well, yes, if they paid the tax, certainly. 

Mr. Kitsurn. That is all. 

Mr. Brown. Mr. Patman. 

Mr. Parman. Mr. McDonnell, you stated that you set up 5 subecom- 
mittees at the same time that the Cravens committee set up 5 subcom- 
mittees. You have the names of the chairmen in the record. Who 
else was on that committee with Mr. Johnson, and what was the name 
of that committee ? 

Mr. McDonne tu. That was the subcommittee on the Federal Re- 
serve Act. 

Mr. Parman. The Federal Reserve Act? 

Mr. McDonnett. Yes, sir. 

Mr. Parman. Who was chairman of the subcommittee on national 
banking laws? 

Mr. McDonne tu. Mr. Turner. 

Mr. Parman. Mr. Turner who is here? 

Mr. McDonnett. Yes, sir. 

Mr. Parman. Who else was on that committee with you, Mr. 
Turner ? 

Mr. Turner. With me, Mr. Patman? 

Mr. Parman. Yes. 
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Mr. Turner. Well, there is Mr. Clarke Bassett from Minneapolis. 

Mr. Patrman. What i is his business ? 

Mr. Turner. He is in the banking business. Mr. Betts from Texas. 

Mr. Parman. What is his business? 

Mr. Turner. Mr. I. F. Betts. He is in the banking business. Mr. 
Paul S. Gillespie from Missoula, Mont. He is in the banking business. 
Mr. Russell Hunt from Tulsa. He is in the banking business. 

Mr. Parman. And you are the chairman of that subcommittee ? 

Mr. Turner. Yes, sir. 

Mr. Parman. And, Mr. McDonnell, would you please put the names 
of all these subcommittees and the chairmen in the record at this 
point, and also state their occupations ? 

Mr. McDonnetu. Yes, sir. Do you want me to file it? 

Mr. Parman. I want you to file it at this point in the record. 

Mr. McDonnetu. Yes, sir. 

(The information refer red to is as follows :) 


FINANCE COMMITTEE 


Chairman: William A. McDonnell, chairman of the board, First National 
Bank in St. Louis, St. Louis, Mo. 

Clarke Bassett, vice president, First National Bank of Minneapolis, Min- 
neapolis, Minn. 

Harry W. Besse, president, Boston Stock Exchange, Boston, Mass. 

I. F. Betts, president, The American National Bank of Beaumont, Beaumont, 
Tex. 

Carl A. Bimson, president, Valley National Bank, Phoenix, Ariz. 

Hulbert T. Bisselle, president, the Riggs National Bank, Washington, D.C. 

George L. Bliss, president, Century Federal Savings & Loan Association, 
New York, N. Y. 

Justin D. Bowersock, executive vice president, Union Trust Co., Washington, 
D. C. 

Henry C. Coleman, president, Commercial Bank at Daytona Beach, Daytona 
Beach, Fla. 

Edward S. Dabney, president, Security Trust Co., Lexington, Ky. 

Selden B. Daume, vice chairman of the board, Detroit Bank & Trust Co., 
Detroit, Mich. 

Archie K. Davis, chairman of the board, Wachovia Bank & Trust Co., Winston- 
Salem, N.C. 

William L. Day, chairman, First Pennsylvania Banking & Trust Co., Phila- 
delphia, Pa. 

Edward K. Dunn, Robert Garrett & Sons, Baltimore, Md. 

Edward J. Frey, president, Union Bank of Michigan, Grand Rapids, Mich. 

Paul S. Gillespie, president, the Western Montana National Bank, Missoula, 
Mont. 

C. Cheever Hardwick, partner, Smith, Barney & Co., New York, N. Y. 

Russell F. Hunt, executive vice president, First National Bank & Trust Co., 
Tulsa, Okla. 

V. W. Johnson, president, First National Bank, Cedar Falls, Iowa. 

Leland J. Kalmbach, president, Massachusetts Mutual Life Insurance Co., 
Springfield, Mass. 

R. A. Liggett, chairman of the board, First National Bank of Tampa, Tampa, 
Fla. 

Louis B. Lundborg, vice president, Bank of America National Trust & Savings 
Association, San Francisco, Calif. 

James W. McElroy, president, First National Bank, Baltimore, Md. 

Archie W. McLean, president, the Planters National Bank & Trust Co., Rocky 
Mount, N. C. 

Clarence G. Michalis, chairman, the Seamen’s Bank for Savings, New York, 
Ad. 

Philip H. Nason, president, First National Bank of St. Paul, St. Paul, Minn. 

Aksel, Nielsen, president, Title Guaranty Co., Denver, Colo. 


95375—58—pt. 223 
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James Parker Nolan, partner, Folger, Nolan, Fleming-W. B. Hibbs Co., 


Washington, D.C. 


Harris V. Osterberg, secretary, Nebraska Bankers Association, Inc., Omaha, 


Nebr. 


Andrew N. Overby, vice president, the First Boston Corp., New York, N. Y. 
Herbert VY. Prochnow, vice president, the First National Bank of Chicago, 


Chicago, Ill. 


Robert W. Rebney, vice president for finance, the Greyhound Corp., Chicago, Il. 
William J. Riley, president, the Union National Bank, East Chicago, Ind. 
Norfleet Turner, president, the First National Bank of Memphis, Memphis, 


Tenn. 


Richard Wagner, chairman of the board, Champlin Oil & Refining Co., Chicago, 


Til. 


George W. West, chairman of the board, West Lumber Co., Atlanta, Ga. 


(Federal home loan bank). 


John P. Williams, executive vice president, radio station WING, Dayton, 


Ohio. 


Burnam Yates, president, the First National Bank of Lincoln, Lincoln, Nebr. 
Edward H. York, Jr., partner, Drexel & Co., Philadelphia, Pa. 
Secretary: Don Lester Waage, finance committee, Chamber of Commerce of 


the United States, Washington, D. C. 


SUBCOMMITTEES OF THE FINANCE COMMITTEE 


Credit unions 
Louis B. Lundborg, chairman’ 
Carl A. Bimson 
James W. McElroy 
Philip H. Nason 
James Parker Nolan 

Debt management 
C. Cheever Hardwick, chairman 
Harry W. Besse 
Leland J. Kalmbach 
Robert W. Rebney . 

Richard Wagner’ 
John P. Williams 
Edward H. York, Jr. 

Federal Deposit Insurance Corporation 
Henry C. Coleman, chairman 
Edward 8S. Dabney 
Archie K. Davis’ 

Edward K. Dunn 
Harris V. Osterberg 

Federal Home Loan Bank Board 
George L. Bliss, chairman 
Archie W. McLean 
Aksel Nielsen 
George W. West’ 

1 Member of the board of directors. 


Mr. Parman. Very well. Now, Mr. Turner, did you make recom- 
mendations on section 35 and section 45; you favored these, did you 


not ? 
Mr. Turner. Which is that? 


Mr. Parman. Section 45 is the one that the Senate committee says 


Federal Reserve 
V. W. Johnson, chairman 
Hulbert T. Bisselle 
Selden B. Daume 
William L, Day 
William J. Riley 
Burham Yates 
International finance 
Herbert V. Prochnow, chairman 
Justin D. Bowersock 
Clarence G. Michalis 
Andrew N. Overby 
National bank and comptroller 
Norfleet Turner, chairman 
Clark Bassett * 
I. F. Betts’ 
Edward J. Frey 
-aul S. Gillespie 
Russell F. Hunt 
R. A. Liggett 
Finance Committee 
William A. McDonnell, chairman’ 
Don Lester Waage, secretary 


it is a reenactment of existing law, on insurance, to permit national 


banks to have agents among their employees to write different types of 


insurance. Did you approve of that amendment ? 


Mr. Turner. Yes: we did. 


Mr. Parman. Did you approve of section 35, which permits banks 
to buy obligations, and securities directly from the owner and be ex- 


empt from the Federal usury laws if the State banks are exempt ? 


Mr. Turner. Yes, we did. 
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Mr. Parman. You approved that? 

Mr. Turner. Yes. ' 

Mr. Parman. Now that section 45, how did you convince yourself 
that that was still existing law ? . 

Mr. Turner. As I recall, we read it in the—there were 2 things 
there, 1 was the existing law and the recommendation. | 

Mr. Parman. In other words, the comparative principle? 

Mr. Turner. Yes, sir. 

Mr. Parman. You havea lawyer. Who is the lawyer for the Cham- 
ber of Commerce of the United States, general counsel? 

Mr. Turner. William Barton. : 

Mr. Parman. Will you have him file a statement supporting your 
contention that that is existing law? That is being challenged by me. 
I say it is not the law, and I think the burden is on you to show that 
it is existing law, since you became a part of the proceedings, and 
you recommended it, or your subcommittee recommended it. 

You know, the code of 1952 leaves it out. Therefore, if you were 
appearing before a court this morning, and you said that that was the 
law, and the judge were to turn over to that section of the code and find 
that it is not in the code, the burden would be on you to show that it 
is the law, notwithstanding the fact that it is left out of the code. And 
that is the position I think that you are in before this committee. 
This is being challenged. It is not in the code, as you represented, 
“— I want your lawyer to say why you contend that it is a part of the 
code. 

Mr. Turner. Mr. Patman, our committee did not consider whether 
or not it was in the code. We just assumed that it was in the code. 

Mr. Parman. I am sure you did. I am sure you acted in good 
faith. But since it is being challenged, and the proof is presented that 
it is not in the code, you therefore don’t want to be in the position of 
ee to the Congress that something is a law when it is not a 

aw. 

Mr. Turner. We did not represent that it was a law. 

Mr. Parman. I know; but you are in that position now. 

Mr. Brown. Your 5 minutes are up, Mr. Patman. 

Mr. Parman. All right, Mr. Chairman. 

Mr. Brown. Mr. Betts. 

Mr Berts. No questions. 

Mr. Brown. Mrs. Sullivan. 

Mrs. Sutiivan. I yield my time, Mr. Chairman. 

Mr. Brown. Mr. Rutherford. 

Mr. Ruruerrorp. I pass, Mr. Chairman. 

Mr. Brown. Mr. Henderson. 

Mr. Henperson. I have no questions, Mr. Chairman. 

Mr. Brown. Mr. Anderson. 

Mr. Anperson. Mr. McDonnell, on page 3, the opening sentence, you 
commend the work of up-dating the laws regulating financial institu- 
tions and credit, and state that recodifying, clarifying, and dropping 
obsolete laws from Federal statutes is one of the major responsibilities 
of Congress. Do you feel that that is the chief job which this Finan- 
cial Institutions Act is supposed to be doing, since this is your only 
general reference to the legislation before us? 

_ Mr. McDonnetu. I think that is the main purpose of this legisla- 
tion. It is the first time it has been done in some 25 years, recodi- 
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fying, clarifying, and dropping obsolete laws; I think it is the main 
purpose ; yes, sir. 

Mr. Anperson. You don’t think that it should be utilized to make 
new major changes in the law, or, by inclusion in this Financial In- 
stitutions Act, to make the type of change which ordinarily would 
be made by passage of a separate law ? 

Mr. McDonneLt. W ell, I would say this: that I think some of the 
old laws should be modernized to bring them into conformity with 
present-day conditions. I would say, however, that major changes 
concerning financial institutions, or the monetary policy, should not 
be a part of this law. 

Mr. Anverson. So that if there is a matter which is quite contro- 
versiai—and there are a number in here which I can assure you are— 
you would agree, perhaps, that those controversial changes should 
perhaps be left out of this act, which is primarily for the purpose of 
recodification ? 

Mr. McDonnett. I wouldn’t go quite that far. Because if you 
leave out of here everything that is controversial, I am afraid we won’t 
have very much left. There is some controversy about laws that were 
in existence before this study was undertaken. 

Mr. Anperson. But there are a number of very substantive changes, 
I think you will agree with me, that are included here. 

Don’t you feel that if, by the inclusion of, first, this substantive 
change, you pick up a number of people who say “I can’t go along 
with a bill which makes this change in our law,” and then the ine Te 
sion of another substantive change over here, a major one, so that 
you lose the support of someone else who would go along with a bill 
which is simply to recodify the law, wouldn't you think that perh: aps 
these major changes had better be left and treated in a separate bill 
so that each issue can stand on its own, than to have this bill go down 
simply because you have included in it a lot of things, each one of 
which has lost you some friends who would support a measure of re 
codification and clarification ? 

Mr. McDonne tu. Well, I would say this: I would rather a part of 
this bill be enacted than none of it. However, I think that the major 
changes in here, the principal changes, are good law, and should be 
adopted. 

Mr. Anperson. Well, of course, every proposer of a new change 
holds that that change is good, but there are always a number of peo- 
ple who fail to agree w ith : any law that you advance, and if the people 
who are supporting this bill continue to insist that, first, this major 
or substantive change, which ordinarily would be passed as a sepa- 
rate law, be included in this recodification, and then more and more 
changes, every time that insistence is made, they are going to insure 
the opposition of those segments of the Congress to the passage of 
the whole bill. 

Mr. McDonnetx. May I say this. The Chamber of Commerce of 
the United States did not initiate this legislation. It was initiated 
by someone else, and we are here simply to give you our opinion upon 
the various provisions that are in it. 

Mr. Anpverson. I think we have fairly clearly in mind that you are 
primarily concerned with the recodification, clarification, and elimina- 
tion of obsolescence from present laws, and that you will take what- 





FINANCIAL INSTITUTIONS ACT OF 1957 1217 


ever of these substantive changes you can get. Is that a good 
summary ¢ 

Mr. McDonne... Yes, sir, I think you have stated it pretty well. 

Mr. Anperson. That is all. 

Mr. Brown. Dr. Talle. 

Mr. Tatiz. I have a question. I assume, gentlemen, that the reason 
you are here this morning is that you believe what this committee is 
undertaking to do is important. You are in favor of the recodifi- 
cation ¢ 

Mr. McDonnett. That is right, sir. 

Mr. Tarte. Here in the District, in the 83d Congress, we did a good 
deal of recodifying, including the Criminal Code, with which I had 
something to do, Do you not agree that a number of matters in our 
banking laws are obsolescent now and should be looked at and brought 
up to date? 

Mr. McDonnetu. Yes, sir. 

Mr. Tatix. Do you agree that we should get on with this work as 
rapidly as we can, keeping in mind that the work should be done 
with great care, since it is so vastly important ? 

Mr. McDonne tt. Yes, sir. 

Mr. Tauxie. That is all, Mr, Chairman. 

Mr. Brown. Are there any other questions ? 

Mr. Parman. I have some, Mr. Chairman. 

Mr. Brown. Mr. Patman. 

Mr. Parman. Mr. McDonnell, I want to ask you about the redis- 
count rate. When the rate was going up, commencing about 2 years 
ago, when each announcement was made, I think it was about one- 
fourth of 1 percent each time, for a period of about a year or a year 
and a half; isn’t that correct ¢ 

Mr. McDonne.u. Yes, sir. 

Mr. Parman. What did that indicate to a banker, such as yourself, 
in a reserve city? Did that indicate that interest rates were going up 
and that you would be within your rights in raising your own interest 
rates ¢ 

Mr. McDonnetu. Of course, now, you are over on a subject that I 
am not representing the chamber on, and I am speaking myself. 

Mr. Parman. Yes, speak for yourself on this. 

Mr. McDonneui. The Federal Reserve Board raised the rediscount 
rate. That indicated to me that the inflationary forces were stronger 
than the deflationary forces, and they were using that as one of their 
monetary tools to indicate their posiion. 

Mr. Parman. And that indicated to you that you should raise your 
interest rates ¢ 

Mr. McDonnetu. Well, yes. 

Mr. Parman. And you did raise your interest rates along with the 
rediscount rate ? 

Mr. McDonne.u. Certainly. The loan demand was up, going up 
all the time, and when the demand exceeds the supply, the price goes 
up, in money as well as anything else. 

Mr. Parman. Do you agree tothat, Mr. Turner? 

Mr. Turner. Yes. 

Mr. Parman. You other gentlemen agree to it ? 

Mr. CoLeMANn. Yes, sir. 
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Mr. Briss. Mr. Congressman, I haven’t answered your question. I 
would like to express a slightly different opinion. It is my view that 
the action of the Federal Reserve, in raising the rediscount rate, recog- 
nized the increase in prices, rather than created them. 

Mr. Turner. Might I say, Mr. Patman, also, that I am speaking 
personally on this subject. 

Mr. Parman. We understand that, Mr. Turner. 

Now, when they reduced the rate last November 14, by one-half of 
1 percent, did you reduce your rates, Mr. McDonnell ? 

Mr. McDonnewu. We did not. 

Mr. Parman. When they reduced them again the other day, by 
one-fourth of 1 percent, did you reduce yours? 

Mr. McDonne tt. Yes, one-half of 1 percent. 

Mr. Parman. Mr. Turner? 

Mr. Turner. Yes. 

Mr. Parman. The other gentleman ? 

Mr. Coteman. My bank is not a member of the Federal Reserve 
System, and we did not change either way. 

Mr. Parman. That is right, excuse me. At any rate, that is a signal 
to raise or lower rates, the rediscount rate. It is your understanding 
that the Board agrees what the rate will be, and they confer with the 
presidents of the Federal Reserve banks and decide what the policy 
should be, whether or not inflationary or deflationary, and what should 
be done? 

Mr. McDonne tt. I am not prepared to speak on the procedure they 
use. 

Mr. Patrman. Mr. Martin has testified to that. I shouldn’t have 
asked you, really. You are not on this Board and you are not one of 
the Martin committee members. 

Mr. McDonne tt. No. 

Mr. Patman. Mr. McDonnell, on this chamber of commerce mat- 
ter; you selected these subcommittees because you were chairman of 
this committee of the chamber of commerce of the United States? 

Mr. McDonne tt. That is right. 

Mr. Parman. You selected these five subcommittees? 

Mr. McDonneELL. Yes, sir. 

Mr. Parman. And you work in coordination with the national 
chamber in doing that? 

Mr. McDonneELL. Yes, sir. 

Mr. Parman. And you expect all the officers and people connected 
with the chamber, including the general counsel, to work with you 
and help you on this? 

Mr. McDonne tt. Certainly. 

Mr. Patman. I want to call on you to ask your general counsel to 
file a statement with this committee at once, as soon as possible, stat- 
ing his views on whether or not this section 45, as represented in S. 
1451, is really a part of existing law, and if he claims it is, as your 
subcommittee claims that it is, I want him to state why, and I wish 
he would make himself available for interrogation by this committee, 
because it is a very important point. 

It really places a cloud over your committee, Mr. McDonnell. You 
realize that because you are being challenged on it. In other words, 
the statement is made here that something is a law when it is not the 
law. The statute does not show it to be. Therefore the burden is on 
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you to clear that up, and get out from under that cloud. I don’t say 
it isa taint, but it is a cloud. 

Mr. Turner. Mr. Patman—— 

Mr. McDonne tu. Justa minute. Mr. Patman 

Mr. Brown. Mr. Patman asked you to have your counsel file a state- 
ment concerning section 45 of S. 1451. 

Mr. Parman. Or to come in, either one. 

Mr. Brown. That is not up to you, Mr. Patman. 

Mr. Parman. I know, you can ask him but he can refuse. 

Mr. McDonnetu. I don’t think the counsel of the United States 
Chamber of Commerce should be brought into this argument as to 
whether this was the law or not. We have never claimed it was the 
law prior to the time it was put in here. This bill was presented to 
the Senate, and we came in and said, “We are in favor of that being 
the law.” We never stated whether it was the law in the past or not. 
That is an argument that we prefer not to get into, because we don’t 
think we are involved. 

Mr. Parman. But you got into it when you 

Mr. McDonne.u. We got into it by stating that we are in favor of 
that piece of legislation, not by stating that it has been the law all 
the time. We never stated that. 

Mr. Parman. Mr. Turner said that he got the information from 
the comparative print. Who got up this comparative print, Mr. 
Turner; do you know? 

Mr. McDonnetu. The Senate Banking Committee. 

Mr. Turner. I don’t recall. 

Mr. Parman. You don’t recall ? 

Mr. Turner. I knew at the time, but I was not prepared for the 
question now. 

Mr. Parman. Did any other groups have subcommittees besides the 
United States Chamber of Commerce ? 

Mr. McDonnet.. I don’t know about that. 

Mr. Parman. Did the NAM, or any of the other national organiza- 
tions? 

Mr. McDonnett. I do not know. 

Mr. Parman. Of course, I don’t want to ask anything of you, as 
chamber of commerce, that I wouldn’t ask of the humblest citizen of 
this country; but I don’t think you are entitled to any special consid- 
eration because you are the head of a committee of the chamber of 
commerce. I think we have the right to ask the humblest citizen of 
this country to sustain his position before this committee. 

And I repeat, I would like the general counsel of the United States 
Chamber of Commerce to file a statement with this committee, or to 
make arrangements with the chairman to appear before the committee. 

If he doesn’t, it will look to me as though he places you in an 
untenable position. 

Mr. Berts. Will you yield ? 

Mr. Parman. Yes. 

Mr. Berrts. Every time you raise this question, I want to make the 
observation in the record that this section wasn’t included in the code 
up to 1946. In other words, it was a part of the code for 18 years, and 
it was omitted in the 1952 code. So I think that their counsel might 
well assume that there is a possibility that the codifier was wrong in 
admitting it in 1952. 
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Mr. Patman. I predict your counsel won’t come, or any other 
lawyer. You won’t get any lawyer up here to take that position, 
because, in answer to Mr. Betts, the fact is that this law was passed in 
1916, on September 7. It was an amendment to article 5202 of the 
Revised Statutes. And then in 1918, on April 5, that statute was 
amended and it left this part out, w hich all lawyers say has the effect 
of repeal. There is no doubt about that. There is no controversy 
about it. 

Mr. Brown. Will you yield 

Mr. Parman. Just amoment. Now Mr. Gidney says that the Con- 
gress made a terrible mistake back then, that they ought not to have 
amended Revenue Statutes 5202, that they intended to do something 
else. But the law books don’t show that. And Mr. Gidney is just 
saying that Congress made a mistake. I yield. 

Mr. Brown. I have received several letters to the effect that they did 
not want it raised in towns beyond 5,000 population. ‘They don’t 
object to the law in towns of 5,000 or less. I have received letters 
from the National Association of Insurance Agents to that effect. It 
seems to me we are wasting a lot of time about nothing. 

Mr. Patrman. I don’t agree with the chairman on that. I know the 
chairman is anxious for all the facts to be brought out. Some of the 
letters I have indicate what the chairman said. But some say by all 
means keep the national banks out of the insurance business. They 
would have a great advantage over other insurance agents. They 
would put 200,000 agencies out of business. Very few banks have 
gotten into this business because the lawyers, evidently, advised them 
to stay out of it, because it is not the law. Therefore there are not 
many banks in it. But were we to enact this into law, as proposed 
here, then the practice would spread everywhere, and these insurance 
agents would have tremendous competition. Many of them realize 
that. 

Let me finish answering Mr. Betts. Now in that 1918 ae that 
law was definitely repealed. There is no question about it. I don’t 
think you will find a lawyer in the United States of America who 
will come up here and contend otherwise, and submit himself to cross- 
examination. You just won’t find one, I believe. Because in subse- 
quent years, in 1926—as Mr. Betts pointed out, there was a codification 
by private law book publishers, and the job was not a very creditable 
job. Lawyers generally know that it wasn’t. And this, for some rea- 
son, got put into that code. And they thought it was the law. 

It was not the law, but they put it in that code. They had another 
recodification in 1940 and 1946, and they put it in those codes. But 
when the question came up in 1952 in the recodification by the Judi- 
ciary Committee of the House of Representatives, they employed the 
best experts in the country, and when they ran into that, they said, 
“No, this is not the law. We can’t put this in,” and arguments were 
made at that time, “Oh, yes, it goes in, it should go in, it is part of the 
law,” and they looked into it very carefully, and those people can be 
brought here now. They are living. They can be witnesses and will 
testify to the fact that they went ‘into that very carefully, and they 
decided that it was not the law because it was repealed in 1918, and they 
omitted it from the code. 

Now, when you say in this bill that it is part of the existing law, 
and whenever the Senate committee states in its report that it is part 
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of the existing law, I think that is wholly incorrect; it is a chal- 
lenge to everyone who had anything to do with it, including the great 
United States Chamber of Commerce, and I think the burden is on 
you to sustain your position, and I am saying now that you won’t be 
able to get a lawyer in the United States who will come up here and 
contend that it is existing law. 

Mr. McDonne.u. Mr. Patman, we have never said it was existing 
law, and we don’t say it now. 

Mr. Parman. But you put your O. K. on it. 

Mr. McDonnetu. Yes, as desirable legislation, yes, but not as 
existing law. 

Mr. Berrs. I don’t think you would want to concede that the codi- 
fier has the right to make the law. 

Mr. Parman. No. I say—— 

Mr. Berrs. Just a minute. So, since it was in the code up until 
1946, I think we can assume that he had no right to take it out in 
1952. 

Mr. Parman. You are assuming the codifiers did have a right to 
make the law, by your statement. They put it in there when it 
should not have been in, and which did not make the law. 

Mr. Berrs. You are assuming exactly the opposite, which I think 
makes it a legal question, and I think the staff has been asked to clear 
it up. I don’t think it is a matter for a lay witness to decide here. 

Mr. Brown. Will you yield? 

Mr. Parman. Yes. 

Mr. Brown. We have asked committee counsel to give us a memo- 
randum clearing this matter up, and I want to state now that the 
Senate bill did not change anything. There was an effort to increase 
the application of this provision to towns of 10,000; that was defeated. 
And the bill introduced here does not change the existing law. Our 
counsel is going to look into this matter. Let’s get ahead with these 
witnesses, and we will discuss the matter later. 

Mr. Parman. I will leave it with this understanding, that we want 
the lawyer for the United States Chamber of Commerce, the lawyer 
for the Comptroller of the Currency, and the lawyer for the Federal 
Reserve Board, to come up here and submit to cross-examination on it. 

Mr. Kinsurn. Will you yield? 

Mr. Brown. I guess there are a lot of people you would want, but 
we only have so much time. The chairman has something to say 
about this. 

Mr. Parman. They are not entitled to any special consideration 
because they are chamber of commerce people. 

Mr. Kiteurn. I just want to make this comment: I am not a 
lawyer, but this whole thing doesn’t amount to anything. There are 
very very few banks—I have never heard of one—that are doing this, 
and it can be straightened out easily without taking up the time of 
this committee or the lawyers of the chamber of commerce, who 
don’t care anything about it. This is only an attempt to delay these 
hearings. 

Mr. Parman. I resent that. 

Mr. Kirsurn. You can resent it, but that is what it is. 

Mr. Parman. I resent it and I want the record to show it. I am 
asking material questions and I have a right to ask them. 

Mr. Brown. Proceed, Mr. Patman. 
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Mr. Parman. All I want is these lawyers in responsible positions 
to come here and take that position. I am for the United States 
Chamber of Commerce when it is right, I am against it when they are 
wrong. They are wrong every now and then, and then I oppose them. 

Mr. McDonnett. May I say one more thing. There seems to be 
an argument here between, Mr. Patman, some of the Federal agencies 
and the Advisory Committee that initiated this legislation, in regard 
to whether or not this was the law. We don’t think we are involved 
in that argument, and we don’t want to get hit by any of the bullets. 
We are an innocent bystander. 

Mr. Parman. You can’t help but be hit because you have endorsed 
it, Mr. McDonnell. And if there is any taint, you can’t get away 
from it. 

Mr. Turner. Mr. Chairman 

Mr. Parman. If there is a cloud over it 

Mr. Turner. As chairman of the committee that endorsed the legis- 
lation, we do not take into consideration whether it was the law or 
not. It was in the new bill and we approved it, many of us knowing 
that banks were now writing insurance in towns of 5,000 or less, and 
it didn’t seem to be a matter of any consequence to us one way or the 
other, but since it was in the bill we didn’t see that there was anything 
that we should take objection to. 

Mr. Parman. I don’t doubt your statement at all, Mr. Turner. 
And I am sure when the bill came over here, that the people on this 
side recognized it in the same way. They looked into it, and they 
just recognized the law. 

Mr. Turner. We never looked into whether or not it was the law. 

Mr. Parman. That is right. Now I want to ask you some other 
questions, Mr. Turner. About section 35, first. That is the section 
which will permit any national bank to buy paper, securities and 
obligations, from the owner, at any price that the owner is willing 
to sell, and if there is any usury in the transaction, the bank is not 
responsible, since the security was bought directly from the owner, 
and, therefore, they are exempt from the laws concer ning usury, if a 
State bank, under the same circumstances, is exempt from the law. 
That is your understanding of it; isn’t it? 

Mr. Turner. Yes. 

Mr. Parman. Now then, Mr. Turner, you are against 50 percent 
interest; are you not? You wouldn’t think about charging that? 

Mr. Turner. Of course not. 

Mr. Parman. You wouldn’t think about charging 25 percent or 10; 
would you ? 

Mr. ‘Turner. Of course not. 

Mr. Parman. You would consider it immoral; wouldn’t you? 

Mr. Turner. Yes, sir. 

Mr. Parman. Don’t you think the banks are asking too much in this? 
I will admit that the State laws, as they have them changed around in 
the different legislatures in recent years, for conditional sales contracts, 

ermit what I consider to be usury, and I think all the State laws— 
had Mr. Gidney file a statement in the record about it—I think that 
almost all of the States have this law, that they can buy these condi- 
tional sales contracts without limit on the rate of interest. This would 
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enable the national banks to do what you ee consider to be a com- 
parable or similar thing, and therefore, it should be all right. 

Of course, my position is that, if the State banks do it and it is wrong, 
we should not try to match something that is wrong, and besides, the 
State banks represent only 15 percent of the banking business of this 
country, and they should not be the dog. In other words, the tail 
can’t wag the dog, because the 85 percent represent more of the banking 
business, and we should not pattern our laws after 15 percent of the 
business. 

If it is wrong, we ought to do something about it. Now, this would 
permit, Mr. Turner, a situation like this, if I am correct: If someone 
gives me a note for, say, $1,000, and he has actually only received from 
me, as a lender, $750 and, say, it isduein6 months. If I take that note 
to you, as a banker, and I tell you, “Now, Mr. Turner, I have this note 
here for $1,000, and I want to sell it to you for $875,” and you pay me 
$875 for the note, and you require me to sign the note, to endorse it; 
would you consider that a good transaction, under this bill, if it were 
to become law ? 

Mr. Turner. In our consideration of that section, we felt that the 
national bankers should not be penalized and be put into an unfair 
competitive position, and it is done generally, in practically all of the 
States that we know anything about, by State banks. 

Mr. Parman. I wish you would answer my question directly. The 
hypothetical case that 1 gave you, that would be legal under this pro- 
vision, wouldn’t it? 

Mr. Turner. I see no objection to that. 

Mr. Parman. That would be legal, all right. If you did not require 
me to sign that note, if you did not require recourse on me, I can see an 
argument on your side. But whenever you require me to sign that 
note, and you require me to pay the whole $1,000 if this man doesn’t, 
why, that is, in effect, charging a rather high rate of interest, is it not ? 

Mr. Turner. I don’t know the circumstances behind the hypothetical 
case, Mr. Patman. 

Mr. Parman. Yes, sir. Well, at any rate, it looks like an evasion 

of the usury laws, and I don’t believe the bankers of the country gen- 
erally want it. I haven’t heard of a single banker in my district who 
wantsthat. Ihaven’t heard from a single banker in the United States, 
and I am afraid that somebody got into your organization who was just 
a little bit an “eager beaver,” trying to do something more than the 
srincipals wanted done, and got this put in there. Because I don’t 
alievs the bankers of the United States want this. But many will take 
advantage of it if it is enacted, and I don’t believe we should allow 
it to happen. 

Mr. Brown. You asked the question and he was going to answer the 
question. 

Mr. Parman. I have a right to finish my sentence, Mr. Chairman. 

Now he can answer. 

Mr. Turner. We buy bonds, Mr. Patman, at a discount. If a per- 
fectly good bond comes in made by one maker and it is not endorsed 
by anyone else, we would see nothing immoral in buying it on the mar- 
ket at a price below its par value, or a rate of interest in excess of the 
legal rate. 
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Mr. Parman. Iseethat. Iseenoobjection to that. 

Mr. Brown. Are you through with your answer ? 

Mr. Turner. Yes, sir. 

Mr. Parman. I can see when he gets through, Mr. Chairman. 

Mr. Brown. I know, but I want to hold you down. You have been 
doing all the talking, giving the questions and answers, both. 

Mr. Parman. Can't you see a big difference, Mr. Turner, when there 
is something in the open market, that everybody can buy, everybody 
has an opportunity to buy, and the seller has plenty of would-be pur- 
chasers and potential buyers; there is a great difference in that, on a 
Government security, and other securities. In other words, an auto- 
mobile dealer who is selling cars, and puts quite a bit in there for 
interest, maybe an illegal rate and maybe has an arrangement with the 
bank that they will take the paper from him—that is far from an open 
market transaction. 

Mr. McDonneuu. Can I say something, Mr. Chairman? 

I think in the hypothetical case you put, Mr. Patman, that would be 
considered usury, under the laws of any State in the Union, because 
there was actually collusion there to violate the usury laws. 

Mr. Patman. No; I didn’t go that far. 

Mr. McDonnetu. Well, the purchaser knew that the original lender 
was getting more than the usury laws permitted. 

Mr. Parman. No; 1am not saying that he had knowledge of it. But 
I know hypothetical cases are difficult to answer, and I wouldn’t want 
to tie you gentlemen down to that. But I do want to repeat that I 
don’t believe that the bankers of this country want that. They are 
not asking for it. It just opens up an avenue of usury for the excep- 
tional cases. The majority of them will never use it, they are against 
it, and they would consider it immoral, but exceptional bankers would 
use it, and laws are made for the exceptions, not the general rule. 

It would permit the making of a loan shark office out of every na- 
tional bank in the United States, and I don’t believe the bankers want 
it, they are not asking for it, and I think you ought to withdraw your 
support of it. 

Mr. Coreman. Mr. Chairman, could I make an observation as a 
State banker? I believe there was a little reflection cast upon State 
banks in Mr. Patman’s statement. 

Mr. Parman. I didn’t intend to reflect on them. 

Mr. Brown. Go ahead with your statement, Mr. Coleman. 

Mr. Coteman. I think that in the States which have laws as liberal 
as this, those laws are designed to enable the banks to finance a retail 
purchase, and I think it is a very necessary part of our operation, 
our financing in the country. I don’t think we can support mass 

roduction, which enables us to live on the highest scale of any nation 
in the world, without installment financing. It is the backbone of it. 
And that is what is covered in here. And as a State banker I think 
the national banks should have the same privileges that we do. I 
should also like to comment on the hypothetical case you bring up, 
Mr. Patman. A real banker would not buy a note presented to him 
with such a discount offered, because he would know there is some- 
thing wrong with it. 

We still roa competition in the banking field, and a man who has 


$1,000 note, which is a good note, can go to another bank and get 





FINANCIAL INSTITUTIONS ACT OF 1957 1225 


a reasonable discount. I live in the State of Florida, which is grow- 
ing rapidly, which is subjected to highly speculative operations, and 
we are often offered such discounts, but there is always something 
wrong with it. It is inflated value; it is poor credit, or something 
else is wrong with it. 

Mr. Patman. I thoroughly agree with the gentleman that the av- 
erage banker willturn itdown. Ninety percent of them will. Maybe 
95 or a larger percentage. But the exceptions won’t, and laws are 
made for the exception, not the general rule. 

You don’t have a better friend in Congress than I am on install- 
ment buying and selling, and I have been the one against imposing 
controls, because I felt installment is the poor man’s capital. I am 
for it under reasonable conditions. But 1 am not in favor of laws 
that would permit anyone to gouge people because they are com- 
pelled to buy on installment. 

Mr. CoLteMAN. But many of the State laws that we are talking 
about, sir, that place the national banker in an unfair position, are 
designed to enable the banks to carry on an installment lending 
business. 

Mr. Parman. As long as it is done within reasonable limits, and 
not in violation of the usury laws, I am all for it. But I am against 
any law, and I think the bankers of the country are against any law, 
that would give them the privilege of going around the usury laws 
of the States. I don’t think there is any demand for it. 1 don’t 
think you could get three bankers in America to come forward with 
statements that they want that done. I know the bankers, and I 
know that. 

Mr. Chairman, on yesterday I might have said something that 
might have reflected on Mr. Gidney, which I didn’t intend to do. I 
criticized the Comptroller of the Currency—and, of course, I don’t 
withdraw anything I said—and I criticized the fact that he was on 
the Board of the FDIC. I wasn’t doing it because he happens to 
be on it as an individual, but because I think it is a conflict of interest, 
regardless of who is on it. But I think Mr. Gidney, the present 
Comptroller of the Currency, is an honest, sincere, upright person. 

He has views, as I have, and sometimes I differ with him. But I 
am not impugning his motives or honesty or questioning his veracity 
on that account. I wanted the record to show that I wasn’t referring 
to him, as an individual, or as a personality, when I made my criticism 
on yesterday, and with the understanding that I still insist on a legal 
opinion from the United States Chamber of Commerce and from 
Mr. Gidney’s lawyer, and from the lawyer for the Federal Reserve 
Board—— 

Mr. Brown. We will have some lawyers here who present a state- 
ment on this matter. 

Mr. Parman. That is all. I have tried to cooperate with the chair- 
man. That isnot avery friendly gesture. 

Mr. Brown. Are there any other questions? 

If not, gentlemen, we are very glad to have your views. You may 
be excused. 

Our next witness is Mr. Williamson. You may proceed, Mr. Wil- 
liamson. 
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STATEMENT OF JOHN C. WILLIAMSON, DIRECTOR, DIVISION OF 
GOVERNMENTAL AFFAIRS, NATIONAL ASSOCIATION OF REAL 
ESTATE BOARDS ° 


Mr. Wuu1amson. Mr. Chairman, I am John C. Williamson, direc- 
tor of governmental affairs, of the National Association of Real Es- 
tate Boards. I have a very brief statement, and I think that in the 
interests of time I will read it, because it is brief and it proposes one 
amendment to the pending bill. 

Mr. Brown. Proceed, Mr. Williamson. 

Mr. Witt1amson. The committee is aware that under section 24 
of the Federal Reserve Act member banks are limited to their in- 
vestments in real estate mortgages to 60 percent of the amount of their 
time and savings deposits. No distinction is made as between FHA- 
insured mortgages and conventionally financed mortgages. 

However, a loan guaranteed by the Veterans’ Administration under 
the Servicemen’s Readjustment Act could be made by any member 
bank without regard to the restriction of section 24. 

We thus have the situation in which VA loans which are only par- 
tially guaranteed are exempt from the 60 percent limitation but FHA- 
insured mortgages which are 100 percent insured are not so exempt. 

VA loans are becoming less and less a factor in the mortgage port- 
folios of member banks. The FHA is assuming more and more of this 
VA market. We therefore recommend that the Congress remove this 
one impediment to a greater role of these banks in FHA financing, 
particularly in those communities where member banks have partici- 
pated substantially in the veterans program. 

I am submitting for the record letters from banks in eight States 
which support such an amendment. A typical letter is one from the 
First National Bank of Middletown, Ohio, which states that approval 
of this amendment would make available about $3 million for FHA 
financing. 

Opposition to this amendment we believe is based to some extent 
on the different effects of foreclosure as between VA and FHA mort- 
gages on a member bank’s liquidity. Losses on mortgages are paid by 
the VA in cash and by FHA in Government guaranteed debentures. 
However, these debentures are fully and unconditionally guaranteed 
as to principal and interest by the United States. Such obligations 
certainly ought not to impair the liquidity of their holder because the 
debentures would be eligible as security for advances by Federal Re- 
serve banks under section 10 (b) of the Federal Reserve Act. 

Also on the subject of liquidity we must recognize that the FHA- 
insured section 203 mortgage is a highly marketable instrument. The 
Federal National Mortgage Association and institutional investors 
are receptive to offers to sell such mortgages by original lenders parti- 
cularly after reasonable seasoning periods. In our opinion, the FHA- 
insured mortgage would also be eligible as security for advances to 
member banks by the Federal Reserve banks. 

The question has also been raised that the banks would not react 
to any change in the 60 percent limitation for FHA mortgages be- 
cause member banks in 1956 had only 45.6 percent of their time and 
savings deposits invested in mortgages, notwithstanding the 60 per- 
cent limitation. This may indicate that the banks generally will not 
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take appreciable advantage of any change in the 60 percent limitation. 
However, to the extent that some banks will increase their participa- 
tion in FHA financing, we are that much ahead in our national goal of 
widening opportunities for homeownership without impairing the 
banks’ liquidity. 

The amendment we propose is as follows: 


Sec. —. The penultimate sentence of the first paragraph of section 24 of the 
Federal Reserve Act, as amended (12 U. 8S. C. A. 371), is hereby amended by 
adding at the end thereof the following proviso: 

“Provided, That the foregoing limitation and restriction shall not apply to 
real estate loans which are insured under the provisions of section 203 of the 
National Housing Act.” 


Thus, the penultimate sentence of section 24 (a) would read as 
follows: 


No such association shall make such loans in an aggregate sum in excess of 
the amount of the capital stock of such association paid in and unimpaired 
plus the amount of its unimpaired surplus fund, or in excess of 60 per centum 
of the amount of its time and savings deposits, whichever is the greater: 
Provided, That the foregoing limitation and restriction shall not apply to real 
estate loans which are insured under the provisions of section 203 of the Na- 
tional Housing Act. 


We appreciate the interest of the committee in both the soundness 
of our banks and the advancement of homeownership on a sound 
basis. We, therefore, respectfully request your most earnest con- 
sideration of this amendment which we believe will help to accom- 
plish both objectives. 

I have these letters from these banks, Mr. Chairman, that I would 
like to submit for the record. 

Mr. Brown. They may be incorporated in the record. 

(The letters referred to are as follows:) 


THE NATIONAL CiTy BANK OF EVANSVILLE, 
Evansville, Ind., December 26, 1957. 
AMERICAN BANKERS ASSOCIATION, SAVINGS AND MORTGAGE DIVISION, 
New York, N.Y. 
(Attention: Mr. Thomas L. Nims, secretary.) 

GENTLEMEN: You know, this bank has been a member of your association for 
a number of years, and we have had very little occasion to call upon you for 
services. However, we would like to avail ourselves of the opportunity to make 
a suggestion to your association which we believe will be of benefit to each 
member. 

It is our thinking that the American Bankers Association should prevail upon 
the Comptroller of Currency in Washington, D. C., for a ruling that would 
permit banks to deduct the amount of FHA loans held by them from the limita- 
tions governing the amount of mortgage loans that could be made. As you 
no doubt are aware, FHA loans are fully guaranteed. Under the present rul- 
ing of the comptroller, VA loans are deducted from the permissible total of 
mortgage loans, and they are only 60 percent or in some cases less than 60 
percent guaranteed. 

I have taken the liberty of discussing this with Mr. Curtis Huber, a member 
of the Realtor’s Washington Committee, and he has advised me that in his 
opinion we would not have any difficulty in securing their support in the event 
you find it is needed. If this could be accomplished, an enormous amount 
would be available for loaning on real estate which is now restricted. 

Your consideration (and the consideration of the proper committee on real 
estate mortgages) of this suggestion will be greatly appreciated. As previously 
stated, we believe it will be of great benefit to both banks and the general public 
alike. If you need additional information, do not hesitate to call upon us. 

Kindest regards and best wishes for the year 1958. 

Sincerely yours, 
J. R. PEARSON, 
Assistant Vice President. 
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First NATIONAL BANK OF NEVADA, 
Reno, Nev., January 17, 1958. 
Mr. JoHN C. WILLIAMSON, 
Secretary-Counsel, Realtors’ Washington Committee, 
Washington, D. C. 


Dear Mr. Witt1aMson: At the present time commercial banks are limited in 
making real estate loans to 60 percent of the bank’s time and savings deposits. 
VA guaranteed loans are presently exempt from the 60 percent limitation. 

It seems to us that if FHA insured loans were exempt, more money would 
become available for additional FHA financing. 

It appears to us that it would prove advantageous to obtain an amendment 
exempting FHA loans from the limitation, which would make available addi- 
tional funds for FHA financing. We would be in support of such an amendment. 

Very truly yours, 
E. J. Questa, President. 


THE First NATIONAL BANK OF BRADENTON, 
Bradenton, Fla., January 15, 1958. 
Mr. WALTER S. HARDIN, 
Bradenton, Fla. 

Dear Mr. Harpin: It has recently come to my attention that the National 
Association of Real Estate Boards is exerting an effort to eliminate FHA in- 
sured mortgage loans from the limitation placed upon them by the national bank 
laws as it relates to national banks and members of the Federal Reserve System. 

This movement has my hearty approval because it will help those banks who 
have an excessive amount of time and savings deposits to offset the 3 percent 
interest that is paid on time and savings deposits today. 

I sincerely hope that your committee will be successful in attaining this goal. 

Yours very truly, 
J. N. GREENING, President. 


First NATIONAL BANK OF MIDDLETOWN, 
Middletown, Ohio, November 138, 1957. 
Mr. KENNETH S. KEYES, 
President, National Association of Real Estate Boards, 
Chicago, Ill. 

Dear Mr. Keyes: I would like to call to your attention something I think 
would be very valuable to your organization relative to real estate mortgage 
loans. All banks that belong to the Federal Reserve System are permitted to 
loan 60 percent of their time deposits on mortgages and that includes FHA loans 
which are 100 percent guaranteed. GI loans that are only 50 percent guaran- 
teed are not counted in this category. 

If you would take this matter up with your Congressman and endeavor to get 
the FHA loans eliminated from the 60 percent permitted on real estate mort- 
gages there would be millions of mortgage money available in a very short time. 
For example, in our bank we now have about $3 million worth of FHA loans that 
are included in this 60 percent. The release of these FHA loans would permit 
us to be in the open market for mortgages again. 

This law does not pertain to State banks or other banks not belonging to the 
Federal Reserve System. 

If there is any other information I can give you I will be happy to do so. 

Yours very truly, 
R. H. Snyper, Vice President. 


PASSAIC-CLIFTON NATIONAL BANK & Trust Co., 
Passaic, N.J., January 15, 1958. 


Mr. Rosert E. Scort, 
Vice Chairman, Realtors’ Washington Committee, 
Elizabeth, N. J. 

Dear Bos: It would be my opinion that the national bank regulations could 
be amended to allow the exemption of FHA insured mortgage loans from the 
limitation restricting real estate loans to 60 percent of a bank’s time and 
saving deposits. 
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Certainly, an adjustment of this part of the regulations could do no harm. 
However, in all probability, it would tend to make available more funds for 
mortgage lending by commercial banks. 

Kind personal regards. 

Cordially, 
CHARLIE, Vice President. 


THE HILLSIDE NATIONAL BANK, 
Hillside, N.J., January 15, 1958. 
Mr. Rosert E. Scort, 
Vice President, National Association of Real Estate Boards, 
Elizabeth, N. d. 

Dear Bos: This is to advise you that I agree with the thought raised in your 
letter of January 14 to the effect that banks, insofar as their operations are 
concerned with FHA insured mortgage loans, should not be restricted to 60 
percent of the time and savings deposits. 

Very truly yours, 
James A, ONEIL. 


FARMERS AND MERCHANTS NATIONAL BANK, 
Benton Harbor, Mich., January 16, 1958. 
Mr. H,. Epwakp ToTzkE, 
Realtor, Benton Harbor, Mich. 

Deark Ep: Thank you for sending me a copy of the letter from Realtors’ 
Washington Committee, pertaining to insured FHA mortgage loans. 

In our opinion, these loans certainly should be exempt from the 60 percent 
limitation banks are subject to in regard to mortgage loans, and we are very 
much in favor of such legislation. 

It would appear insured FHA mortgage loans should be as safe an invest- 
ment as guaranteed VA loans, which are exempt. 

There seems to be no doubt that considerable more funds would be available 
for mortgage loaning if the FHA-insured loans were not included in the 60 
percent limitations. 

Anything your committee can do in this regard will be appreciated. 

With kind regards and best of luck in your effort, we are 

Sincerely, 
Gro. D. Taytor, Vice President. 





THE COMMERCIAL NATIONAL BANK OF ANNISTON, 
Anniston, Ala., January 16, 1958. 
The ANNISTON REAL EsTATE Boarp, 
Anniston, Ala. 

GENTLEMEN: National banks are limited as to the aggregate dollar value that 
they may invest in real estate mortgages to an amount not to exceed 60 per- 
cent of their time deposits. Under present regulations, loans which are guaran- 
teed by the Veterans’ Administration are not included in real estate totals for 
purpose of complying with the regulation. Real estate loans which are insured 
by the Federal Housing Administration are included in this restriction. 

The writer is of the opinion that if FHA loans were excluded from the 60 
percent limitation national banks would then be in a position to carry a pro- 
portionately larger volume of these loans than they are presently carrying. 
This would, no doubt, increase the availability of mortgage funds throughout 
the country. 

Yours very truly, 
E. G. Porter, Executive Vice President. 


95375—58—pt. 2-24 
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THe First NATIONAL BANK OF ANNISTON, 
Anniston, Ala., January 16, 1958. 
Mr. Hoyt Howe 1, 
Howell Real Estate & Insurance Co., 
1112 Wilmer Avenue, Anniston, Ala. 

Dear Hoyt: You have inquired as to our bank’s feeling with reference to a 
change in section 24 of the Federal] Reserve Act insofar as it relates to FHA- 
insured loans being included in the aggregate limitations described by that act. 

As you know, our bank has not in recent years been a large lender on FHA- 
insured mortgages, or a purchaser of such papers. This has been particularly 
true in the past year when money has been so tight. 

We feel, however, that our bank, which has a large percentage of time deposits, 
will definitely be in the market for FHA-insured loans within the next year or 
two. It also occurred to me that with the two banking systems that we have, 
which includes the home-loan banks (building and loan) that it will be well for 
commercial banks to have the right, if they so elect, to acquire a larger amount 
of FHA-insured loans than the Federal Reserve Act now permits. 

We understand from you that there is legislation either pending or that will 
be proposed to bring about a change in section 24 of the Federal Reserve Act that 
would either remove the aggregate limitations on real-estate loans if insured by 
FHA, or raise the percentage of time deposits a bank can now lend, provided such 
real-estate loans are FHA insured. 

We would be in favor of such a proposed change. I hope the above gives you 
our views. 

Cordially yours, 
MARSHALL K. Hunter, President. 


AvuGusTA NATIONAL BANK, 
Staunton, Va., January 15, 1958. 
JoHN A. CLeEm III, 
Care of National Association of Real Estate Boards, 
Staunton, Va. 

Dear Mr. Crem: At your request, I am pleased to state our position concerning 
FHA-insured loans. The writer feels certain that this type of loan would enjoy 
a greater attraction for national banks if their aggregate owned by the bank 
were excluded from the restrictions of section 24, Federal Reserve Act, which 
relates to real-estate loans. Why GI loans are excluded in the maximum aggre- 
gate loans permitted and not the FHA type is a mystery to me. Since many 
banks have approached their legal limit of real-estate loans, including FHA, the 
writer believes that should the exempt feature be given FHA loans, a further 
and enlarged source of bank-owned real-estate loans would result. 

In our own particular case, I would venture to say our thinking and attitude 
toward FHA loans, certainly under the existing interest rate on them, might be 
changed. 

Yours very truly, 
Winston C. Baser, President. 


Mr. Brown. Are there any questions of the witness ? 

Mr. Patman ? 

Mr. Patman. I have no questions. 

Mr. Brown. Mr. Kilburn. 

Mr. Kizsurn. Does this affect very many banks? 

Mr. Wiu1amson. It is very difficult to say, sir. We were first 
apprised of the problem by letters that we had received from real- 
estate brokers who had been experiencing difficulty in obtaining FHA 
financing, and were advised by their banks that if the FHA-insured 
mortgages enjoyed an exemption similar to that of the VA loans, they 
would have more money for FHA financing. 

Mr. Kireurn. I am rather surprised that this present limitation 
would work any hardship on any bank. Maybe it does. 

Mr. Wiiu1amson. Apparently there are several, and we have sub- 
mitted some letters, 1 from Evansville, Ind., and 1 from Middletown, 
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Ohio, stating an exemption would release money for financing FHA 
mortgages. One bank suggested that FHA didn’t have to enjoy the 
complete exemption as VA, but if the law permitted the FHA-insured 
mortgage to be subject to an 80-percent limitation, and 60 percent for 
conventional, that that would release substantial sums of money for 
FHA. 

Mr. Kirpurn. What is the veterans’ limitation now ? 

Mr. Wiiu1amson. There is no restriction on a bank’s lending on a 
VA-guaranteed mortgage, no restriction as to percentage of time and 
savings deposits. That was an amendment to the GI bill of rights, 
I believe, sometime in the late forties. 

Mr. Kinsurn. Wouldn’t the bank supervisory authorities object to 
banks loading up with VA mortgages? 

Mr. Wituiamson. While it is true that a bank could lend a 100 
percent of its time and savings deposits on GI mortgages, that is only 
theoretically true. Actually, it wouldn’t, because a bank must still 
motivate by sound banking principles, and they couldn’t keep bor- 
rowing from the Federal Reserve banks if they were out too far on 
a limb on real-estate loans. 

Mr. Kirsurn. I wouldn’t think that this would amount to too 
much, or that it would affect very many banks. 

Mr. Witiiamson. Well, it probably might not, but to the extent 
that there are banks that could use the exemption, we would have 
that much more money available for FHA financing. 

Mr. Brown. Mr. Anderson. 

Mr. Anperson. I have no questions. 

Mr. Berrs. I have a question, Mr. Chairman. 

Mr. Brown. Mr. Betts. 

Mr. Berrs. You mentioned some opposition. Do you know from 
what source ¢ 

Mr. Witt1amson,. No, sir, In studying the proposal, I just tried 
to anticipate opposition to it, and the opposition, if any, would cer- 


tainly be based upon liquidity. I thought that I ought to address 
myself to that argument. 


Mr. Brown. Mr. Henderson. 

Mr. Henperson. Thank you, Mr. Chairman. 

Can you foresee that legislation such as this would place State 
banks at any disadvantage ? 

Mr. Witi1amson, I don’t think so. Actually, the State banks, as 
well as the member banks, have not gone into FHA financing exten- 
sively. I think right now the member banks hold about $414 billion 
in FHA mortgages, and less than $4 billion in GI mortgages, and 
about $8 billion in conventional loans. So when you relate that to 
the volume of mortgage financing, it hasn’t been too extensive. I don’t 
believe that the State banks would be in a disadvantageous position. 

Mr. Henperson. Would this amendment result in desire on the part 
of savings and loan institutions for a change in their requirements ? 

Mr. Wiuu1Amson. I can’t speak for the savings and loan associa- 
tions. The savings and loan associations today have about $1.5 billion 
of their deposits in FHA mortgages, but the great bulk—$40 bil- 
lion—of their financing is in conventional financing. We are pri- 
marily concerned in widening FHA participation among the lending 
fraternity, because only through FHA financing do you reach down 
into the mass market, into the low-downpayment financing. We are 
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particularly interested in getting more commercial banks into FHA 
aneene- 

Mr. Henverson. You foresee that this amendment would result in 
just that desired effect ? 

Mr. Witutamson. Yes, sir; I think that it would result in more 
participation by member banks in FHA financing. 

Mr. Henperson. You feel there are others, besides the eight you 
are citing here, who would be affected? You mentioned eight banks? 

Mr. Wiu1amson. Oh, yes, sir. I am sure, because I received 4 of 
these letters without any solicitation, and the other 4 were the result 
of direct solicitation to about a dozen members of our Washington 
committee. 

Mr. Henverson. Thank you, Mr. Chairman. 

Mr. Brown. Mr. Bass. 

Mr. Bass. No questions. 

Mr. Brown. Mrs. Sullivan. 

Mrs. Suxturvan. No questions. 

Mr. Brown. We are glad to have your views, Mr. Williamson. 
You are excused. 


There are no further witnesses, so the committee will adjourn to 


reconvene at the call of the Chair. : | 
(Whereupon, at 11:36 p. m., the committee adjourned to reconvene 
at the call of the Chair.) 





| 


at OR eee oe oes 


—< 


ee 


r 





FINANCIAL INSTITUTIONS ACT OF 1957 


WEDNESDAY, JANUARY 29, 1958 


Houses or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, the Hon- 
orable Brent Spence, chairman of the committee, presiding. 

Present: Messrs. Spence (presiding) , Brown, Patman, Multer, Mrs. 
Sullivan, Mr. Reuss, Mrs. Griffiths, Messrs. Vanik, Healey, Breeding, 
Kilburn, Widnall, Betts, Mumma, McVey, Bass, Seely-Brown, Hen- 
derson, and Chamberlain. 

The Cuarrman. The committee will be in order. 

We will resume the hearings on H. R. 7026 and S. 1451. 

Mr. Bubb, chairman of the legislative committee of the Savings 
& Loan League will be our first witness this morning. 

Mr. Bubb, you may proceed as you desire. If you have a state- 
ment, you may read the statement without interruption, and then 
subject. yourself to interrogation. 


STATEMENT OF HENRY A. BUBB, CHAIRMAN, LEGISLATIVE COM- 
MITTEE, UNITED STATES SAVINGS & LOAN LEAGUE, ACCOM- 
PANIED BY STEPHEN SLIPHER, STAFF VICE PRESIDENT, AND 
T. BERT KING, WASHINGTON COUNSEL, UNITED STATES SAVINGS 
& LOAN LEAGUE 


Mr. Buss. Thank you very much, Mr. Chairman. My name is 
Henry A. Bubb. I appear here as chairman of the legislative com- 
mittee of the United States Savings & Loan League. 

I am president of the Capitol Federal Savings & Loan Association 
of Topeka, Kans., and last year it was my privilege to serve as a 
member of the Senate Advisory Committee on Recodification under 
the distinguished chairmanship of Mr. Kenton R. Cravens. 

Before discussing specific portions of the bill, I should like to make 
some general observations. My testimony will be confined entirely 
to the three titles of the bill dealing with savings and loan associa- 
tions. While other sections of the bill dealing with other financial 
institutions may well affect our business in important ways, we do 
not feel that it behooves the savings and loan business to pose as 
experts on the legislation of other institutions. Judging from pre- 
vious testimony, this is a novel philosophy. 

Secondly, I would like to emphasize that there is nothing in this 
bill that in anyway liberalizes the powers of savings and loan asso- 
ciations, increases their privileges, or in anyway relieves them of 
restrictions. Basically, it is strictly a recodification and all of the 
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matters of substance are in the direction of greater restrictions and 
greater authority in the hands of the supervisors. 

While my testimony covers most questions, there may be areas in 
which the United States league does not have a specific policy at 
this time. Next week our legislative committee is meeting in Wash- 
ington and I would like the privilege of filing a supplementary state- 
ment should the legislative committee desire to add to or modify the 
testimony given today. 

Throughout the bill, and through the Federal Home Loan Bank 
Board testimony of January 14, there are a number of references to 
uninsured Federal home-loan bank members. Because the Federal 
Home Loan Bank Act preceded the enactment of insurance of accounts, 
and for other historical and practical reasons, there remain some 700 
savings and loan associations which are members of the bank system 
that are not insured. Many of these are insured by State programs 
in Massachusetts and Ohio. 

In its January 14 testimony, the Federal Home Loan Bank Board 
has asked for several new authorities over uninsured bank member 
institutions. The United States league basically supports the Board 
position, including the Board’s plea for authority to regulate sales 
plans and practices, to require periodic reports, to require insurance 
for new members, and the regulation against misleading advertising. 

Related to these matters is the brokerage of savings accounts which 
the league considers an undesirable development in the savings field. 
Since the question has been raised during these hardships as to the 
power of the Board to regulate or bar such practices, we think the 
committee should put into the bill language adequate to vest such 
control in the Board. 

In the matter of examination of uninsured bank members, we 
agree with the Board in principle, but we feel that the language 
drafted by the Board (Board amendment No. 1) is much broader 
than necessary. Amendment A attached to our statement would give 
the Board the right to examine a bank member when the Board 
determines that there are reasonable grounds for a belief that its 
membership should be terminated, but would not cut further into 
the concept that the basic responsibility for supervising and examin- 
ing State-chartered associations is reserved to the State authorities. 

Amendment A would also alter subsection 6 (e) in three other 
important details: 

1. It would make the Administrative Procedure Act apply to hear- 
ings for removal of a member, with any review based on the weight 
of the evidence. 

2. It would restrict application of the subsection to uninsured mem- 
bers in the belief adequate authority over all insured members is pre- 
scribed elsewhere in the laws. 

3. It would require that the new power of the Board to define what 
constitutes “management or home financing policy of a character in- 
consistent with sound and economical home financing or with the pur- 
poses of this Act” would have to be exercised by caaiil ion, 


Our final comment at this point on uninsured bank members is a 
recommendation that the Board be given the authority to prohibit 
bank members from employing insurance of accounts except as ap- 
proved by the Board. Appropriate language is contained in our at- 
tached amendment B. 
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The background is as follows: 

About 6 months ago, several small associations began advertising 
that their accounts were insured to $10,000. An additional notation, 
usually in smaller type, indicated that this was commercial insurance. 
The original instance featured an insuring company incorporated in 
Panama, and although we have made several investigations, we have 
been unable to obtain a financial statement from the company or else- 
where to date. We certainly have reason to doubt that it is a sound 
operation. We are also convinced that many of the savers in these 
institutions believe that they have the protection of Federal insurance. 

Certainly the procedures, emblems, and use of such phrases as “in- 
sured to $10,000” all seem to us to add up to a deliberate attempt to 
imitate the Federal Savings and Loan Insurance Corporation. Since 
then, other savings institutions have advertised commercial insurance 
with another company operating out of Morocco. <A third company 
has announced that it will soon enter the field of insuring savings and 
loan accounts. 

The 3,700 insured savings and loan associations have prompted 
insurance in the Federal Savings and Loan Insurance Corporation for 
20 years. The public is accustomed to thinking of insurance in terms 
of a Federal instrumentality. This committee has played a major role 
in the legislation enacting and improving the insurance of accounts 
and we do not think the committee intended that there should be private 
imitators of the program or that it would be necessary for a saver to 
be a financial expert to distinguish the FSLIC insurance from other 
kinds. 

As a minimum the Federal law should prohibit members of the Fed- 
eral Home Loan Bank System from using such insurance and it may 
be that it is necessary to prohibit the use of certain terminology except 
by members of the FSLIC. Currently, it is illegal for an insured bank 
or an insured savings and loan association to use the words “federally 
insured.” In view of the current situation, it may be that such restric- 
tion should be eliminated. 

Or, if the committee feels as it apparently did when enacting this 
orohibition that the term “federally insured,” carries with it a mis- 
eading implication that the Federal Government directly insured 
accounts, then the committee might well consider the alternative of 
prohibiting the use of certain terms except by members of the FDIC 
or FSLIC. For instance, language could be drafted to prohibit use 
of such terms as “insured savings” except by members of the FSLIC 
or FDIC. 

The league supports the Board’s request for a change in the law 
which will permit greater delegation of many of its powers. The 
chief reason such a provision was not incorporated in the Senate bill, 
as I recall it, was that suitable language was not at hand. The Board’s 
proposed language appears satisfactory. 

The league would like to join in the plea of the Board on page 5 of 
its testimony that its selection and compensation of its own employees 
should not be hampered by the provisions of the classification laws. 
The present law under section 19 (a) seems to grant power to the 
Board to determine these things for itself. But over the years various 
rulings have deprived the Board of that power. 

The league feels just as strongly about the annual budgeting of the 
administrative expenses of the Board by the Bureau of the Budget. 
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To appreciate the significance of this it is necessary first to recall that 
the expenses of the Board, not even excepting use of the franking privi- 
lege, are assessed against and paid by the several thousands of insti- 
tutions it serves. The assets of those institutions have grown from $10 
billion to nearly $50 billion in the last 10 years. 

Yet, the administrative staff of the Board has decreased from 167 
employees to 147. This has curtailed the ability of the Board to ex- 
tend needed service to the industry. The industry will be willing to 
absorb the cost of added necessary staffing at salary levels commen- 
surate with the abilities and responsibilities involved. The changes 
set forth on page 5 of the Board’s January 14 testimony will ac- 
complish the first of these needs as to both the Board staff and the staff 
of the Federal Savings and Loan Insurance Corporation. 

We urge the committee to extend the changes to cover the control 
of administrative expenses. 

One further note should be made before we leave title IV of the bill. 

As section 19 (b) reads on page 200 it would be retroactive, an effect 
which I am sure is not intended. The alternative text that appeared 
as amendment 4 on page 1005 of the printed compilation of the hear- 
ings before the subcommittee on the Senate side should be substituted. 
For the convenience of the committee, that text is appended as our 
amendment C. 


TITLE V. FEDERAL SAVINGS AND LOAN ASSOCIATION ACT—-MODERNIZATION 
LOANS 


Section 4 appearing on page 203 of the bill, is a new section. It 
was inserted at the request of the Board because the laws of several 
States lack proper provisions for the making of home or moderniza- 
tion improvement loans. The league finds acceptabl the revised text 
of the section which the Board now recommends in its January 14 
testimony. 

The league favors retention of the text of section 5 (d) (1) and 
5 (d) (2) as written on pages 205 through 207 of the bill. The proce- 
dures covered by these sections were considered for many years and 
the Board requested the language now in the statute which was en- 
acted in 1954. That language still appears to be workable, even 
though it has hardly had time to be tested. No development has oc- 
curred to indicate it has not or will not work satisfactorily. 

Certainly, the Board has made no case for the sweeping revision it 
proposed in its January 14 testimony. Valuable rights will be lost to 
Federal association if the Board’s revision is favored. The only 
specific allegation of the Board of a lack in the text now in the bill 
(pp. 205, 206, 207, and 208) viz, the lack of subpena power, can be sup- 
plied by inserting before the words “The Board” on line 26 page 205 
the words: 


In any hearing held pursuant or in relation to the powers specified in this 
section . 


In reference to subsection (d) (2) of the bill (p. 206) the attention 
of the committee is called to the power of the Board to appoint a 
supervisory representative in charge. 

The text of the bill merely repeats present law. That power, how- 
ever, unlike the power to appoint a conservator or receiver, can be 
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invoked without a hearing. A supervisory representative in charge, 
once appointed, can hold office indefinitely in given ,circumstances. 
We submit that the statute should make clear that in the cases of sol- 
vent institutions the Board shall pursue the specific remedies provided 
in the law to require correction of. specific wrongdoing short of seizure 
and should not seize or liquidate unnecessarily what are essentially 
private associations. It is just not right to put such institutions in 
receivership because some individual was guilty of specific wrong- 
doing. 

Any wrongdoing ought to be properly dealt with, and the Board 
has full power in the law to permit that to be done. It is a great 
injustice, however, to innocent directors, officers, and employees, to 
seize an institution because of the wrongdoing of one or more people 
which could effectively be corrected without seizure. It is for these 
reasons that we make the request that the following sentence be added 
at the end of the subsection : 

No supervisory representative in charge, conservator of receiver shall be 
appointed for a solvent and unimpaired association if any alleged wrongdoing 
can be corrected as provided in this section or otherwise as provided by law 
without such seizure of such private property. 

Through the addition of a new subsection 5 (d) (3), beginning on 
page 207 of the text of the bill, it is proposed to put into the law 
provisions for the removal of officers and directors of Federal associa- 
tions. Parallel provisions may be found for national banks on page 
20 of the bill and for members of Federal Reserve banks on page 104 
of the bill. 

This new law is not opposed by the league because of the inclusion 
of provision for a fair warning and a hearing under the Administra- 
tive Procedure Act. 

It does seem, however, that the significance of the hearing, the right 
of review, and the effectiveness of either to protect the rights of the 
accused are clouded by the insertion of the phrase “in its discretion” 
in line 9 on page 208, and by lack of provision for the stay of final 
action pending a decision upon the appeal which the law assures the 
accused, 

This lack in the text can be supplied by the deletion of the words 
“in its discretion” (line 9, p. 208), by the inclusion of the words “in 
the event he does not appeal” after the word “whereupon” in line 13 
(p. 208), and by inserting the words “by final order” after the word 
“office” in line 18 of that page. Without these words we suggest a 
director or officer would be deprived of the opportunity to make any 
effective defense against even a capricious charge. If he were to 
appeal after he has been removed by order of the Board, his term 
would in nearly all cases expire before the appeal would be reached 
by the courts, and there would be no issue remaining for the courts 
to decide. 

It is the league’s recommendation that these changes be made. No 
one wants to protect the wrongdoer, but in order that we may con- 
tinue to encourage men of the highest character and reputation in 
their home communities to become directors and officers of Federal 
savings and loan associations, we must assure ourselves of the fact 
that their rights in that office shall not be inferior to that protection 
which the laws give them in their other affairs as private citizens. 








1238 FINANCIAL INSTITUTIONS ACT OF 1957 


This committee might consider the inclusion of similar changes in the 
text of the parallel provisions covering national banks and members 
of the Federal Reserve System, as to which the page references were 
given above. 

Section 6 of title V of both S. 1451 and H. R. 7026 deals with 
branches of Federal savings and loan associations. Similar legisla- 
tion has been under consideration for several years and there has 
been much discussion of this subject before this committee. There- 
— I will try to dwell primarily on points which have not yet been 
made. 

It is well to remember some fundamental statistics; that among 
all types of financial institutions, commercial banks, savings banks, 
and savings and loan associations, the latter have far fewer ‘branches 
per home office than either of the other types of financial institutions. 

The Bank of America alone has more branches than all Federal 
savings and loan associations put together. The following table is as 
of December 31, 1956: 


| | | 
| Number of 
Number of | Number of | branches for 
| institutions branches each 100 
institutions 





| 











528 366 | 70 


| | 
Federal savings and loans_.--__-___- : 1, 739 397 | 23 
Banks, members Federal Reserve-_-.. , 6, 462 5, 886 91 
RTT IID ricci inctwebacnecscuces é 

| 





It is also significant that the concentration of assets is least in the 
savings and loan business. The largest 10 savings associations have 
less than 6 percent of savings and loan assets, whereas the largest 10 
commercial banks hold 18 percent of commercial bank assets, and the 
largest 10 savings banks hold 22 percent of savings bank assets. 

This is convincing evidence that with the possible exception of 1 or 2 
individual branch cases, the Board has done a very conscientious job of 
controlling branch expansion in the savings and loan business, and that 
fears of runaway branching are completely misdirected. 

As the Board indicated, neither of the proposal bills takes into con- 
sideration that in such States as Florida and Minnesota commercial 
banks operate the equivalent of branch banking by group and affiliate 
operations, which method of operation is not available to savings and 
loan associations because there is no stock ownership through which 
it can be accomplished, 

There are other States that have affiliate operations. I brought with 
me an ad out of the Kansas City Star, where the States “serving Mis- 
souri and Kansas through 11 progressive banks.” It gives the officers 
of the various banks and the man president of all the banks in both 
States. And it also gives a combined statement of assets of all the 
banks. I will be very happy to leave that with the committee. 

Finally, I would like to call the committee’s attention to the fact 
that in all of the discussion about parity between institutions, no men- 
tion has been made of the disadvantageous position of savings and loan 
associatons in the matter of processing of branch applications. To 
obtain a branch, a Federal association must give public notice (a 
weekly banking publication also recites this notice so that commercial 
banks are certain to know of such branch applications) and the Fed- 
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eral Home Loan Bank Board schedules a hearing at which all those 
who may wish to protest against the branch are given full opportunity 
to state their opposition. These hearings are often lengthy and 
expensive. 

y contrast, a national bank may obtain a branch office with no pub- 
lic notice, no hearing, and no opportunity for a savings and loan asso- 
ciation to state its opposition. Recently a Federal association in Mas- 
sachusetts heard that a national bank was applying for a branch office 
in the immediate vicinity of the savings and loans. The association 
sent a lengthy brief in opposition to the Comptroller of the Currency. 
That was the last they heard until they read in the newspaper that the 
branch had been approved. To vee “equalize” branching would 
require a major change in the notice and hearing procedures of national 
banks, which to date they have opposed. 

Notwithstanding the foregoing, we recognize that this committee 
and the Congress are anxious to resolve this question. The National 
Association of Mutual Savings Banks has indicated it will not oppose 
the language in H. R. 7026; Mr. Kenton Cravens, a commercial 
banker and chairman of the Senate Advisory Committee on Recodifi- 
cation, has endorsed the provisions of H. R. 7026; the American 
Bankers Association has testified that it will not oppose the provi- 
sions of H. R. 7026. In the same spirit, the United States Savings & 
Loan League now states that it will not oppose H. R. 7026. We 
share the view of the National Association of Mutual Savings Banks 
that minor clarifying amendments are desirable. 


TITLE VI. FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION ACT 


Among the definitions on page 214 of the bill is one purposed to 
delineate better the insurability of various types of savings accounts 
in community-property States. It sets forth a version, beginning in 
the third line front the bottom of the page, which is objectionable to 
many in community-property States. The same version is used in 
part 3 of the Board’s proposed amendment No. 3. No one differs as 
to what the definition should be—the difference is solely as to what 
words should be used to express it. We ask that the text set forth 
in our amendment D which has the approval of legal experts in com- 
munity-property States be adopted. 

The league opposes the board’s request for control over the branch- 
ing privileges of State-chartered insured institutions. It is asserted 
such control is needed because of the effect of excessive branches on 
the insurance risk of FSLIC. That is a narrow ledge upon which to 
foot such a broad usurpation of State jurisdiction. If conceded, it 
would set up an advance base from which other such inroads could 
be launched. 

For example, all mortgage forms should be prescribed, all loans 
should be board-approved in advance, for surely those things affect 
risk more materially than does the establishment of a branch. By 
and large, State supervisory officials have done a commendable job in 
handling branch privileges. The proposed encroachment upon their 
jurisdiction lacks justification. 

It is necessary that we differ also from the board in its request to 
be given power to control pension and retirement agreements. The 
text it offers for that purpose under its amendment No. 5 goes beyond 
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what can be regarded as reasonable and would permit interference 
with the purely internal policies or decisions of each insured insti- 
tution. 

The league assures this committee it does not oppose provisions in 
the statute that will give the beard adequate assurance that obliga- 
tions incurred by an institution under pension or retirement agree- 
ments with the employees of that institution shall not complicate the 
liquidation processes of the Federal Savings and Loan Insurance Cor- 
poration, or become claims against the assets of an institution superior 
to or in contention with the rights of the Federal Savings and Loan 
Insurance Corporation. In an effort to offer suitable language in 
that regard the league has appended amendment E as a substitute 
for the board’s proposed amendment No. 5. 

The league assures this committee that it will not oppose the in- 
clusion of language in the law which will permit the board to regu- 
late against pension or retirement contracts that might materially 
affect the risk borne by the Federal Savings and Loan Insurance Cor- 
poration as insurer. We state our readiness to discuss such a provi- 
sion, but request the committee to reject amendment No. 5 as sub- 
mitted. 

The league is glad to endorse the text of amendment No. 7 as sub- 
mitted by the board to bar the encroachment of holding companies 
into the savings and loan field. It continues to be the conviction of the 
league that the establishment of such companies in the savings and 
loan business is inconsistent with the basic nature and purposes of 
that business. 

You will recall our support of H. R. 4135, which this committee and 
the House approved unanimously. We note the text now proposed 
by the board follows closely the text of H. R. 4135 with some changes 
designed to better assure the achievement of its purpose. The league 
endorses those changes. 

Section 407 of the bill follows the pattern of the present law with 
reference to the termination of the insured status of an institution. 
For practical purposes this pertains almost exclusively to matters 
which concern the activities of State-chartered institutions. The bill 
has added to the law a provision which will cut the waiting period 
within which the Federal Savings and Loan Insurance Corporation 
can act toward termination from 120 days (or such shorter period as 
the State supervisor may prescribe) to 20 days in any case where the 
longer wait might jeopardize unduly the insurance risk of the insur- 
ing corporation. 

That would seem to reach out just about as far as the Federal cor- 
poration would need to go, and as far as it would seem proper for it 
to go without trampling upon the supervisory prerogatives and re- 
sponsibilities of State officials. There would, of course, be no objec- 
tion on the part of the league to the addition of power to issue sub- 
penas, to take depositions, and to implement in such manner the 
faculties of an officer charged with conduct of a hearing under the 
present text of the section. 

There would be objection, however, to many of the other details 
proposed as changes in the bill, and in the law, by the board’s pro- 
posed amendment No. 6. In the main that proposal contains the fea- 
tures to which we detailed our objections here this morning while 
discussing the text of section 5 (d) of the Federal Savings and Loan 
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Association Act. When proposed for application against State-char- 
tered institutions a seein of these proposals are doubly objection- 
able. 

Let me in conclusion again express my gratitude to the chairman 
and members of the committee for the opportunity you have accorded 
me this morning to present to you the views of the league and for the 
high order of cooperation which you, together with your very capable 
staff, have consistently accorded to those who have come before you in 
the conduct of the affairs of the United States Savings and Loan 
League. 

Amendment A 

Amend subsection (e) of section 6, beginning on page 186, line 27, 

to read as follows: 


(e) Any member may withdraw from membership in a Federal home-loan bank 
six months after filing with the Board written notice of intention so to do, and 
the Board may, after hearing, remove any member from membership, or deprive 
any nonmember borrower of the privilege of obtaining further advances, if such 
member or nonmember borrower, (i) has failed to comply with any provision of 
this Act or regulation of the Board made pursuant thereto; (ii) is insolvent: 
Provided, That any member of a bank which is a building and loan association, 
savings and loan association, cooperative bank, or homestead association shall be 
deemed insolvent if the assets of such member are less than its obligations to its 
creditors and others, including the holders of its withdrawable accounts; (iii) 
has a management or home-financing policy of a charter inconsistent with sound 
and economical home financing or with the purposes of this Act; or (iv) in the 
case of a member, under circumstances where there are reasonable grounds for 
the Board to believe removal under the provisions of this subsection may be war- 
ranted, has refused to permit an examination of its accounts and records by 
examiners designed by the Board, which examination the Board shall have power 
to undertake. The Board may collect from the institution examined the related 
cost in such amount as the Board shall determine to be proper. Any hearing 
hereunder shall be held in full accordance with the provisions of the Administra- 
tive Procedure Act and shall be subject to review as therein provided, except that 
the review by the court shall be upon the weight of the evidence. In any case, 
where an order for removal from membership become final, the indebtedness of 
such member or nonmember borrower to the Federal home-loan bank shall be 
liquidated, and the capital stock in the Federal home-loan bank owned by such 
member shall be surrendered and canceled. Upon the liquidation of such indebt- 
edness such member or nonmember borrower shall be entitled to the return of its 
collateral, and, upon surrender and cancellation of such capital stuck, the member 
shall receive a sum equal to its cash-paid subscriptions for the capital stock sur- 
rendered, except that if at any time the Board finds that the paid-in capital of a 
Federal home-loan bank is or is likely to be impaired as a result of losses in or 
depreciation of the assets held, the Federal home-loan bank shall on the order 
of the Board withhold from the amount to be paid in retirement of the stock a 
pro rata share of the amount of such impairment as determined by the Board. 
The Board shall define by regulation what constitutes for the purposes of this sec- 
tion management or home-financing policy of a character inconsistent with sound 
and economical home financing or with the purposes of this Act. This subsection 
(e) shall not be applicable to any member which is a Federal savings and loan 
association, or the accounts of which are insured by the Federal Savings and Loan 
Insurance Corporation. 


Amendment B 


Add to title IV, section 4, subsection (d) at the bottom of page 184, 
the following: 


No uninsured member shall purchase or contract for any form of insurance or 
guaranty of its deposits, savings accounts, share accounts, or investments unless 
such purchase or contract or the insurer is approved in advance by the Board. No 
present member of a Federal home-loan bank which is an uninsured member shall 
continue any such insurance after sixty days of the enactment of this provision 
unless the contract and insurer are approved by the Board. 
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Amendment C 


At page 200, line 28: 
Amend subsection (b) to read as follows: 


(b) It shall not be lawful for any employee of the Board (or of the Federal 
Savings and Loan Insurance Corporation) to accept, or for any former employee 
of the Board (or of said Corporation) to accept within two years after the termi- 
nation of his employment as such employee, employment with any member of a 
Federal home-loan bank except pursuant to regulations prescribed by the Board 
or pursuant to prior written consent of the Board. Any person convicted of any 
violation of any provision of this subsection shall be fined not more than $10,000 
or imprisoned not more than five years, or both. The provisions of this subsection 
shall not apply to any former employee of the Board (or of said Corporation) 
who is such a former employee solely by reason of employment which terminated 
prior to the effective date of this subsection. 


Amendment D 
Amend subsection 402 (b) by substituting for the last sentence 
thereof: 


In any State, District, Territory, or possession having a community property 
law whether the money in the account or accounts is community property or 
not a withdrawable account or accounts in the name of a married person and 
an account or accounts in the name of his or her spouse and an account or 
accounts in the name of the two of them in community shall each be insured 
in an amount not to exceed $10,000 for the aggregate funds in the name of the 
married person, $10,000 for the aggregate funds in the name of the spouse, and 
$10,000 for the aggregate funds in the name of the two of them in community. 


Amendment EF 

At page 221, amend line 26 to read: “(g) For the purposes of sub- 
sections (e) and (f), the Corporation shall have power”, and amend 
“subsection” in line 29 to read “subsections”, and after line 25 insert 
the following new subsection : 

(f) Each insured institution shall file promptly with the Board any pension, 
retirement, or deferred compensation contract or modification thereof, which it 
shall enter upon with any of its officers or employees. No rights derived by 
anyone under such an agreement shall be a claim against the assets of such 
institution which the Federal Savings and Loan Insurance Corporation shall 
be required to pay or discharge, nor shall any rights under such a contract be 
a claim on the assets of the institution as against the Federal Savings and Loan 
Insurance Corporation, creditors, or share account holders, except to the extent 
that amounts funded from year to year under such contract are available and 
properly subject to such claim. Nothing herein shall affect rights existing under 
any such contract outstanding on the date this subsection becomes law. 


The Cuarrman. Thank you, Mr. Bubb. You have made a very fine 
statement. 

Mr. Buss. Thank you, Mr. Chairman. 

The Cuatrman. I am gratified to know that you are entirely satis- 
fied with the provision with reference to the establishment of branches 
by Federal savings and loan associations. That provision meets with 
the approval of all of you, I understood you to say. 

Mr. Buss. Yes, sir. 

_ The Cuatrman. We thought that might be a controversial provi- 
sion. 

Mr. Buss. Of course, Mr. Chairman, we would rather have it remain 
as it is, but we realize what this committee has been up against. You 
have been very kind to us and we thought this was something we could 
give in on and have a little peace and harmony in the financial business 
of the country and we are happy to endorse it. 

The CuatrMan. I think that isa very happy solution. 
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Mr. Brown, we will proceed under the 5-minute rule. 

Mr. Brown. I will pass for the moment. 

The Cuarrman. Mr. Kilburn. 

Mr. Kizgurn. I have no questions, Mr. Chairman. 

The CuHarrman. Mr. Patman. 

Mr. Parman. Mr. Bubb, I notice you mention here that you want to 
discuss only those parts which relate to your business, although you 
realize that some of them affect your business outside of the partic- 
ular chapters to which you refer. 

You realize that in the other provisions of the law, the Federal 
Deposit Insurance Corporation, and I think the Federal Reserve 
amendment provision, banks would be allowed to compensate for 
demand deposits, through gifts and credits, and in other ways. You 
realize that, do you not, Mr. Bubb? 

Mr. Buss. Yes, sir. 

Mr. Parman. Do you think that kind of competition, which is 
really under the table and unknown to you, would be fair competi- 
tion ¢ 

Mr. Buss. Well, I think the best plan probably would be to allow 
banks to pay compensation on their demand deposits. 

Mr. Parman. Don’t you think, Mr, Bubb, that if we wanted to do 
that we should just say it outright and not have a definition whereby 
a bank can discriminate between its depositors by giving one man a 
trip to New York, and other things, and not giving anything to a per- 
son who has the same amount of deposits in the bank, nothing? 

Don’t you think there ought to be some way of requiring fairness 
as between depositors ? 

Mr. Buss. Yes, sir, I would define that definitely in writing it. 

Mr. Parman. And you would endorse an amendment that would 
make it plain that you should treat all your customers alike? 

Mr. Buss. Yes, sir. 

Mr. Parman. You are in favor of that? 

Mr. Buss. That is the way the Federal Savings and Loan Insur- 
ance Corporation Act reads, and I run a Federal, so I would have to 
be in favor of it. 

Mr. Parman. Yes, sir. And you think that this committee, in deal- 
ing with the other problems, should deal with them in a similar way ? 

Mr. Buss. Yes, sir. 

Mr. Parman. It occurs to me that the savings and loan associations 
would have competition there that they would not know how to cope 
with, unless the provision is changed. For instance, if you had an ac- 
count of citizen A, for $10,000, in a commercial bank—I am not say- 
ing they are all doing it, but we have to legislate for all of them— 
this bank would tell that customer, “Why leave that money in the 
savings and loan association and only get 4 percent for it on which 
you have to pay income tax? Why don’t you bring it over to my bank 
and put it in an account; that will enable me to make some money on 
your deposit, and I will give you a trip that will cost four or five hun- 
dred dollars, and that is deductible, on my tax, and it will mean a lot 
more to you than keeping your money in a savings and loan associa- 
tion.” 

That would be an exceptional case, I know, but I am just picking 
it up for the possibilities. Wouldn’t you think that kind of case would 
be possible ? 
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Mr. Buss. Well I have never heard of it being done. 

Mr. Parman. Well you have never heard of this law permitting it, 
have you? 

Mr. Buss. We may be a little peculiar, Mr. Patman. I don’t know, 
but we are not going to come before the Congress to ask them to leg- 
islate against our so-called competitors. We are perfectly willing to 
fight them on a fair and square basis as long as our legislation is sat- 
isfactory, as it has been. 

Mr. Patrman. I agree with you, and Iam all for that. But will you 
be on a satisfactory competitive basis when you don’t know what the 
other fellow is doing to draw away your depositors. You don’t know 
what is being offered. 

Under this provision, any kind of gifts, presents, and different things 
can be offered which you don’t even know about. Do you call that open 
and above board competition ? 

Mr. Buss. Well, I think that must be for deposits bigger than I could 
make, Mr. Patman, so I don’t know much about it. 

Mr. Patrman. All right. Now you stated a while ago that it hasn’t 
been done in the past. That is true but it has been unlawful in the 
past. This is the first effort which has been made to legalize it. Here- 
tofore it has been entirely illegal. I agree with you, if we take off the 
provisions which forbids the payment of the interest on demand de- 
posits and permit people to pay interest on demand deposits, that is all 
right. 

If the bankers want it that way and it is to the interest of the people, 
let’s do that. But let’s do it openly and aboveboard and not permit 
it to be done by secret rebates and favoritism. 

I believe you agree to that ? 

Mr. Buss. Yes, sir. 

Mr. Parman. That is the way I think this bill should be written. 

Now, on which subcommittee did you serve ? 

Mr. Buss. I was the savings and loan representative on Mr. Cravens’ 
committee. 

Mr. Parman. Did they have a committee for savings and loan 
associations ? 

Mr. Buss. Yes, sir. 

Mr. Parman. What was the first committee? National banks? 

Mr. Buss. They had 1 on national banks, 1 on State banks, 1 on the 
Federal Reserve, l'on the FDIC, and 1 on savings and loan associa- 
tions, I believe. 

Mr. Patman. Did you have anybody except bankers on national 
banks ? 

Mr. Buss. No, sir. 

Mr. Patman. State banks committee? 

Mr. Buss. No, sir. 

Mr. Patman. Did you have anybody except bankers on the Federal 
Reserve ? 

Mr. Buss. No, sir. 

Mr. Parman. Anybody except savings and loan representatives on 
the savings and loan committee ? 

Mr. Buss. Yes, sir. 

Mr. Parman. What? 

Mr. Buss. Three bankers. 

Mr. Parman. How many savings and loan representatives ? 
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Mr. Buss. Two. 

Mr. Parman. On the credit union committee, whom did you have? 

Mr. Buss. One credit union man on the whole committee. 

Mr. Parman. Who were the others ¢ 

Mr. Buss. They were bankers, or professors. 

The CHarrMAN. Your time has expired, Mr. Patman. 

Mr. Widnall ? 

Mr. Wipnatt. Mr. Chairman, Mr. Bubb, when the Federal Home 
Loan Bank Board people were here I asked some questions about the 
matier of converting mutual and savings and loan associations into 
stock savings and loan associations. The language they suggest merely 
gives them power to regulate such conversations, but they say it would 
be a difficult thing to regulate and hard to develop a formula that 
would be fair to mutual savers and still workable. 

Wouldn’t it be better if we prohibited conversions and took the posi- 
tion that a mutual association would remain mutual as long as it had 
ederal insurance / 

Mr. Burs. I believe so, but we, as the league, have no particular 
stand on that right now. However, our board and legislative com- 
mittee are meeting here next week, and we ee take a position on it 
and will advise this committee and make it a part of the record in 
plenty of time for the committee to comet it, if that is satisfactory 
Lo Vou. 

Mr. Winpaut. Mr. Chairman, | ask unanimous permission that the 
stand of the league taken on this particular matter be inserted in the 
record when received. 

The CuarMan. Without objection, that may be done. 

(Far data requested above, see supplement al statement, p. 1275.) 

Mr. Wipnati. There is a section in the Senate bill dealing with re- 
strictions on associations, directors, and officers. ‘The Federal Home 
Loan Bank Board testified against that section, and they indicated that 
they preferred to handle that by regulation. 

What is the view of your group on this 4 

Mr. Burs. Well, sir, we didn’t originate that section. It was ad- 
vanced by the Cravens advisory committee. We certainly have no 
objection to spelling out the various rules of conduct of our officers 
and directors in various dealings. 

Mr. Wipnatut. In other words, you have no strong feelings about 
it one way or the other ¢ 

Mr. Buse. No,sir, we have no objection to including it. 

Mr. Wipnaci. That is all, Mr. Chairman. 

The Cuairnman. Mr. Multer. 

Mr. Muurer. Mr. Bubb, I join in the commendation that has already 
been given you and your colleagues for the fine statement you have 
presented. 

I am a little confused, however, because of a question which was 
asked and with which you seemed to agree, and that is with reference 
to branch banking. 

What is the agreement of the savings and loan associations as ‘o 
What provision should be in the bill we are to report about branches 
of savings and loan associations / 

Mr. Buns. We agree on the Brown bill, the bill that has come out 
from your committee here. 

Mr. Muurer. That, vou know, is different from the Senate ver- 


sion ¢ 
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Mr. Buss. Yes, sir. But it is a better version as far as we are con- 
cerned, and all of us are : agreed on the Brown version. 

Mr. Mutter. The Brown version as it is in the Brown bill is similar 
to the bill that I introduced some years back ¢ 

Mr. Buss. Yes, sir. It is almost identical, I think, Mr. Multer. 

Mr. Mvtrer. I think so, too. 

Now, you make no reference to the bill that we enacted on the 
House side many times and couldn’t get any action on the Senate side, 
and that is changing the name of the Federal Savings and Loan In- 
surance Corporation to Federal Savings Insurance Corporation. 

Have you abandoned that idea ¢ 

Mr. Buss. We as a league would like very much to have it called 
Federal Savings Insurance Corporation, but it was not in the bill, 
and we are merely testifying on the bill and asking for changes in the 
bill as it has been written. 

Mr. Muurer. The position, however, of the savings and loan asso- 
ciations is still the same ¢ 

Mr. Buss. That is right. 

Mr. Mutter. In other words, there is no insurance of loans by the 
Federal Savings and Loan Insurance Corporation, and the word 
“loan” ought not be there ? 

Mr. Buss. Correct. 

Mr. Mctrer. There would be no objection if when the bill is re- 
ported we were to write into the bill such a provision / 

Mr. Buss. None whatsoever. Not from us, at any rate. 

Mr. Mutrer. Has your association reviewed my bill for national 
mutual savings banks ? 

Mr. Buss. Not offic ‘ially, no, sir. 

Mr. Mutter. Does your association expect to take any action on 
it? 

Mr. Buss. Well, we will review it. I don’t know what action will 
be taken, or when, but we will certainly review it. 

Mr. Mutrer. Do you have any idea whether it will be reviewed at 
your next meeting / 

Mr. Buss. Yes, sir, it will be. 

Mr. Muurer. And if you come to a conclusion one way or the other, 
will you submit that to this committee prior to the conclusion of 
these hearings ? 

Mr. Buss. Yes, sir. 

(For opinion requested above, see supplemental statement, p. 1275.) 

Mr. Mutter. With further reference to the insurance features of 
the bill that you have referred to, what kind of insurance is written 
by these private companies for those savings and loan associations 
that are advertising that they have insurance in commercial in- 
surance companies? Have you seen any of the policies issued by those 
companies ? 

Mr. Buss. I will ask Mr, Slipher to answer that. He has been 
working on it. 

Mr. Suipuer. I have seen some of the sample policies, and they 
are copied very much after the rules and regulations of the Federal 
Savings and Loan Insurance Corporation, as far as payoff, termi- 
nology, procedures, and so forth. However, when you get to the finan- 
cial part, that is not contained in the policy. 
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In other words, the thing we can’t find out about the companies 
is whether they have the money and reserves to make good on the 
policies. 

One company is operating in Morocco, one isin Panama. We can’t 
get a financial statement on the one in Panama. Neither can the 
insurance commissioner, They have just copied the Federal Savings 
and Loan Insurance Corporation policies and tried to make them 
look exactly the same. 

Mr. Mutter. In other words, what we may actually have is an in- 
surance policy in form only. You may not be able to collect on it 
because there are no assets to back it up ? 

Mr. Suiener. The policies are fine but whether there are assets, 
we don’t know. 

Mr. Murer. Even if the insurance company has assets, they are 
out of the jurisdiction, so if you tried to sue, you probably wouldn't 
be able to get jurisdiction over the insurance company, and if you did, 
you would have to go to Panama or Morocco or some other foreign 
place to try to collect on the judgment. 

Mr. Suipuer, We can’t even get a financial statement, so I don’t 
think you would have much luck suing. 

Mr. Muurer. The chances are if you did get a financial statement, 
you wouldn’t even spend the lawyer’ s fee to try to get a judgment 
which you wouldn’t be able to collect. 

Mr. Surever. One of the companies maintains an agent in the coun- 
try here, but the agent might not be there in bad times. We don’t 
know. 

Mr. Mutter. Isn’t one of the solutions to this problem to require 
all savings and loan associations to—certainly those who are members 
of the Home Loan Bank Board—to carry the Federal i insurance, and 
then follow that up with a prohibition against any association ad- 
vertising except that they advertise fully and completely and _pre- 
cisely what they are insuring, and requiring them also to say in so 
many words, in the same size type as they say “insured,” “not insured 
in any Federal agency,” if that happens to be the fac t. That is one 
way. 

Mr. Sireuer. Yes, sir; that is one way, but, as the Board has tes- 
tified, there are a lot of these associations which came into the bank 
system before we had insurance of accounts. Some of them don’t 
want insurance. Others, the Board says frankly, in view of the num- 
ber of them in certain communities, they wouldn’t insure, and then 
you would have the very unpleasant fact of putting some existing 
associations out of business, and they would come in here with a pretty 
strong plea that you were putting an old company out of business. 

The Cuaman. Your time has expired. Mr. Betts. 

Mr. Berts. Don’t these out-of-the-country insurance companies 
have to file a statement to do business in the State where they are 
insuring accounts? 

Mr. Surpuer. They maintain that they are doing business through 
the mail. They get away with it in Maryland. “We have no very 
strong supervision there and the Maryland insurance commissioner 
just says he has no record on them. 

Of course, until we have a claim or lawsuit, we won’t know what 
happens. 

Mr. Berrs. It just occurred to me that they should have. 
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Mr. Suiruer. We have kept them out of some States where the in- 
surance laws are strong. The Commissioner has issued a cease and 
desist to the savings and loans using it. In other States the insurance 
laws don’t give us a chance to do anything. 

Mr. Berrs. Are you objecting to a solvent, reputable domestic com- 
pany insuring, or are you just objecting to the way they advertise ? 

Mr. Surruer. | think you worded it right. Ifa solvent American 
company wants to Insure savings accounts and will do it in such a 
way that the public isn’t misled into thinking it is the Federal Sav- 
ings and Loan Insurance Corporation, then we have no objection at 
all. Anybody who wants to underwrite any risk they want to in this 
country should be allowed to do it. But all of them so far have used 
emblems and words and so forth such that you would have to be a 
financl 7 expert to know that it is private insurance. 

Mr. Brerts. That is what you are objecting to! 

Mr. Siaruee. That is right. 

_— Buss. I might add, Mr. Betts, it must not be a very good risk 

r he wouldn’t have to go to Panama or Morocco to buy the insurance. 

"Mr. Br rrs. I get the point. 

The CuatrmMan. Mrs. Griffiths. 

Mrs. Grirrirus. Mr. Bubb, in your testimony on page 6 you point 
out that the administrative staff of the Board has decreased from 


167 to 147? 

Mr. Buss. Yes, ma’am. 

Mrs. Grirrirus. Will you tell me why? 

Mr. Buss. That I can't answer. ‘: don’t know, frankly. 

Mrs. GRIFFITHS. Does the Board go through the national budget 

Mr. Buss. Yes,ma’am. 

Mrs. Gruirrirus. So that the money that you pay in for this service 
goes, I presume, into the general fund of the Treasury ? 

Mr. Buses. The moneys we put up—we put up : all the money for the 
the expenses of the operation of the Federal home loan bank system ; 
but regardless of that, they have to go to the Bureau of the Budget 
and toC ongress to get their ‘authorizations to operate. 

And I think one of the reasons that the e mployees have been reduced 
is that they feel that they haven’t been able to pay enough money to get 
the right kind of people that they need for the jobs that they have to 
have done. 

Mrs. Grirrirus. Would those jobs be supervising 4 

Mr. Burs. Mostly supervising, yes, ma’am; and legal jobs, super- 
visory jobs, research, and the sort of thing that the Federal Reserve 


/ 


does. 

Mrs. Grirrirus. Do they have examiners? 

Mr. Buss. Yes, ma’am; they have examiners under their examining 
department. 

Mrs. Grirrirus. How often is your institution examined / 

Mr. Buss. My institution is examined about every 12 to 14 months. 

Mrs. Grirrirus. Do you consider that sufficient ? 

Mr. Buss. Yes, ma’am: I do. However, I will say this, that that is 
not true in all the districts. I happen to be in a bank district whe re 
they are a little more up to date on their examinations than the y are In 
others. Also I fortunately operate what they call a class A association, 
which they don’t have to examine but every 15 months until they 


want to. 
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Mrs. Grurrirus. Would there be situations where examiners would 
not come in more often than every 18 months to 2 years / 

Mr. Buss. That has happened. 

Mrs. Grirritus. Now I would like to ask you some questions that 
one of my colleagues asked me the other day. I don’t know too much 
about a savings and loan institution. 

When a deposit is made in your institution, does it have to be in 
there a certain length of time before interest can be drawn on it? 

Mr. Burs. Yes, ma’am; in some States it is 6 months. In other 
States, 3 months. 

Mrs. Grirrirus. Is it 6 months from the date that you deposit the 
money or is it within a specified period ? 

Mr. Buss. It is within a specified period. In some States they 
pay quarterly dividends and in other States, semiannual dividends. 

Mrs. Grirrirus. Is this explained to the depositor when he deposits 
his money 4 

Mr. Buss. Absolutely. 

Mrs. Grirriryus. That is, if the period runs from January until 
June, and I put my money in on the Ist of December, would the person 
who accepted that deposit tell me that for the first 30 days I would 
get no interest 4 

Mr. Burns. You would receive interest for the first 30 days under 
that example. 

Mrs. Grirrirus. Well, could you give me one where it would not 
receive interest ¢ 

Mr. Buss. Yes, ma’am; I can give you one where it would not. In 
other words, if you put it in February, and it ran until June 30, you 
wouldn't receive interest for January, naturally. 

Or let’s say you put it in January 1, and you withdrew it on June 1 
Supposedly, that w: ay you would lose 5 months’ interest. However. 
we always—and I am sure most savings and loans do—al] that I know 
of do, anyway—notify a depositor or a shareholder, as we call them, at 
that time, that they can get a share loan and save the loss of that 
dividend. 

In other words, if you have $10,000 in a savings and loan association 
at 314 percent, that would be $350 annually. If you borrowed that 
money for 1 month, you would save all of that dividend but 1 month’s 
interest. 

Mrs. Grirrirus. Do the people who accept these deposits explain 
this when the money is deposited, and then explain it before it is 
withdrawn ? 

Mr. Buss. Oh, yes, ma’am. 

Mrs. Grirrirus. The reason I ask you is because I gathered from 
Mr. Vanik’s statement, that in the State that he knew about, this 
wasn’t done. Would you think that it would be a good idea to require 
it by law ? 

Mr. Buss. It would certainly be all right with us. 

Mrs. Grirrirus. Thank you. 

Mr. Buss. Every good association should do it, anyway. 

Mrs. Grirrirus. I would think that that would be true, except that 
I understood perfectly that that was not done in this instance. 

Mr. Wipnatt. Will you yield, Mrs. Griffiths ? 

Mrs. Grirrirus. Yes, sir. 
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Mr. Wiwnatu. Mr. Bubb, do you recall in the budgeting operations 
for the last 2 or 3 years, just how that reduction of personnel took 
place? Was iton the recommendation of the Congress, or the Budget 
Bureau, or the administration, itself, of the Board? 

Mr. Buss. I will ask Mr. King to answer that, Mr. Widnall. 

Mr. Kine. Congressman Widnall, the 2 figures we mentioned here 
just represent the margin of difference over the course of 10 years. I 
think one figure is taken off the record from around 1946 and the 
other for the end of the fiscal year, June 30,1957. We did not explore 
the intermediate budget factor from year to year, so we could not tell 
you just why a idual employees were curtailed. 

Mr. Wipnatt. I don’t recall exactly what took place as far as the 
Congress is concerned, whether or not we were responsible for the cut 
in funds, or whether the Budget Bureau did it, or whether it was 
administrative recommendation. I think it is important if the point 
is being raised by Mrs. Griffiths. 

Mr. Kine... We just think that the two changes we advocate will 
accomplish a better ability on the part of the Board to gage and pro- 
vide for its needs as they go along, and we have not attempted to ana- 
lyze how these things, th: vt now appear factually, have come about over 
that 10- year span. 

Mrs. Grirrirus. I would like to say that it seems to me that with all 
these institutions, we should be concerned that you have better and 
better examiners, and better supervision, because the worries of the 
community have relaxed when they know that those deposits are in- 
sured. They obviously are not reacting in the way they once did, so 
that you need good examiners. 

Mr. Buss. We certainly agree with you, Mrs. Griffiths. 

Mrs. Grirrirus. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Mumma. 

Mr. Mumma. Mr. Bubb, you were speaking of this reduction in the 
number of employees. Is that since 1946? 

Mr. Buss. Yes, sir. 

Mr. Mumma. Could that be due to the more efficient operation of 
the Board; for instance, IBM machines or something like that ? 

Mr. Buss. I don’t believe they have any IBM machines. It could 
be due to more efficient operation, which is certainly something new 
and different. 

Mr. Mumma. On this insurance business, do the people that take 
this kind of insurance follow any pattern at all? Is it in larger cities, 
or is there any pattern that you can detect in it, and for what reason ? 
Is it a matter of price ? 

Mr. Sureuer. Well the pattern is this, I think: These are small as- 
sociations. There are only about 5 or 6 so far. Two of them in 
Maryland—— 

Mr. Mumma. You mean 5 or 6 that have it ? 

Mr. Surpuer. Yes, sir. I would say the pattern is this: They are 
up against the competition of insured savings and loan associations, 
regular Federal Savings and Loan Insurance Corporation members. 
For one reason or other, they can’t or won’t get that insurance, and 
I would guess mostly it s because they cannot qualify. 

So not being able to get the regular insurance, then they go and 
do what they think is the next best thing, getting a commerci: I insur- 
ance that looks just like it. 
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Mr. Mumma. Wouldn’t that be a subject of this examiner to bring 
out the fact that they couldn’t qualify, and make it less attractive to 
let them continue to operate ? 

Mr. Strener. These are State-chartered institutions which the Fed- 
eral Home Loan Bank Board never examines. 

Mr. Mumma. I thought you stated here that they did? 

Mr. Surrner. No, the Federal Home Loan Bank Board only exam- 
ines insured Federal associations. These are not insured and are not 
members of the bank system. 

Mr. Mumma. And you say there are only 5 or 6 companies in the 
entire country that have this other insurance ? 

Mr. Surpner. Yes, sir, it is a brandnew development. It only 
started in the last 6 months, but as Congressman Widnall said, we 
ought to lock the bank before the horse is stolen. 

Mr. Mumma. Well it appears to me that way, too. If a person has 
two payments to make in a coming month, one on the house and one 
on the ¢ ar, and they have enough for only one, which would you say 
would get it? 

Mr. Srrener. I would say if housing is scarce, the house would 
get it. And if the automobile was needed, the automobile might 
get it. 

Mr. Mumma. It seems to me he might have lost the automobile on 
a moment’s notice. 

Mr. Suiener. Probably 9 times out of 10 the automobile would 
get it. 

The Cuamman. Mr. Healey. 

Mr. Heatery. No questions. 

The Cuatrman. Mr. McVey. 

Mr. McVey. Mr. Bubb, I should like to pursue for a moment a 
question which has been raised by two members of this committee. 
It has to do with branch banking. 

[ have paid great attention to your statement on this subject, and 
on page 11 you say: 

In the same spirit, the United States Savings and Loan League now states 
that it will not oppose H. R. 7026. 

[ wonder if you have some arguments in favor of branch banking 
which you have not included in your statement before us here. Do 
you have other arguments in favor of branch banking which you 
have not stated heretofore ? 

Mr. Buss. Yes, sir; we could give you lots of arguments. We have 
given it to the committee lots of times, Mr. MeVey. I just didn’t 
want to take up your time with it. But I will be happy to give you 
the reasons why we feel savings and loans should have branches. 

Convenience is No. 1 

And with the cities all growing into the suburbs and the communi- 
ties growing and spreading out everywhere, people are demanding 
that you bring the services to them rather than have them come to 
you, mainly on account of traffic and congestion and that sort of 
thing. 

Mr. McVey. Don’t we have savings and loan associations in most 
of those suburbs ? 

Mr. Buss. No; we don’t, not in the large cities where they are mush- 
rooming rapidly. It is pretty hard to help those areas develop with 
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a brandnew savings and loan association or a brandnew bank, as far 
as that goes. 

Mr. McVey. I live in the suburbs of Chicago. We have, in the 
city in which I live, a very fine savings and loan association. Its as- 
sets are about $20 million. But just a few miles away in the city 
of Chicago we have a very strong savings and loan association with 
assets into the hundreds of millions. 

If we permitted branch banking, wouldn't it be possible that the 
larger organization would come into my area with branches ¢ 

Mr. Buss. In your case, the Federal Home Loan Bank Board 
would not grant a brasith out there because there would be no neces 
sity for it. You have to prove cause, and give reasons why you need 
a branch in an area before you can have a hearing, even, as far as that 
goes. 

Mr. McVey. Of course, in my State, branch banking is not allowed, 
so we haven’t th: at problem. 

Mr. Buss. I have never known them to grant a branch in an area 
where the area is being properly serviced at that time. 

Mr. McVey. I am glad to hear that. Thank you. 

The Cuamman. Mr. Breeding. 

Mr. Breepine. Thank you, Mr. Chairman. 

Mr. Bubb, it is nice to see you here this morning, since you come 
from my State of Kansas. 

Mr. Buss. Thank you. 

Mr. Breepinc. And many of the small-business people in my State 
look upon you as very much of an authority on building and loan 
matters in Kansas. It is nice to see you and I want to congratulate 
you, though I didn’t hear you read your entire statement. 

Mr. Buss. Thank you, Mr. Breeding. 

Mr. Breeprna. I will read it thoroughly later. I would like to 
comment further that in the State of Kansas, and I represent the 
Fifth District, I have had several letters from banking people who 
have criticized the building and loan people because they Say they 
don’t pay their rightful share of taxes. Would you care to comment 
on this subject ? 

Mr. Buss. Yes, I would be very happy to, Mr. Breeding. I just 
testified Monday before the House Ways and Means Committee on 
that and gave them figures showing that the taxes derived per dollar 
of savings and loan assets as against per dollar of banking and life 
insurance assets, is higher than either of the other two. 

I would be happy to send you a copy of my testimony last Monday 
particularly if you are getting letters like that. I think you would 
like to have it. 

Mr. Breepinc. I most certainly would. It would help me to answer 
those letters. 

Mr. Buss. I will see that you get it. 

Mr. Breeprnc. Further, I would like to comment that recently I 
have had 40 or 50 pieces of mail criticizing any amendment or any 
action that we would take in this committee in connection with para- 
graph 45 of chapter 6, which has to do with national banks selling 
insurance. 

I understand from discussion here, from the staff of our committee, 
and from visiting with members of this committee, that there has been 
no such amendment offered to this bill, and those that are writing 
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are writing about an amendment that has been or is in the making. 
Is this true? 

Can you enlighten me further on this?) Why do I continually 
these letters even though there is no amendment offered crenata t te 
change the bill ? 

Mr. Buss. It must have been discussed in the Senate. That would 
be the only way I would know, Mr. Breeding. I don’t remember it 
being discussed in the hearings. I was on the Senate Advisory Com- 
mittee, and my recollection is that it is legal in towns under 5,000, 
I believe, for national banks to sell insurance. 

Mr. Breeprna. As the act reads now, paragraph 45, chapter 6, is 
exactly the ss — as we have had for many years. 

Mr. Buns. I don’t know why you would be getting mail on that, 
because I don’t think anybody is contemplating any change. 

Mr. Breepine. Well T have had quite a lot of mi Lil, and every day I 
get more, in regard to that question. 

Mr. Buss. Except that I might say this: As business gets more 
competitive all the time, it seems a lot of people feel the easiest way 
1s to try to keep their competitor from doing something, rather than 
to spend a little more money advertising and. putting a little more el- 
bow grease into their own oper: ation, 

Mr. Brerping. Mr, Bubb, it is nice to have you here. I appreciate 
your discussing this matter with me. 

Mr. Buss. Thank you, Mr. Breeding. It is nice to see you, sir. 

The Cuamman. I have a letter from the National Association of 
Insurance Agents on that point and I would like to put it in the 
record at this point. Without objection, that will be done. 

Mr. Patman. Mr. Chairman, reserving the right to object, I want 
the privilege of inserting a statement right after it. 

The CuarrmMan. Is there objection ? 

Mr. Parman. With that understanding, if you will allow me the 
sume privilege, | have no objection. 

The Crarrman. Is there objection to putting this in the record 
The Chair hears none and it goes in the record. 

Mr. Parman. I make the same request, Mr. Chairman. 

The Carman. Is there objection to Mr. Patman’s request? The 
Chair hears none so it will be done. 

I also want to put in the record, following the statement of Mr. 
Patman, the statement of the staff of the committee on that subject. 

Mr. Parman. Mr. Chairman, I reserve the right to object. You 
stated yesterday you would allow me a hearing on that, and I hope 
that you do that, and have it all at the same time, because I have the 
copies of the documents, bills and everything throughout the years 

and I reserve the right to object, Mr. Chairman. I hope you don’t 
insist on it now until I have been allowed to hear it. 

The CuatmrMan. I do insist. 

Mr. Parman. Until lam allowed to hear it, too. 

The CHarrman. That doesn’t preclude you. 

Mr. Parman. Are you going to give me a hearing ? 

The Cuairman. I haven't ever been able to stop you yet. 

Mr. Parman. With that understanding, that is all right. 

The CHairman. Without objection, it will be inserted in the record 
following the statement of Mr. Patman. 
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(The documents above referred to are as follows:) 


NATIONAL ASSOCIATION OF INSURANCE AGENTS, 
New York. N. Y., January 28, 1958. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Mr. CHAIRMAN: This representation is made on behalf of the National 
Association of Insurance Agents, a voluntary membership association numbering 
in excess of 33,000 insurance agency members. Included in this membership are 
over 100,000 individuals, duly licensed by the respective States, who are pro 
prietors, partners, or corporate principals in the firms and corporations which 
comprise said insurance agency members. This organization is comprised of 
independent businessmen who specialize in the production and servicing of 
policies of fire, casualty, surety, marine and all other lines of general insurance 
for clients ranging from the smallest householder and/or automobile owner to 
the largest industrial corporation. 

While this association commends the intent of the Congress to improve the 
laws pertaining to financial institutions, we feel compelled to make this observa- 
tion with reference to the original purpose in the enactment of section 92, title 
12, United States Code, which was the forerunner of the present paragraph 45, 
chapter 6, title I, National Bank Act, in 8. 1451. Forty-odd years ago, in 1916, 
the Congress enacted this section 92, the purpose of which was to accommodate 
borrowers as well as bankers. sorrowers in some of the small communities 
may have had difficulty then, in 1916, in obtaining insurance to protect the col- 
lateral which was the subject of loans. 

In that connection, it is significant that there appears to be but 77 national 
banks out of 2,310 located in communities of less than 5,000 population that still 
avail themselves of this privilege. Hence, there would seem to be no sound 
basis for broadening the authorization for national banks to act as insurance 
agents in those towns with a population greater than 5,000. 

Like banking, insurance is a highly technical business. Thorough insurance 
protection is best obtained through those persons who make a specialty of the 
insurance business. Successful operation of an insurance agency and complete 
protection of the public are best performed by insurance men. There are 
obvious dangers in allowing an extension of the performance of insurance func- 
tions merely as an unrelated sideline of the banking business. 

This association firmly believes that it is detrimental to the best interests 
of the public to further extend the right of national banks to carry on an insur 
ance business. It is to this point alone that we address ourselves. Experience 
has proved that those who are in a position to influence placement of insurance 
through the power of credit may have the tendency to influence, or even coerce, 
the borrower to place insurance covering the security of loans through a par- 
ticular channel. 

Perhaps the Honorable Victor R. Hansen, Assistant Attorney General of the 
United States, has best pointed up, in a recent address, the possible results 
of the control of insurance placement remaining with the mortgagee only. 
They are: (1) the mortgagor can be prevented from placing his hazard insur- 
ance with the agent of his choice; (2) insurance agents who would normally 
compete for this business are prevented from doing so; (3) companies, other 
than those selected by the lender, are “foreclosed from free access to a sub 
stantial market”; and (4) the borrower may be prevented from obtaining the 
required protection at rates which might have been lower than those provided 
by the lender. 

It is significant that the United States Department of Justice has, on a num- 
ber of occasions in the past several years, issued statements on the subject of 
loans, pointing out the violation of antitrust laws in the application of coercive 
pressure in the placement of insurance protection on loans. 

Significant, too, is the fact that in its work, the Senate Subcommittee on Auto- 
mobile Marketing Practices under the chairmanship of Senator Monroney, has 
developed evidence of gross misapplication of insurance rates by noninsurance 
persons engaged in selling on credit terms. 

It is further significant that in most States the regulation of insurance and 
the regulation of banking have been delegated to separate authorities. In fact, 
at this moment the New Jersey Legislature, as an example, is considering the 
recommendation of its Governor that separate regulatory authorities be created 
in a State which, until now, has not seen fit to do so. 


2, ! 
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Insurance and banking are two distinctly separate and vitally important 
functions in American business. As ‘it has in all instances where the rules 
of reason and logic would apply, the insurance industry has provided the pro- 
tection necessary to cover risk of loss, and the insurance agent or broker has 
been the medium through which that protection has been designed and ap- 
plied. 

One thing the National Association of Insurance Agents wishes to make 
crystal clear: we are opposed to any broadening of the authorization of na- 
tional banks to act as insurance agent or broker beyond that permission which— 
it is generally conceded—is granted in the National Bank Act, as now written. 

As we see it, it is not for this association to question the validity of the 
permission which the 77 national banks now functioning as agents feel is theirs 
under the existing statutes. 

Again then, our over 33,000 member agencies are unalterably opposed to any 
amendment of that section of 8. 1451 now being considered by your committee, 
and identified in this bill as paragraph 45, on page 42, which would allow any 
expansion of the insurance agency activities of national banks beyond that 
now contained in 8. 1451. 

Sincerely, 
ARCHIE M. SLAwssBy, 
Chairman, Executive Committee, and Vice President. 





STATEMENT BY WRIGHT PATMAN, M. C. 


SHOULD A PROVISION BE INCLUDED IN 8. 1451, FINANCIAL INSTITUTIONS ACT OF 1957, 
TO PROVIDE FOR NATIONAL BANKS TO ACT AS INSURANCE AGENTS? 


S. 1451, title I, section 45, provides: “Any national banking association located 
and doing business in any place the population of which does not exceed 5,000 
inhabitants, as shown by the last preceding decennial census, may, under such 
rules and regulations as may be prescribed by the Comptroller, act as the agent 
for any fire, life, or other insurance company authorized by the authorities of 
the State in which said bank is located to do business in said State, by soliciting 
and selling insurance and collecting premiums on policies issued by such com- 
pany; and may receive for services so rendered such fees or commissions as 
may be agreed upon between the said association and the insurance company 
for which it may act as agent; and may also act as the broker or agent for 
others in making or procuring loans on real estate located within 100 miles 
of the place in which said bank may be located, receiving for such services a 
reasonable fee or commission: Provided, however, That no such bank shall in 
any case guarantee either the principal or interest of any such loans or assume 
or guarantee the payment of any premium or insurance policies issued through 
its agency by its principal: And provided further, That the bank shall not guan- 
antee the truth of any statement made by an assured in filing his application 
for insurance.” 

The comparative print of S. 1451, now under consideration by the House Com- 
mittee on Banking and Currency, presents the provisions of title I, section 
45, as provisions of existing law. 

On March 4, 1957, the Senate Committee on Banking and Currency made a 
report on S. 1451 (S. Rept. No. 121). In referring to title I, section 45, that 
report stated : 

“This section continues the provisions of title 12, United States Code, section 
92, governing the insurance agent and real-estate broker activities of national 
banks in communities of not more than 5,000 inhabitants.” [Italie supplied. ] 

An examination was made of title 12, United States Code, section 92. The 
provision in question did not appear as a part of that section of the United 
States Code. Consequently, since the current edition of the United States Code 
is prima facie law (1 U. 8S. C. 204 (a)), the absence of the provision in question 
is prima facie evidence that such provision is not a part of existing Federal law. 
The unfolding of these circumstances disturb me. There was obvious error in 
the statement in Senate Report No, 121 to the effect that S. 1451, title I, section 
45, “continues the provisions of title 12, United States Code, section 92,”. I 
did not wish to raise questions about how and by whom that obvious error 
was made. However, when some insisted that the error, in effect, be com- 
pounded by having the House Committee on Banking and Currency act as if 
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the section in question provided for national banks to act as insurance agents 
be approved as existing law, I objected. Additional objections have been made 
by a number of insurance agents and underwriters to any expansion of existing 
law providing for banks to act as insurance agents. Despite the objections I 
made and the objections which were being made by insurance underwriters and 
their representatives, efforts were redoubled to have enacted into law the pro- 
vision in question as quickly as possible. 

Faced with these circumstances, I sought to ascertain what is behind this 
matter. I learned that an advisory committee representing bankers had pro- 
posed that the provision in question be enacted into law as a part of 8. 1451. 
The same advisory committee had much to do with the drafting of the various 
provisions of 8. 1451. 

Naturally, when Mr. Cravens, one of the principal architects of the proposals 
made by the binkers’ advisory committee, and his attorney were before the 
House Banking and Currency Committee testifying in support of S. 1451, I 
questioned them about the provision for banks to act as insurance agents. Mr. 
Cravens insisted that he considered that the provision in question is a part of 
existing law. When it was pointed out to him that title 12, section 92, of the 
United States Code contains no such provision, he referred the matter to his 
attorney, Mr. Neill, who was also in the witness chair. When it was pointed out 
to Mr. Neill that the provisions in question are not a part of title 12, United 
States Code, section 92, he stated that he was “shocked” to learn that. (Tran- 
script, p. 254, line 6.) It was upon his advice that the bankers’ advisory com- 
mittee had acted to have included in 8. 1451 the provisions in question. 

At this stage, a number of those who were supporting the proposals of the 
bankers’ advisory committee for the inclusion in S. 1451 of the provision for 
banks to act as insurance agents came forward with all sorts of excuses and 
arguments of why the provision in question should be regarded as a part of 
the existing law even though it does not appear in the current edition of the 
United States Code which was published in 1952. In that connection, it was 
argued that earlier editions of the United States Code had carried the provision 
in question and that the Supreme Court of Appeals of Virginia, in the case of 
Marshall National Bank & Trust Co. y. Corder (194 8. E. 734), a 1938 decision, 
had relied upon the fact that the provision in question had appeared in the 1954 
edition of the United States Code, title 12, section 92, and in that connection 
had stated: 

“It has been suggested that a national bank has no authority to act as an 
agent or broker for an insurance company, nor to authorize any official or em- 
ployee to do so, because such act would be ultra vires and void. This question 
cannot arise here because national banking associations organized under the laws 
of the United States and doing business in a place the population of which does 
not exceed 5,000 inhabitants is expressly granted such power.” 

Of course, provisions of the United States Code are accepted as prima facie 
evidence of Federal Laws and since the earlier editions of the United States 
Code had contained the provisions in question as a part of title 12, section 92, 
a court in dealing with a case such as the one cited, would accept as existing 
law what it found in that code unless the opposing party brought forward evi- 
dence to rebut the proposition. Since the 1934 code, to which the court in that 
instance made reference, did carry the provision in question and it is apparent 
that no effort was made to rebut the showing thus made, the Court accepted 
and relied upon the prima facie evidence. In doing so, the court, in that in- 
stance, brushed aside provisions of State law which would have made any act 
of a bank as an insurance agent ultra vires and void. These circumstances 
prompted me to further investigate this matter. That investigation has de- 
veloped that the earlier editions of the United States Code which contained the 
provisions in question committed a palpable error by including the provision for 
banks to act as insurance agents. 

The Law Revision Counsel of the House Committee on the Judiciary was 
questioned about that matter. He participated in the preparation of the 1952 
edition of the United States Code. He explained that the provisions in question 
were omitted from that edition because a conclusion had been reached that the 
provisions in question had been repealed by Congress on April 5, 1918, and that 
the earlier editions of the United States Code in 1926, 1934, 1940, and 1946 er- 
roneously had copied into them the obsolete and repealed provision in question. 
Indeed, the Supreme Court of the United States on January 20, 1958, in case 67, 
Octoher Term 1957, Nashville Milk Company, Petitioner v. Carnation Company, 
held that the 1940 edition of the United States Code contained “palpable error” 
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and then proceeded to state: “In such circumstances Congress has specifically 
provided that the underlying statutes must prevail.” 

What are the underlying statutes in this instance? In order to secure an 
accurate and complete answer, I referred that question to the American Law 
Division of the Legislative Reference Service, the Library of Congress. Under 
date of January 17, 1958, Mr. Wilfred C. Gilbert, the Chief of that Division, 
responded and in referring to the underlying statutes regarding the provisions of 
law in question, stated : 

“See. 45 of the bills is taken from an act of Sept. 7, 1916 (39 Stat. 753). The 
paragraph was carried in U. 8. Code 12:92 until 1952 when the following note 
was inserted at that point: 

“The provisions of this section, which were added to RS § 5202 by act Sept. 7, 
1916, ch. 461, 39 Stat. 753, were omitted in the amendment of RS § 5202 by act 
Apr. 5, 1918, ch. 45 § 20, 40 Stat. 512, and therefore this section has been omitted 
from the Code. RS § 5202, as amended, is set out as see. 8—of this title.” 

“To go back to 1916: 

“The act in question was entitled “An Act to amend * * * The Federal Re- 
serve act * * *”. Its 4% pages are not broken up into sections, but amend- 
ments are introduced by a plain statement, followed by the amendment in quotes. 

“Thus the first few lines run as follows: 

Be it enacted * * * That the Act entitled “Federal Reserve Act” approved Dec. 
23, 1913, be, and is hereby, amended as follows: 

At the end of section eleven insert a new clause as follows: 

"(3) eres 

That section thirteen be and is hereby amended to read as follows: 

“Any Fed. reserve bank * * * 

* * *” 

“Then on page 753 [not in quotes] 

Section fifty two hundred and two of the Revised Statutes of the U. 8. is hereby 
amended so as to read as follows: “No national banking association shall at any 
time be indebted * * * except on account of demands of the nature following: 

“Wirst * * * 

“Fifth * * * 

x * “* * * * * 

“The discount and rediseount * * * of any bills receivable * * * shall be 
subject to such restrictions * * * as may be imposed by the Fed. Res. Bd. 

“That in addition to the powers now vested in national banking association, 
* * * any such association located and doing business in any place the population 
of which does not exceed 5,000 * * * [the item now in question | 

“Any member bank may accept drafts * * * drawn * * * by banks or bankers 
in foreign countries * * *” 

“Thus the act as printed appears to include in the amended section RS $5202, 
three paragraphs which seem to be affirmative regulations which substantively 
have no relation to the original subject of §5202. Of these three paragraphs, the 
first—as to discounts by reserve banks—is carried in the U. 8S. Code (Title 12 : 361) 
without question. The second—the one here involved, is omitted from Title 
12:92, as already noted. The third—as to acceptance of foreign paper—is 
omitted from Title 12: 378 with the same explanation as under §92. It is noted 
that the same reason which prompted omission of Secs. 92 and 373, obtains with 
respect to $361—viz. the amendment of RS §5202 by the Act of 1918 merely added 
a subparagraph Sixth, and stopped there. By ordinary rules of construction an 
amendment of one provision “to read as follows” strikes down that provision in 
toto, and substitutes the new language.” 

It should be noted that Congress again in 1919 through Public Law No. 62, 66th 
Congress, approved October 22, 1919 further amended Revised Statutes, section 
5202. The provisions of that amendment are as follows: 

“Sec. 2. That section 5202 of the Revised Statutes of the United States as 
amended by section 20, Title I, of the Act approved April 5, 1918, be further 
amended so as to read as follows: 

‘Sec. 5202. No national banking association shall at any time be indebted, or 
in any way liable, to an amount exceeding the amount of its capital stock at 
such time actually paid in and remaining undiminished by losses or otherwise, 
except on account of demands of the nature following: 

‘First. Notes of circulation. 

‘Second. Moneys deposited with or collected by the association. 

‘Third. Bills of exchange or drafts drawn against money actually on deposit 
to the credit of the association, or due thereto. 
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‘Fourth. Liabilities to the stockholders of the association for dividends and 
reserve profits. 

‘Fifth. Liabilities incurred under the provisions of the Federal Reserve Act. 

‘Sixth. Liabilities incurred under the provisions of the War Finance Corpora- 
tion Act. 

‘Seventh. Liabilities created by the indorsement of accepted bills of exchange 
payable abroad actually owned by the indorsing bank and discounted at home or 
abroad.’ ” 

Thus it is seen that Congress in acting on the substantive provisions of sec- 
tion 5202 of the Revised Statutes on April 5, 1918, and again on October 22, 
1919, acted to exclude and strike down from that section of Federal law the pro- 
visions authorizing national banks to act as insurance agents. Again, it should 
be remembered that Congress never has acted to authorize national banks to act 
as insurance agents except through and by virtue of an amendment to section 
5202 of Revised Statutes (Public Law 270, 64th Cong., Sept. 7, 1916). I repeat 
that Congress in further amending that section of the law in 1918 and again 
in 1919 omitted from its amendments to that section any provision authorizing 
national banks to act as insurance agents. 

In view of these circumstances, it would appear foolhardy to take issue with 
the conclusions reached by the Chief of the American Law Division, Legislative 
Reference Service, the Library of Congress, and the law revision counsel of 
the Committee on the Judiciary, House of Representatives of the United States, 
that the provisions in question were repealed by act of Congress of April 5, 
1918. It was on the basis of such conclusion that the law revision counsel 
for the Committee on the Judiciary acted to omit the provisions in question 
from title 12, section 92, of the United States Code in 1952. 

On January 20, 1958, Mr. Gidney, the Comptroller of the Currency, in a note 
to the chairman of the House Banking and Currency Committee, stated his 
conclusion that section 45 of title I, of S. 1451, would reenact section 92 of 
title 12, United States Code. In that connection, the note of Mr. Gidney con- 
tains the following statement : 

“The Comptroller of the Currency has outstanding a current regulation issued 
under the authority of the provisions of section 92 (12 C. F. R. 2.1-2.5),” 

Therefore, the Comptroller of the Currency concludes that the provisions in 
question were not repealed by the Congress. He relies upon section 92, title 
12, of the United States Code and when it is pointed out to him that the pro- 
visions in question do not appear to be a part of that section of the United 
States Code, he argues that the codifier has made a mistake by not including 
the provisions in question. Further, he argues that Congress made a mistake 
when it enacted Public Law 270 in the 64th Congress, September 7, 1916, by 
failing to draft that legislation in such a way as to include its amendment 
of Revised Statutes section 5202 as a part of section 13 of the Federal Reserve 
Act. On that point, the Comptroller of the Currency stated : 

“These three sections were first enacted on September 7, 1916, and the ques- 
tion of whether they have been repealed arises because of an inadvertent 
placing of quotation marks at the time of enactment which indicates that these 
three sections were enacted as part of R. 8. 5202.” (Italic supplied. ) 

The contention of the Comptroller of the Currency is that Congress made a 
mistake. He kindly describes it as “inadvertent.” The mistake he claims was 
made should not be taken as a basis for assuming that the law is what the repre- 
sentatives of the bankers want it to be and what they claim it would be but for 
the alleged mistake by Congress. Wishful thinking and assumptions of non- 
existent facts do not provide legislation. Only acts of Congress do that. 

On January 27, 1958, the clerk of the House Banking and Currency Com- 
mittee, in a memorandum to the chairman, referred to the quotation marks 
appearing in Public Law 270, 64th Congress, September 7, 1916, and particularly 
those that were used to enclose the amendment to section 5202 of the Revised 
Statutes. In making that reference, he stated: 

“* * * if these quotation marks are taken literally, Congress in 1918 repealed 
three provisions of law without indicating any intent to do so.” 

The clerk, in his memorandum to the chairman, further stated: 

“Therefore, if the provisions were in section 5202 immediately before the 1918 
act, their omission in 1918 means they were repealed.” 

Thus both, the Comptroller of the Currency and the clerk and general counsel 
of the House Banking and Currency Committee, acknowledge that if the actions 
taken by the Congress through the enactment of Public Law 270, 64th Congress, 
September 7, 1916, and Public Law 121, 65th Congress, April 5, 1918, are to be 
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taken “literally’—that is, to mean what they clearly state they mean—then 
the provisions in question which would authorize national banks to act as 
insurance agents were repealed in 1918. 

The elementary general rule is that acts of Congress are to be accepted literally. 
The exception to that general rule is where the statute is not clear. 

Here we are dealing with Public Law 270, 64th Congress, approved Sep- 
tember 7, 1916. On its face it is clear. The contention is that we should not 
accept it for what it shows on its face. It is being argued that enactment of 
the provision for national banks to act as insurance agents in 1916 should not 
have been as an amendment to Revised Statutes section 5202 but instead should 
have been as an amendment to section 13 of the Federal Reserve Act. It is 
argued that Congress did not intend to amend section 5202 of the Revised 
Statutes—as it plainly and clearly did—but it is argued that Congress intended 
to amend section 13 of the Federal Reserve Act. Therefore, the further argu- 
ment is made to the effect that the authorization contained in Public Law 270 
of the 64th Congress for national banks to act as insurance agents now should 
be taken as if Congress had placed that authorization in section 13 of the 
Federal Reserve Act and outside of section 5202 of the Revised Statutes. 

Entirely aside and apart from the technicalities of the law I have been 
discussing is the question of public policy involved in this situation. I dispute 
the contention that it is consistent with public policy for national banks to 
act as insurance agents. However, if I were to concede that point then I re- 
spectfully would point out that the only proper way to go about the matter 
would be for Congress to proceed with appropriate hearings on a legislative pro- 
posal that national banks be authorized to act as insurance agents, Congress 
should know what the effect of such authorization would be if it should be added 
to existing law. It should not act on the assumption that such authoriaztion is 
a part of eristing law. If we are to legislate on that matter, let us face the 
issue squarely and forthrightly. 

On January 21, 1958, the Honorable Victor R. Hansen, Assistant Attorney 
General of the United States in Charge of Antitrust Division, delivered an ad- 
dress at the University of Arizona in Tucson on “Antitrust and Regulation 
Problems in Insurance.’ In the course of that address, he clearly pointed out 
that it is not in accord with public policy for the sale of services and commodi- 
ties to be tied in with the sale of insurance to the extent that coercion of the 
purchaser is involved. 

Coercion of the borrower is automatic when he borrows $10,000 from a bank 
and the bank in that connection requires the purchase of insurance and also in 
that connection holds itself out as a proper agent, ready and willing to supply the 
required insurance. 

Visualize the situation. You are before the bank official. He has agreed to 
lend you $10,000. He points out that in the agreement to lend you $10,000 is 
the requirement for you to purchase insurance. He points out that the bank is 
an agent, ready and willing to write the required insurance at a cost no dif- 
ferent from the cost of the insurance purchased elsewhere. Imagine the 
thoughts coursing through the mind of the borrower regarding the possible re- 
action of the bank officials should the borrower refuse to purchase the required 
insurance from the bank, but instead to secure it from an insurance agent down 
the street. I repeat it is evident that coercion is automatic. I am not saying 
that it be so intended by the bank official. The forces of circumstances making 
the bank both the lender and the insurance agent all at one time and in the same 
transaction would make the coercion automatic. 

Under date of January 28, 1958, Mr. Archie M. Slawsby, chairman of the execu- 
tive committee and vice president of the National Association of Insurance 
Agents, 96 Fulton Street, New York 38, N. Y. wrote the chairman of the House 
Committee on Banking and Currency and stated that one thing the National 
Association of Insurance Agents wished to make crystal clear is that they are 
opposed to any broadening of the authorization of national banks to act as in- 
surance agents or brokers. In that connection, the representative of the insur- 
ance agents stated: 

“It is significant that the United States Department of Justice has, on a num- 
ber of occasions in the past several years, issued statements on the subject of 
loans, pointing out the violation of antitrust laws in the application of coercive 
pressure in the placement of insurance protection on loans. 

“Significant too, is the fact that in its work, the Senate Subcommittee on Auto- 
mobile Marketing Practices under the chairmanship of Senator Monroney, has 
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developed evidence of gross misapplication of insurance rates by noninsurance 
persons engaged in selling on credit terms. 

“It is further significant that in most States the regulation of insurance and 
the regulation of banking have been delegated to separate authorities. In fact, 
at this moment, the New Jersey Legislature, as an example, is considering the 
recommendation of its Governor that separate regulatory authorities be created 
in a State which, until now, has not seen fit to do so. 

“Insurance and banking are two distinctly separate and vitally important 
functions in American business. As it has in all instances where the rules of 
reason and logic would apply, the insurance industry has provided the protec 
tion necessary to cover risk of loss, and the insurance agent or broker has beep 
the medium through which that protection has been designed and applied.” 

Of course, it is noted that someone has led the representative of the National 
Association of Insurance Agents into believing that what is provided for in sec- 
tion 45, title I of S. 1451 would not add to the law authorizing national banks 
to act as insurance agents. Acting under that misapprehension, the representa- 
tive of the National Association of Insurance Agents stated that, as he saw it, 
it was not for him to question the authorization for national banks to act as 
insurance agents to the extent that that authorization is provided for in cristing 
law. However, to repeat, he makes it clear that he wants nothing added to the 
law on that point. 

In conclusion, I submit that: 

(1) While title 1, United States Code, section 204 (a), provides that the United 
States Code shall be accepted as prima facie evidence of United States laws, 
title 1, United States Code, section 112, provides that the United States Statutes 
at Large “shall be legal evidence of laws” (italic supplied). Therefore, in any 
instance such as the one in question here, the underlying statutes are resorted 
to and accepted as evidence of what the law is. In this instance, as heretofore 
pointed out, the underlying statutes (Public Law 270, 64th Cong., act of Sept. 7, 
1916, and Public Law 121, 65th Cong., act of April 5, 1918) clearly indicate that 
the authority for national banks to act as insurance agents was in the law for 
the period from September 7, 1916, to April 5, 1918, when it was repealed. 

(2) No authority for national banks to act as insurance agents appeurs as a 
part of title 12, section 92, of the United States Code. 

(3) The absence in the “United States Code, 1952 edition” of a provision 
authorizing national banks to act as insurance agents is prima facie evidence that 
no such provision is a part of eristing Federal law, 

(4) Despite the circumstances stated in the immediately preceeding conelu 
sions numbered 1 and 2, 8S. 1451, title I, section 45, is being presented and urged 
upon Congress for its approval as a restatement of existing laa when in fact 
the authorization sought does not appear in existing law. Somehow those seek 
ing that authorization managed to have written into Senate Report No. 121 on 
S. 1451 regarding section 45, title I, of the bill, the following statement: 

“This section continues the provisions of title 12, United States Code, section 
92, governing the insurance agent and real-estate broker activities of national 
hanks in communities of not more than 5,000 inhabitants.” (Italic supplied.) 

Note that the reference is to title 12, United States Code, section 92. The 
authorization in question does not appear in that section of the law. 

(5) The fact that some earlier editions of the United States Code did contain 
a provision which purported to authorize national banks to act as insurance 
agents was only prima facie evidence as of that time that such authorization 
was a part of the Federal law. 

(6) It is known that the earlier editions of the United States Code contained 
many errors. In fact, the 1926 edition of the United States Code was hastily 
prepared by law book publishers. They acknowledged the likelihood of errors 
therein and invited close scrutiny for ascertaining and removing those errors 
As subsequent editions of the United States Code were published, effort was 
made to remove each error which had been noted in the previous edition In 
that way, improvement has been accomplished 

(7) Confusion has arisen over the question of whether or not existing Federal 
law contains authority for national hanks to act as insurance agents because 
it is claimed that Congress made a mistake in the manner in which it enacted 
Public Law 270, 64th Congress, September 7, 1916. The argument is made tha 
Congress did not intend, through that enactment, authorizing national banks to 
act as insurance agents, to do so through amendment of Revised Statutes. 
section 5202, yet that is the manner in which Congress plainly and clearly 
acted in 1916 to authorize banks to act as insurance agents. Thus when Congress 
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amended Revised Statutes, section 5202, in 1918, and omitted from the latter 
amendment the authority for national banks to act as insurance agents, it 
repealed the authority it, in 1916, had given in that respect. 

The argument continues that if Congress in approving Public Law 270, 64th 
Congress, September 7, 1916, had amended section 13 of the Federal Reserve Act 
instead of section 5202 of Revised Statutes in authorizing national banks to 
act as insurance agents, then the 1918 amendment to Revised Slatutes, section 
5202, would not have operated as a repeal of the 1916 authorization for national 
banks to act as insurance agents. In other words, the argument is to the 
effect that if Congress had done what some wish now, the authorization for 
national banks to act as insurance agents would be accepted as a part of 
existing law. 

It has already been pointed out that when an act of Congress is clear, it is 
accepted to mean what it states. Only where the language is ambiguous will 
effort be made to resort to committee reports and the like to clear up the 
umbiguity. Here there is no ambiguity. The statute is clear. The representa- 
tives of the bankers simply say that Congress did not mean to act so clearly in 
removing in 1918 the authorization for national banks to act as insurance 
agents. 

(8) In any event, it is argued that Congress should act now and provide 
through section 45, title I, S. 1451, authority for national banks to act as 
insurance agents. 

(9) What is proposed in section 45, title I, of S. 1451, is contrary to the public 
interest because it is against public policy and for the following reasons: 

(a) As the United States Department of Justice has pointed out on a 
number of occasions when the lenders place insurance protection on their 
own loans, coercive pressure in the placement of that insurance is automatic. 

(b) There is gross misapplication of insurance rates by nouinsurance 
persons engaged in selling insurance in connection with loans. 

(c) State authorities recognize the need for a separation of the insurance 
business from the banking business and have provided for the regulation of 
these two segments of industry and commerce by separate authorities. 

(d) In fact, insurance and banking are two distinctly separate and vitally 
important functions in American business. 

(10) When we deal with an act upon a matter which would so vitally affect 
our public policy as would the proposal contained in section 45, title I, of S. 1451, 
for national banks to act as insurance agents, we should do so forthrightly, 
carefully, and only after a full understanding of the practical and legal effects 
of our action. 

(11) On the question of whether existing law provides for national banks to 
act as insurance agents, the testimony of the Honorable Emanue! Celler, chair- 
man of the Committee on the Judiciary, House of Representatives, before this 
committee on February 6, 1958, should be given great weight and accepted more 
conclusively than other statements made to this committee. It is recalled that 
he stated, “For 40 years, in other words, to and including the present moment, 
there has been no such provision in the law.” The chairman of the Committee on 
the Judiciary stated his reasons for that conclusion. They are clear, concise, and 
unassailable. Moreover, it is to the chairman of the Committee on the Judiciary 
that the Congress of the United States has entrusted the supervision of the work 
of revising and codifying the laws of the United States as provided for in House 
Rule XI, paragraph 12 (r). Ie, in turn, is having the work done by the Law 
Revision Counsel who is an internationally recognized authority in revision and 
codification of law. We should be persuaded by what these eminent gentlemen 
from the Committee on the Judiciary see in the law. We should not accept and 
reply upon contrary views and arguments presented in the interest and on behalf 
of the representatives of the bankers, 

(12) Finally, in refutation of the arguments presented in the interests and on 
the behalf of the representatives of the bankers for a provision authorizing na 
tional banks to act as insurance agents, it is pointed out that all of the provisions 
of Public Law No. 270, 64th Congress, approved September 7, 1916, amending 
Revised Statutes, section 5202, and all the provisions of Public Law No, 
121, 65th Congress, approved April 5, 1918, amending Revised Statutes, 
section 5202, relate to action placing limitations upon anthorizations and 
liabilities of national banks. It should be recalled that much of the argument 
made in the interests and on the behalf of representatives of bankers who in 
sist that eristing law provides authorization for national banks to act as in 
surance agents revolves about and stems from a subsidiary argument to the ef 
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fect that the action of Congress in 1916 authorizing national banks to act as in- 
surance agents is wholly unrelated to the matters embraced in the amendment 
of Revised Statutes section 5202, approved April 5, 1918, which omitted and 
thereby repealed the authorization for national banks to act as insurance agents. 
Thus the last vestige of the arguments advanced in the interest and on the behalf 
of the representatives of the bankers for the provision authorizing national banks 
to act as insurance agents is shown to be without validity. 

For the foregoing reasons, neither the House Committee on Banking and Cur- 
rency nor the House itself should act on any proposal such as contained in sec- 
tion 45, title I of S. 1451 for national banks to act as insurance agents without 
adequate hearing and consideration of the mater on its merits. Our hearings 
and consideration of this matter have not been adequate. 

The Cuarrman. Now, we will proceed with the hearing. 

Mr. Seely-Brown? 

Mr. Sreevy-Brown. Mr. Bubb, I certainly join with my colleagues 
in congratulating you on a very fine statement. 

On page 6 of your testimony you indicate that the savings and 
loan associations have grown from $10 billion to $50 billion in assets 
in the last 10 years. That would indicate, would it not, that you 
have not faced any unfair competition from some of your competi- 
tors ¢ 

Mr. Buss. Yes, sir. 

We are not complaining about any unfair competition. 

Mr. Seevry-Brown. I mention that in view of some questions which 
were asked you earlier, at the completion of your testimony. 

Now, I would like to ask one further question, if I may, about the 
insurance problem which we have discussed already. 

It is my understanding that this new insurance problem which you 
face is one that has only developed within the last 6 months, cg eae 
mately, and that to the best of your knowledge there are only 4 or 
or 6 companies which participated in this new insur ance program. 

I also understood you to say that you knew of 2 such institutions 
in the State of Maryland, and I gathered from oun you said that 
1 of the reasons for that was possibly the “laxity” of the laws of the 
State itself, or the authority given to the insurance commissioner, or 
the banking authorities intrastate; is that correct / 

Mr. Sureuer. That is correct. 

Mr. Sre.ty-Brown. In those States where they have a fairly rigid 
Jaw governing such insurance, would any additional legislation be 
needed from Washington? 

Mr. Surener. No; I think in most States the insurance laws would 
be strong enough to keep out an insufficiently financed company. 

Mr. Srery-Brown. In other words, actually, a great deal of this 
could be handled by the States themselves if they so desired. 

Mr. Super. Yes, sir; the company, but here is the one point. The 
insurance commissioner of a State is not going to look into the ques- 
tion of misleading the public. I think he is going to say, “Here is a 
good, strong insurance company. They are capable of writing this 
insurance.” I don’t think he will pay any attention to the fact that 
maybe the public will be misled. That is not his job, to see whether 
the public confuses it with the Federal Savings and Loan Insurance 
Corporation. 

That is what we are concerned with. Even if it were a strong, good 
company, we don’t think it is right that they should have procedures 
so close to the Federal Savings and Loan er ance Corporation that 
the day will come when the public says, “I don’t know whether my 
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savings and Joan is insured by the Government, or what it is insured 
by.” 

Of course, if one of those goes bad, then the public is going to s: 
“By golly, I wonder if my : association has regular insurance or slides 
insurance.” 

Mr. Sre.ty-Brown. That is the point I wanted to bring out. Thank 
you. 

The Cuarrman. Mr. Henderson ? 

Mr. Henverson. Mr. Bubb, I have a couple of questions. 

Do I understand that your organization has no recommendation that 
it wishes to make concerning the remainder of this bill ? 

Mr. Buss. That is correct. 

Mr. Henperson. You have no comments at all on any other part of 
the bill except as contained in your formal statement ? 

Mr. Buss. No, sir. 

Mr. Henverson. ‘Turning to the limitation on employment of Board 
employees, you approve of that proposed provision; is that correct? 

Mr. Buss. Yes, sir. 

Mr. Henperson. Does your approval come from the fact that you 
feel that it will keep Board employees on the Board or from the fact 
that you feel and see an evil in their seeking quick employment after 
leaving the Board ? 

Mr. Buss. We feel the amendment is just in all fairness to the em- 
ployee and the industry both. It isa good amendment. We don’t see 
any evil; no, sir. 

Mr. Henperson. Do you see, in the substantive changes, having to 
do with savings and loan institutions, any changes that are being pro- 
posed which will result in the necessity for State legislation in order 
to equalize the situation between Federal and State chartered insti- 
tutions ¢ 

Mr. Buss. No, sir. 

Mr. Henperson. Thank you, Mr. Chairman. 

That is all. 

The Cuarmman. Mr. Chamberlain. 

Mr. Cuamper.ain. Mr. Bubb, I would just like to ask that you pro- 
vide me with the same information that you are going to furnish Mr. 
Breeding. 

Mr. Buss. I will be very happy to. 

Mr. CHaMBERLAIN. With respect to your testimony before the Ways 
and Means Committee on the taxation aspects. 

Mr. = BB. I will be very happy to. 

Mr. CuampBer.ain. Do I understand, sir, that you have no objection 
toc oe the law in its present form with respect to the banks en- 
gaging int he sale of insurance in cities of less than 5,000? 

Mr. Buss. No, sir. 

Mr. CHAMBERLAIN. You have no objection to that at all / 

Mr. Buss. No, sir. 

Mr. Cuampertain. That is all. 

I have no further questions, Mr. Chairman. 

The Cuarman. Mr. Healey. 

Mr. Hearey. I have no questions. 

The Cuairman. Mr. Bubb, how many uninsured savings and loan 
associations are there ? 

Mr. Buss. I imagine about 2,300, I think, Mr. Spence. 
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The Cuatrman. This bill would not affect those that are now oper 
ating without insurance ? 

It wouldn’t require them to obtain insurance ? 

Mr. Buss. No, sir. 

The Catan. It is only the organizations that may be organized 
in the future that would be required pant ain it. 

Mr. Buss. Yes, sir: that is correct, , that are members of the Fed 
eral Home Loan Bank System. 

The CHaArrRMaANn. Yes, sir. 

Mr. Buss. Not those that are not members of the Federal Home 
Loan Bank System. 

The Cuairman. Your organization is entirely in favor of the enact 
ment of this bill ? 

Mr. Buss. Yes, sir. We believe the bill in general is a very good 
bill, and actually would like to have these amendments which we have 
submitted this morning. 

The CHarrMan. You speak not only for the United States Savings 
and Loan League, but I think you speak for the organization in its 
entirety, do you not ? 

Is that the general sentiment of the Savings and Loan Association of 
the United States? 

Mr. Bues. It certainly is the sentiment of the United States Savings 
and Loan League, yes, sir; and we have 90 percent of the assets of the 
country in savings and loan institutions. 

Mr. Mcm™a. Mr. Chairman ? 

The CHairman. Mr. Mumma‘ 

Mr. Mumma. Whenever you place a mortgage, you are absolutely 
sure that the property is earl aces you not ! 

Mr. Buss. Yes, sir. 

Mr. Mumma. You look over the policy. 

Mr. Buss. That is correct. 

Mr. Mumma. And see whether it is 80 percent, or full coverage ¢ 

Mr. Buss. Yes, sir. 

Mr. Mumma. Isn't that something that sort of fits in with the bank- 
ing business? There is usually some fellow there who, if you don’t 
have a policy, will be willing to write you one. 

Mr. Buses. You are speaking of hazard insurance, I presume. We 
require full coverage of the loan on hazard insurance. 

Mr. Mumma. But it is not too strange a merger, is it, for a fellow to 
get a good insurance policy that the banker knows is a good policy 4 
{ don’t know what the experience is in other towns, but it seems that 
there are a great many people, when they get to the end of their pay 
ment you ask them what they are doing now, and they say they are 
writing insurance. 

Of course, there are certain examinations they have to take in Penn- 
sylvania. But my own experience is, you take one from this fellow 
and that fellow, and someday you wind up with all sorts of coverage, 
and you don’t have all the coverage you should have. 

I am not speaking for the change in the act, but there are some points 
that are not badly taken, I believe. 

Mr. Buss. We have to consider ex-football coaches too, you know. 
Most of them are out selling insurance. 
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Mr. Mumma. Yes, sir; I met one the other day, who also writes 
insurance. I think that was Carmen Basilio. I think he said he was 
an agent for the Prudential. 

Thank you. 

The Cuairman. Are there further questions / 

Mr. Parman. Mr. Chairman? 

Mr. Cuamman. Mr. Patman. 

Mr. Parman. Awhile ago I asked you about this committee, Mr. 
Bubb. Now, there were five subcommittees that you mentioned. How 
many did the chamber of commerce have? Did they have the same 
number ? 

Mr. Buss. I don’t know anything about the chamber of commerce. 

Mr. Parman. You didn’t meet with them ? 

Mr. Burs. No; we didn’t. 

Mr. Parman. Who did the chamber of commerce people meet with 
then? They said they met with the Cravens committee. 

Mr. Busrs. I was a member of the Cravens committee, and I don’t 
remember them ever meeting with us, frankly. 

Mr. Parman. I see. Well, did you have many meetings of the five 
subcommittees, Mr. Bubb? 

Mr. Buns. Yes, sir; we did. 

Mr. Parman. How many did you have in Alabama, approximately ? 

Mr. Buss. About three, and then the chairmen of those various 
subcommittees with a so-called executive committee, and we spent 
days and weeks working on it. About six of us, 

Mr. Parman. About six of you? 

Mr. Buns. ; es, SIT. 

Mr. Parwan. Was six the number that took an active part ? 

Mr. Buss. Ter sir; they were the chairmen of the various sub- 
committees, 

Mr. Parman. Did you have a meeting at the end, and did all of 
you agree on a bill? 

Mr. Buss. Yes, sir; the full committee. 

Mr. Parman. It is reported in a bankers’ weekly service last week, 
that you entered into a gentlemen’s agreement with the bankers th: at 
you wouldn't oppose this bill, that you would go along with it as it 
was. Is there anything to that? 

Mr. Buss. Well, that is their language. 

Mr. Parman. That is their language. Bu you are supporting the 
bill. 

Mr. Buns. Generally. 

Mr, Parman. Even though there is that provision in there about 
interest, where you don’t know how your competitor will handle it 

how he will be allowed to handle it, you would just go along 
with it? 

Mr. Buss. We though we would deal with our sections, Mr. Patman. 

Mr. Parman. I thoroughly agree with you that we shouldn’t pay 
too much attention to competitors, and that we should do our own 
work, but you are assuming your competitior is acting within ethical 
practices and fair rules, arent’ you? 

Mr. Buns. Well, yes, sir; we feel if they don’t, the publie won't 
support them. 
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Mr. Parman. What I can’t understand, Mr. Bubb, is that you 
would agree—the banks are your competitiors, are they not ¢ 

Mr. Buss. Ina way. 

Mr. Parman. Well, when you consider the matter, aren’t they in 
a rather substantial way / 

Mr. Buss. No; I think there is too much made of the competition 
between banks and savings and loan associations. I think it is more 
in some communities than in others, but in my community there is not 
much competition between us. 

Mr. Parman. I amsure that is correct. 

I am not disputing that. Now, the Banking magazine, for last May 
or June, hi is an article, How Banks Can Resist the Mushrooming of 
Federal Savings and Loan Associations—Protest Must Be Well 
Planned, Carefully Prepared, Persu: asively Presented. 

It is an article in the bankers’ magazine, Banking, which is the 
journal of the American Bankers Association, telling the bankers how 
they can resist the creation of your savings and loan associations. It 
gives them a good plan of action, of resistance. 

And it says, on page 165, I believe it is, that: 


You should get the help of the State authorities. 
In other words, the bankers should tell the State people: 


Now here is the Federal Government coming in here, trying to establish a 
savings and loan association in competition to our bank, and we ought to have 
your help in resisting it. 

Have you read that article ? 

Mr. Buss. No; I haven't. 

Mr. Sureuer. I have. 

Mr. Buss. Mr. Slipher has. 

Mr. Siirpner. We wrote a letter to the editor on that, Mr. Patman. 

Mr. Parman. You objected to it ? 

Mr. Surruer. We objected to it. 

Mr. Parman. It sounds like competition, doesn’t it ? 

Mr. Surpuer. We objected to some of the misleading facts and 
information in that, and then I asid, in a chiding way, that our mag- 
azine does not carry articles on how to beat down the bankers, and 
I wonder if as.an editorial policy they might think it well to stop 
running articles on how to beat savings and loans. But they said that 
was their editorial policy. 

Mr. Parman. I am interested in a square deal for everyone, and 
equality of opportunity and fair rules, and I know that you are, too, 
Mr. Bubb, but I can’t understand this. I have always looked upon 
the building and loan people, and the savings and loan people, as 
among the most alert and public spirited and civic minded people in 
the towns where they operate. 

They are always on their toes because they have all this tremendous 
competition. But I will tell you, I will have to change my opi inion 
just a little bit and think there are some naive ones among: these 
people, when, without objection, they advocate a law that will permit 
thelr main competitors, the bankers, to set up rules that will permit 
them, in effect, to pay interest in competition with you, and you don’t 
know what it will be; this is surprising. Of course, this interest will 
not be interest in name; it will be in the form of gifts—gifts of all 
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kinds, and premiums, and rewards, and free services like keeping 
depositors’ books and making up depositors’ payrolls. 

other words, it sets up ‘competition which you don’t know how to 
meet. Yet, you are in favor of that. I think I will just have to 
change my opinion about your alertness on that, because I think that 
you are making a great mistake. I think you ought to ask this com- 
mittee to put some rules in here to provide that the banks treat ever y- 
body alike, and be open and above board, and put everything right 
out on the table, as to what they can give for demand deposits. Will 
they keep the books for their depositors who are in a private enter- 
prise business? Will they have the IBM machines running 24 hours a 
day, as a witness said the other day, to help them prepare their pay- 
rolls? If they do it for one depositor why can’t they do it for 
another ¢ 

It looks to me as if you ought to want them to be required, since 
they are your competitors 

Mr. Brown. Will you yield? 

Mr. Parman. Not right now. 

To let you know what kind of competition you have to meet. Here 
you are in the dark. If you advocate and help secure the passage of 
this, I think it will be a sad day in the history of savings and loan 
associations. 

Now, I yield. 

Mr. Brown. That is not in the bill, Mr. Patman. It is only rec- 
ommended by the Federal Reserve. 

Mr. Parman. It isin the FDIC Act. 

Mr. Brown. Not in this bill. 

Mr. Parman. I know, but it is for their competitors that it is pro- 
posed in here. You know heretofore, in 1935, in the depths of the 
depression, the banks wanted, and we all approved, a provision that 
you could not pay interest on demand deposits. It was, in effect, sort 
of an emergency measure. We felt when the emergency was over, 
we would readjust the provision. 

Besides they had to pay assessments on the FDIC. There were a 
lot of good reasons for it at the time. But it was not looked upon by 
me and others as permanent law. But it has since that time remained 
the law. In other words, with respect to demand deposits, which are 
the principal stock in trade of the commercial banks, the Congress 
passed a law making it unlawful for them to pay interest on those 
deposits. And it is still the law. 

Now, the banks have come in here, through their associations, and 
asked that that provision be changed so that they can give gifts and 
presents, and do favors for and give extra services to their customers, 
without any requirement that they equalize these benefits, and treat 
all their depositors the same. And now the savings and loan asso- 
ciations are coming in here, saying they are willing for them to do 
that. I just can’t understand it, Mr. Bubb. 

The Cuarrman. Will you yield? 

Mr. Parman. Yes, sir. 

The CuairmMan. Are you suggesting that a man might have a con- 
siderable sum in a savings and loan association, and the cashier of 
the bank would say “Come over and deposit with us and we will give 
you a trip worth four or five hundred dollars?” 

Mr. Parman. Well, that is rather fantastic. 
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The Cuarrman. I think the cashier would say, “I will go along with 
you. I need a trip, too.’ 

Mr. Parman. So far as I am concerned, it has never bee “nn done to 
my knowledge, but I am just picturing something that is possible. 
You see, they could give not only a trip, but an automobile. To a 
big concern, a Cadillac. Toa little fellow, a Ford. But my conten- 
tion is that if they are going to give a Cadillac for a certain size 
account, they ought to give a Cadillac to the other fellow, who has an 
account of the same size, and is not getting anything for it. I want 
them all treated alike. You are advocating something here that will 
be inequality at its worst. 

Mr. Burs. I am not advoe ating it. 

Mr. Parman. You are not opposing it. 

Mr. Burs. Well, this committee and its staff has always been so 
alert, Mr. Patman, we have our trust in you. 

The CHamrman. We have two witnesses to hear this morning. I 
wish, Mr. Patman, you would move along as quickly as possible. I 
don’t think it is fair to ask Mr. Bubb about all the provisions of the 
bill. 

He came here to testify as a representative of the savings and loan 
associations. 

Mr. Parman. I want to hear as many witnesses as possible because 
we want to have a complete record. 

Therefore, I will not ask any other question of this witness. 

Mr. Brown. Mr. Chairman / 

The CuarrmmMan. Mr. Brown? 

Mr. Brown. This bill does not change the demand deposits pro 
vision, does it, but the Federal Reserve has asked some changes: 1s 
that right? 

Mr. Buss. As far as we know; yes, sir. 

Mr. Parman. Will the gentleman yield ? 

It is more than the Federal Reserve. It is in two sections, section 
26 of the FDIC, and section 41, of the Federal Reserve bill. Section 
2 of title ITT and section 45 of title IT. 

Mr. Brown. I know, but it doesn’t change the existing law as to 
demand deposits. 

Mr. Parman. It does. 

This allows them to do what Mr. Martin said he wanted them to 
do—to make it practical. 

The Cuamman. Are there other questions ? 

Mr. Vanix. I have two questions. 

The Cuatrman. I hope the gentlemen will confine themselves to 
the savings and loan associations. 

Mr. Mcurer. Mr. Chairman, may I have the witness? 

The Cuarrman. Mr. Bubb has come to testify on savings and loan 
matters, and I think he ought to be allowed to testify on matters of 
interest to his organization. 

Mr. Mutrer. Mr. Chairman, may I have the witness? 

The Cramman. You may proceed. 

Mr. Mourer. Mr. Bubb, I think we could avoid a lot of confusion 
in asking you to testify as to other titles of the bill, if we clarified 
this. 
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You started out, in your statement, and said very pointedly that 
your testimony would be confined entirely to the three titles of the 
bill dealing with savings and loan associations. 

Mr. Buss. Yes, sir. 

Mr. Murer. And it is only those three titles of the bill that your 
association, the United States Savings & Loan League, authorized 
you to speak about, isn’t that so? 

Mr. Buss. Yes, sir. 

Mr. Mutrer. And it is only those three titles of the bill that you 
are, aS an association, the United States Savings & Loan League, 
authorized you to speak about ; is that not so? 

Mr. Buss. That is right. 

Mr. Murer. And the same with the other gentlemen accompany- 
ing you? 

Mr. Bure. That is right. 

Mr. Murer. And any opinions you state here, as to other parts of 
the bill, are your personal opinions, and not the views of the asso- 
ciation ¢ 

Mr. Buss. That is right. 

Mr. Mucrer. Now, let’s get to some of the specifications that your 
association is concerned with, as to various items. I think you told 
the chairman that there were some 2,300 savings and loan associations 
that were insured / 

Mr. Buss. Uninsured. 

Mr. Muvrer. Uninsured ¢ 

Mr. Buss. Yes, sir. 

Mr. Murer. That includes mostly State associations. 

Mr. Buss. They would all be State associations; ves, sir. All Fed- 
erals have to be insured. 

Mr. Muurer. Yes, sir. With reference specifically to those that 
claim to have commercial insurance, and are not insured under the 
Federal system, do you have a list of those associations that are adver- 
tising that they are insured 

Mr. Burn. There are only five of them. 

Do you have their names, Mr. Slipher ¢ 

Mr. Surruer. I can supply as many as we know. Right offhand, 
the Family Savings & Loan of Baltimore, Commercial Savings & 
Loan- 

Mr. Mvuvrer. Instead of trying to give it to us that way, I would 
like to have the addresses, too, 1f you would supply the names and 
addresses for us, of those savings and loan associations that, it has 
come to your attention, claim to be insured commercially and are not 
insured in the Federal system. 

Mr. Suirner. We will supply that. 

Mr. Murer. I want to get that list as soon as you can get it to us, 
and I am going to ask the Home Loan Bank Board to indicate which, 
if any, have ever applied for insurance in the Federal system and 
have beenturned down. You wouldn’t have that information, would 
you? 

Mr. Suipner. Not officially, I wouldn’t have it. 

Mr. Mvurer. We will get that officially from them for the ree- 
ord. T think that will give us a lead as to why these people are tak- 





1270 FINANCIAL INSTITUTIONS ACT OF 1957 


ing out so-called commercial insurance. When I was on the sub- 
ject before, on the 5-minute rule, I had just about gotten to the point 
of asking whether or not, when dealing with those associations who 
felt they , don’ t need the insurance, and can’t afford it, if we left those 
out and devoted our attention to those who are taking so-called com- 
mercial insurance—suppose we required all of those to be insured 
only in the Federal system ? 

They can have the commercial insurance if they want to, but they 
cannot advertise they are insured unless insured in the Federal sys- 
tem. 

Would that do it? 

Mr. Strener. The only way I think you can do it is, as you have 
done in the past, make certain terminology, the use of certain ter- 
minology, a criminal offense. It is now a crime to use the words 
“Federally insured,” because this committee felt that it was an impli- 
cation that the Federal Government was directly insuring. 

That applies to everybody in the country, whether State or other- 
wise. As we suggest, you could restrict a few more words and make 
it illegal for them to use these words unless they had the Federal 
insurance. 

Mr. Mutter. Carrying it 1 or 2 steps further, it is a criminal offense 
to hold yourself out as a banker or insurance company unless you 
are chartered or licensed as such. 

Mr. Buss. That is right. 

Mr. Mutter. I think we could carry it further and simply restrict 
it, restrict the use of the word “insurance,” to banking institutions or 
savings institutions federally insured. 

Mr. Burs. A common expression used is to just advertise “insured 
savings,” particularly since the words “Federally insured” have been 
knocked out. And these people are advertising insured savings, too. 
Well, it is misleading to the public. They see “insured savings,” and 
they presume it is Government insurance. 

So if you don’t go back to allowing members of the FDIC and 
FSLIC to say “federally insured savings,” you certainly should pro- 
hibit the use of the words such as “insured accounts.” or “insured 
savings,” and so forth. 

Mr. Mcutrter. Now, tell me this, if you will, please. With reference 
to your employees the employees of the savings and loan associations. 
Do savings and loan associations have any difficulty in getting clerks, 
stenogr apher s, bookkeepers, auditors ? 

Mr. Burs. No more than anybody else. It depends on the local 
labor market, and what you have to offer in the way of fringe bene- 
fits, and what your hours are, your salaries, and so forth. 

Mr. Mvvrer. What is the situation when you get into the managerial 
echelon? Do you have any difficulty in getting good people as man- 
agers, and oe utive officers of these associations ? 

Mr. Buss. I don’t think so any more than industry generally; no, 
sir. ‘ 
Mr. Murer. Coming over to the field of employees in the Home 
Loan Bank Board, and its affiliated bureaus and offices, and also savings 
and loan insurance corporations, can you give us any good reason 
why clerks, stenographers, accountants employed in these Govern- 
ment agencies should not be under the classification laws, and under the 
civil service laws? 
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Mr. Buss. No, I can’t. 

Mr. Mutrer. Yet, this bill, on your recommendation, is that they 
be taken out from under the classification laws. 

Mr. Buss. Well, we are worried about those in the higher brackets, 
Mr. Multer, the Reserve people, the examiners, the acc countants, the 
attorney s—that class of supervisory people. 

Mr. Mutter. Well, then, is it fair to say that your association’s 
recommendation should be limited to those in the upper echelon, and 
not to employees who are subject to civil service under the classification 
laws in other branches of Government ¢ 

Mr. Buss. If that can be done. I don’t know enough about the 
Government setup. We were merely agreeing with the Federal Home 
Loan Bank Board that they should have relief on those other posi- 
tions. I don’t know about the mechanics of it. 

Mr. Mutter. Well, you are sufficiently familiar with the operation 
of other governmental agencies to know that clerks, stenographers, 
messengers, bookkeepers and auditors are invariably subject to civil 
service and classification laws, and many of the attorneys, too. When 
you get into the upper echelons, policymaking level, then you find, 
such as members of the board, administrative officers, general coun- 
sel, and possibly assistant general counsel, they are usually in the ex- 
empt classification. 

Wouldn’t it be sufficient to give the Home Loan Bank Board the 
same power or same right here, without just opening it up wide? 

Mr. Buss. Nobody is exempt over at the Federal Home Loan Bank 
except the three board members. 

Mr. Muurer. Yes, sir, but I am now suggesting would it be suf- 
ficient if we just changed that so that they could take in the policy- 
making level, and the administrative level, and the General Counsel ? 

Mr. Buss. Yes, sir. 

Mr. Mutrer. And leave the clerks, auditors, accountants, bookkeep- 
ers, messengers, and stenographers, still subject to civil service and 
classification laws. 

Mr. Buss. I would think so, yes, sir. 

The Cuarmman. I might state it is 25 minutes to 12, and we have 
another witness we would like to hear this morning. I hope the gen- 
tlemen will move along. 

Mr. Mutrer. I am directing myself only to the part of the bill with 
which these witnesses concerned themselves, Mr. Chairman. I think 
this is allimportant. 

The Cuatrman. We are going to call the other witness before we 
adjourn. 

Mr. Mutrer. Mr. Bubb, and you other gentlemen, if necessary, you 
can return here again. 

Mr. Buss. Yes, sir. 

Mr. Motrer. Certainly after you submit to us the additional in- 
formation which has been called for, which would come only after 
the association has met, you would be willing to come back and sup- 
port any recommend: ations the association may make? 

Mr. Bupp. Yes, sir. 

Mr. Mutrer. Now, with reference to the supervisory action and 
your right to review in the court, am I not right that today if the 
Home Loan Bank Board takes any action, the result of the action 
is usually in the form of a letter which uses the language of the stat- 
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ute in approving or disapproving whatever action they may take, say- 
ing that your application, whether it be for a new charter or for a 
branch, does or does not meet the public convenience and necessity 
and interest ? 

Mr. Buss. Yes, sir. 

Mr. Murer. And does not go into any detail. There is no finding 
of fact indicating precisely why they may disapprove any applica 
tions ? 

Mr. Buss. I will let our attorney, Mr. King, answer that. 

Mr. Murer. Yes, sir. 

Mr. Kina. It is not stated in the advice that you depict, Congress- 
man, but it is not difficult to ascertain. 

In instances coming to my attention, the Board will advise the 
turned-down applicant : as to the basis for the rejection. 

Mr. Moutrer. You mean Lae y will orally inform you, off the record, 
what prompted their action ¢ 

Mr. Kine. In many instances, it is on the record, Congressman. 

Mr. Murer. Would it be part of a record which you could review 
in court ¢ 

Mr. Kina. I believe that where any action of the Board is to be re- 
viewed in the court, the reasons for the Board action will be put before 
the court. 

Mr. Mutrer. Is there any reason why the statute shouldn’t require 
the agency making the determination to set forth its findings of fact 
and conclusions of law precisely in a formal decision ? 

Mr. Kine. No, sir. It would be a good thing to have such a provi- 
sion, but I think by and large it is taken care of now by the type of 
procedure we have, ‘but we would be glad to have it in law. 

The CHatrmMan. Weare going to call the next witness. 

Mr. Mutter. Iam not through with the witness, Mr. Chairman. 

The CuatrMan. I recognize Mr. Vanik. 

Mr. Muurer. Mr. Chairman, I am not through with these witnesses. 

The Cuarrman. We can’t help it. We are going to the next witness. 

Mr. Kine. Under section 5 (d) there is an express provision for 
giving the contestant a copy of the record if he brings a request for 
review of a hearing under the Administrative P rocedure Act. 

Mr. Vanrx. Mr. Chairman, may I ask the witness a question. 

Mr. Muurer. Mr. Vanik, before you proceed I want to raise a point 
of order. I have not yielded these witnesses, I have other questions to 
ask, I have had these witnesses for less than 10 minutes, since the 5- 
minute rule. 

The Cuarmman. Mr. Vanik is recognized. 

Mr. Vanix. Mr. Chairman, I would like to ask the witness just two 
questions. 

In my community, a practice has developed, by members of your 
association, in a rather limited way, in which security deposits are col- 
lected by persons with whom they have no privity of contract. For 
example, if a buyer is borrowing money at a member institution, the 
seller of the property would be required, as a condition of a loan to the 
borrower, to agree to deposit a certain portion of the purchase money 
with the lending institution. 

There is also a practice which has developed in which the seller of 
property is frequently called upon to pay points for the borrower’s 
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loan. Now, the seller has no privity contract with any institution at all, 
excepting the escrow arrangement which brings him in. 

In escrow, the seller is advised that the loan will not be gi ranted 
to the borrower unless he pays 2 or 3 or 4 points on the borrower’s loan. 

Now, what is the attitude of your association on this practice, and 
don’t you think that something ought to be written into the law to 
restrict or curtail or perhaps prohibit this kind of practice ? 

Mr. Buss. Mr. Vanik, you have two questions there. 

On the first one, I think it is a very great service to the borrower 
and the seller of the property, if it is explained properly. 

The first one merely allows the borrower to receive higher than the 
75-percent conventional loan. This is purely and simply on a con- 
ventional loan. 

Mr. Vanix. Thatisright. NoFHA,no VA. 

Mr. Buss. That is right. 

And the associations generally loan from 65 to 75 percent on cen- 
ventional loans. This borrower is somebody who wants an 80 or 85 
percent loan. 

The association can’t make the loan, and the man couldn’t sell the 
house and the borrower couldn’t buy the house on that basis. 

The seller would rather put up the money with the association, over 
and above the amount they would loan, and carry back a second 
mortgage. That is where that comes into being, and instead—and the 
borrower, instead of having 2 mortgages to pay on only has 1 mort- 
gage to pay on. It is easier for the borrower and it is easier for the 
seller. The seller gets his money back as the loan is paid down. 

Frankly, the real-estate people out our way think that it is a great 
service both to the sellers and to the borrowers. 

Mr. Vanig. All right, now go to the second part of my question. 

Mr. Buss. As to the second part, that is only in connection with 
FHA and VA loans. 

Mr. Vanikx. No, it applies to conventional loans. 

Mr. Buss. It might, in some places. I don’t know anywhere in our 
area, anyway, where you could get a discount on a conventional loan. 

Money just hasn’t been that tight. 

Mr. Vanik. My point is this. Why should the person who sells 
the property, who : as no privity of contract. with the lending institu- 
tion whatsoever, be called upon to pay 2 or 3 or 4 points to the lending 
institution ¢ 

Mr. Buss. On a conventional mortgage. 

Mr. Vanik. On a conventional mortgage, as a consideration of the 
mortgage being granted. 

Mr. Buen. The only thing I can say is that it is the only case I ever 
heard of, frankly. 

Mr. Vantx. Would you a pprove that kind of practice or would you 
see some reason to condone i it, or would you oppose it ? 

Mr. Buss. Well, I would oppose it, frankly. 

Mr. Vanix. And if necessary, would you agree that something 
ought to be written into the law to prohibit it ? 

Mr. Buss. I doubt if you could, on conventional mortgages, that 
vould affect such a small segment of it, because after all, insurance 
companies, brokers, State chartered savings and loan associations 
the only thing you could write into the law would prohibit a Federal 
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and that is a small part of the mortgage loan picture and I don’t 
think you have to because I think competition itself would stop that 
in 99.9 percent of the places. I am surprised that the mortgage market 
is so bad that they could do that. 

Mr. Vanix. The competition for money is so great that the people 
who have it have been able to extort. anything during the past year. 

Mr. Buss. It is great in my area, but certainly not where you would 
charge the seller a discount on a conventional loan. 

Mr. Vanix. Well, that practice has been going on in my area 

Mr. Buss. It is bad public relations, No. 1% and No. 2, they can 
raise their interest rate, if it is that tight, without resorting to the 
discount procedure. 

Mr. Vantk. Well, I want to say that I lke your recommendation 
relating to the insurance. 

Mr. Buss. I wonder what the reason was in this case. What was 
their rate of interest, do you know ? 

Mr. Vanik. The rate of interest on the loan in the case that I 
think of was about 6 percent. 

Mr. Buss. And they still charged point. 

Mr. Vantx. Oh, yes, sir. They charged the seller a discount and 
they also imposed a discount on the borrower. 

Mr. Buss. It must have been—— 

Mr. Vantk. They got 2 or 3 points from the borrower and 2 or 3 
from the seller. That totaled 6 points. 

Mr. Buss. I can answer that, we do not approve of it. 

Mr. Vantx. Thank you very much. 


SUPPLEMENTAL STATEMENT OF UNITED STATES SAVINGS AND LOAN LEAGUE RE: 
FINANCIAL INSTITUTIONS ACT OF 1957 


(When Mr. Henry Bubb, chairman of the legislative committee of the United 
States Savings & Loan League, testified on January 29, he requested, and was 
granted, permission to file a supplementary statement reflecting additions or 
modifications adopted at the league's legislative conference February 3-4. There 
follows an explanation of such additions and modifications, as well as responses 
to specific requests from members of the committee for material to be included 
in the record.) 

SUPPLEMENTAL VIEWS OF UNITED STATES LEAGUE 


1. The league specifically opposes the request of the Federal Home Loan Bank 
Board that the Board be given an additional authority (not now provided in 
either S. 1451 or H. R. 7026) to remove officers and directors of State-chartered 
insured institutions. The Board’s proposal would constitute a dangerous infringe- 
ment on the dual system and would invade what is now properly the jurisdiction 
of State supervisory bodies. The Board now has ample power to deal with such 
situations by its authority to terminate the insurance of accounts, thus protect- 
ing the Insurance Corporation from any possible risk of loss. (This constitutes 
a clarification and strengthening of the next to the last paragraph of Mr. Bubb’s 
testimony. ) 

2. The league specifically approves section 404 (c) of title VI, giving the in- 
surance Corporation authority to impose conditions in connection with the 
granting of insurance. (Mr. Bubb’s testimony was silent on this point.) 

3. The league specifically opposes section 404 (e), giving the Insurance 
Corporation unlimited authority over the merger, consolidation, or purchase 
of assets by State-chartered insured associations. The league would not object 
to a simple requirement that merger, purchases, or consolidation in which the 
surviving institution’s accounts are increased by 25 percent or more, or in which 
the surviving institution would extend its lending area, were made subject to the 
approval of the Corporation. (Mr. Bubb’s testimony was silent on this point.) 
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RESPONSES TO INQUIRIES BY MEMBERS OF THE COM MITTEE 


Conversions 


Representative Widnall inquired as to the league’s views on a proposal that the 
bill be amended to provide that a mutual savings and loan association may not 
convert to a capital stock type of association and remain a member of the Federal 
Savings and Loan Insurance Corporation. The league response is as follows: 

The league is in favor of legislation which provides that no conversion or 
change from a mutual to a stock type of operation shall be approved by the 
FSLIC, and that the FSLIC insurance be terminated in the event a mutual type 
of institution so converts. 

The league is opposed to any legislation which would prohibit the insurance 
of accounts for newly chartered stock companies. 


Federal savings bank charters 

Representative Multer inquired as to the United States league’s position on the 
proposal that there be established a national or Federal system of savings banks. 
The league’s position is as follows: 

The proposal to extend the sytem of mutual savings banks throughout the 
country by Federal or national charters has far-reaching implications both for 
savings banks and the savings and loan business. For several years league 
leaders and leaders of the savings bank business have met to discuss this and 
other proposals of mutual interest. At the present time the National Association 
of Mutual Savings Banks is in the process of developing a specific position on 
this question, which position will not be official until after their anual con- 
vention in May. When the savings banks themselves have developed a specific 
legislative proposal, the United States league will welcome the opportunity to 
study and discuss such proposal with representatives of the savings banks. 


Commercial insurance of accounts 

Representative Multer requested the names and addresses of savings and loan 
associations which have advertised commercial insurance of savings accounts. 
There follows a list of the assuciations advertising such insurance which have 
come to our attention : 

Arizona Savings & Loan Association, 122 North Central Avenue, Phoenix, 
Ariz. 

The Family Savings Association, 640 Frederick Road, Baltimore 28, Md. 

Utah Savings & Loan Association, 160 North University Avenue, Provo, 
Utah. 

Commercial Savings & Loan Association, 231 East Baltimore Street, Bal- 
timore, Md. 

Ridgeway Permanent Building & Loan, Catonsville Junction, Md. 

Two additional associations have advertised in the United States, although 
they are not domiciled here : 

Alaska Savings & Loan Association, Department WSJ-—5, Ketchikan, 
Alaska. 

Inter-American Savings & Loan Association, Post Office Box 4236, Panama, 
Republic of Panama. 

Attached are examples of advertising of such associations, as well as certain 
documents from the Insurance Department of Arizona, the State Insurance De- 
partment of Maryland, and the Insurance Department of the State of North 
Carolina with respect to such insurance. 





STATE OF NORTH CAROLINA, 
INSURANCE DEPARTMENT, 
Raleigh. 
Re the American Council of Independent Savings & Loan Associations and 
the American Savings & Loan Indemnity Co., Inc. : 

It has come to the attention of the North Carolina Insurance Department that 
attempts are being made to sell insurance on savings-share accounts to building 
and loan associations in North Carolina. Apparently, this insurance is issued 
by the American Savings & Loan Indemnity Co. through solicitation of the 
American Council of Independent Savings & Loan Associations. 
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The above indemnity company is not licensed in North Carolina and no 
adjuster would be allowed to negotiate a settlement in case of loss. In addition, 
any person soliciting insurance for a company not licensed in North Carolina 
is in violation of General Statute 5847 and subject to indictment. 

I strongly advise associations licensed in North Carolina not to purchase 
insurance through or from unlicensed companies or representatives. 

Yours very truly, 
CHARLES F. GOLD, 
Commissioner of Insurance, 





STATE INSURANCE DEPARTMENT OF MARYLAND, 
Baltimore, October 8, 1957. 
Re the American Indemnity Company of the Republic of Panama. 
Mr. Car. F.. GOTTSCHALK, 
Executive Secretary, Maryland Savings and Loan League, 
Baltimore, Md. 

Dear Sik: This will acknowledge receipt of your inquiry of October 7 about 
the above-named organization. 

Under the provisions of section 121 of article 48A, a savings and loan associa- 
tion registered with this department a contract of insurance issued by this 
unlicensed insurer, and it paid the registration fee and the premium tax due 
thereon. 

Where persons or organizations purchase insurance coverages through inter- 
state or foreign commerce from companies which are not. authorized to do 
business in the State of Maryland, this department has no authority to inquire 
into the financial stability of the insurer issuing the contract. 

However, we have had so many inquiries about the American Indemnity 
Company of the Republic of Panama that we did try to find out whether or not 
this was a legitimately organized insurance company, but to date we have been 
unable to learn anything about the financial condition or corporate status of the 
alleged insurer. 

One of the prominent credit reporting firms has advised us that they have 
been unable to obtain any information about this subject. 

Very truly yours, 
Cuas. S. JACKSON, 
Commissioner. 
JouN H. CoppaGeE, 
Deputy Commissioner. 


INSURANCE DEPARTMENT OF ARIZONA, 
Phoenix, Ariz., January 17, 1958. 


DEAR Sire: Your letter dated January 16, 1958. From time to time this de 
partment has been called upon to supply information pertaining to the Inter- 
national Guaranty & Insurance Co. named in newspaper advertisements as pro 
viding insurance to $10,000 on savings accounts in Arizona Savings & Loan 
Associations. 

Information requested follows, in general, the pattern as set forth below: 

Question 1. Location of home office. 

Answer. Corporate headquarters: 1 Rue Delacroix, Tangier, Morocco. Op 
erating headquarters: N. V. Belleggingamaatschappij Mars & Co., Willemstad, 
Curacao (Dutch West Indies). 

Question 2. How long has the company been engaged in the business of in 
surance? 

Answer. The information available to us concerning this question is as fol 
lows, and we quote: “As of December 1956, the European General was merged 
into the West Indische Herverzerkering Maatchappij and then into the Inter 
national Guaranty & Insurance Co.” 

Question 3. Is the company admitted to transact the business of insurance in 
Arizona? 

Answer. Our records show that no certificate of authority has been issued 
to any company bearing the name “International Guaranty & Insurance Co.” 
Therefore, this company is not privileged to write business in Arizona. Nor 
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has the International Guaranty & Insurance Co. met the requirements of this 
department to act as a surplus line carrier in the State of Arizona. 

Question 4. Is the company licensed to do business in any other State? 

Answer. We have no information that the company is licensed in any State 
of these United States. 

Question 5. Does the company have on deposit with any State insurance super- 
visory official funds for the benefit and protection of certificate holders? 

Answer. We have no information that the company maintains any such deposit 
with any State insurance supervisory official. 

Question 6. How does this company’s insurance compare with Federal 
insurance? 

Answer. We are certainly not in any position to consider insurance written by 
this company as being worthy of comparison with insurance furnished by the 
Federal Savings and Loan Insurance Corp., a United States Government agency. 

Question 7. What is the status or rating of the company? 

Answer. We have no information with respect to its rating nor do we have any 
knowledge of any position of rank in the insurance industry. 

Question 8 What is the financial condition of the company? 

Answer. Comprehensive statistical report upon the financial position and 
operating results of the company has not appeared in any edition of nationally 
recognized insurance reporting publications, and we know of no report in such 
form as is required of an insurance company for due and proper examination 
and analysis. 

The Arizona Insurance Code does not protect any insured in the State of 
Arizona who purchases coverage from a carrier which is not licensed, nor 
qualified as a surplus line insurer, in the State of Arizona. In such circum- 
stance the insurance department could be of little, if any, assistance. This could 
mean a costly and maybe fruitless action in a court of law for the insured. 

This department believes it has an obligation to protect the insuring public 
and will take steps deemed necessary to advise the insuring public with the 
information herein contained. 

Yours very truly, 
G. A. BUSHNELL, 
Director of Insurance. 
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on your savings at 
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The Cuairman. We will call Mr. Nichols of the banking depart- 
ment of Indiana to take the stand. We are very happy to have had 
your views, Mr. Bubb. 

Mr. Mutter. Mr. Chairman, I raise a point of order. 

Members of the committee, ine luding myself, are not through exam- 
ining these witnesses, and I object to them being excused. 

The Cuamman. Mr. Nichols will take the stand. 

Mr. Nichols, you may proceed with your statement. 


STATEMENT OF GEORGE 0. NICHOLS, VICE CHAIRMAN, INDIANA 
DEPARTMENT OF FINANCIAL INSTITUTIONS 


Mr. Nicnors. Mr. Chairman, members of the committee, I am 
appearing today as vice chairman of the Department of Financial 
Institutions for the State of Indiana, in opposition to section 51 of 
the Financial Institutions Act of 1957. 

Mr. Parman. Which title are you speaking of? 

Mr. Nicuots. Section 51, chapter 7. 

Mr. Parman. Title I. Thank 

Mr. Nicnoxrs. The importance sd canals credit and the part it has 
played in the dynamic growth of our economy is well known today. 
I have spent all of my working life in a segment of the consumer 
credit field—that of oper ating a small-loan company which does 
business in Indiana and Illinois. 

Indiana has long recognized the importance of consumer credit. 
It was the first of all the States to enact legislation to provide for 
regulation and supervision of installment financing. The Indiana 
Retail Installment Sales Act became law in Indiana in 1935, and has 
since been used as a model by many other States in their desire to 
adequately protect the public and at the same time provide for the 
growth of their economy through consumer finance. 

The Indiana law pr ovides s protection against exessive charges and 
provides for fair rehi ates in cases of prepayment. The Department 
of Financial Institutions which I represent today is charged with 
the responsibility of protecting the public. 

{ach year our supervision results in the refund to installment 
purch: isers of many thousands of dollars as the result of excessive 
charges and improper rebates. 

These errors are discovered in all of the licensees under the act, 
including both State and National banks. It certainly indicates a 
need for close supervision of this type of business. National bank 
examiners have not by the nature of their training or type of exami- 
nation been able to adequately protect the public in ‘their examinations. 

The Indiana Retail Installment Sales Act makes the sale by a 
dealer of a contract to an unlicensed purchaser illegal. If section 51 
as now written became law, the dealers would be barred from selling 
their contracts to national banks within the State and to that extent 
commerce would be impeded. 

The matter today to which I direct your attention is not a matter 
of conflict between State and National banks. It is a matter con- 
cerned with the protection of the public—a matter of paramount 
importance in the consideration of any legislation. 

Mr. William P. Flynn, chairman of the board of the largest 
national bank in Indiana, the Indiana National Bank, recently ex- 
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pressed the hope to me that no legislation would be passed which 
would exempt any bank from complying with the provisions of our 
Indiana Retail Installment Sales Act. It is easy to understand that 
if certain institutions were exempt chaotic conditions would result. 

The adequate enforcement of an act designed to protect the public 
would be impossible. It is for this reason that all State and National 
banks in Indiana hope that section 51 will be amended or deleted 
from the Financial Institutions Act of 1957. 

The Crarmman. Mr. Nichols, in the case of McCullough against 
Maryland, Chief, Justice Marshall said the State had no authority 
to tax a national bank. Could that apply to a license? The license, 
in a sense is a tax. He said the power to tax is the power to destroy, 
and if the State could tax the bank, it could destroy it. 

Has the State, under the law, the right to license a national bank 
to do consumer-credit business ? 

Mr. Nicuots. In our State, sir, there has been no problem, because 
the banks have voluntarily taken out these licenses, themselves. 

The CrarrMan. Have all the banks, without exception, taken out 
lic rpg 

Mr. Nicuors. Yes, sir, we have had no difficulty. As a matter of 
interest, Mr. Chairman, banks outside the State of Indiana have 
taken licenses, our examiners have gone outside the State of Indiana 
to examine those contract purchases, because they wish to give the 
dealers who sell the contracts, protection. 

The : “HAIRMAN. What is the charge for those licenses ? 

Mr. Nicos. $10 a year, sir, and that is written into the statute, 
sir. 

Mr. Parman. Mr. Chairman, I would like to ask Mr. Nichols some 
questions. 

The Cuamman. You may inquire. 

Mr. Parman. I would like to ask you about the section that I 
referred to a while ago. You were present, were you not, when I 
stated that there are two provisions in this bill which would permit 
a form of payment of interest on demand deposits, so that banks 
could give gifts, presents, and things like that, in lieu of interest, and 
would make such gifts legal under this act. 

Are you acquainted with that? 

Mr. Nicuors. I am acquainted with the remarks you made this 
morning but I don’t believe I am qualified today to express an opinion 
on the matter which you wish to have explored at this time. 

Mr. Parman. You have pioneered, in Indiana, in this consumer- 
loan field, I understand ? 

Mr. Nicnots. Yes, sir. 

Mr. Parman. The act which you refer to and which you help to 
administer, is the one that is used by the States as a model A num- 
ber of States have enacted the same type of law, have they not? 

Mr. Nicuors. That is true. 

Mr. Sin in. How many States have, do you recall ? 

Mr. Nicuots. Pennsylvania and Wisconsin followed soon after our 
act was enacted i in 1935 

Mr. Parman. And you have strict provisions against usury, don’t 
you? 


Mr. Nicuons. Yes, sir. 
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Mr. Parman. And you state in your testimony that the national 
bank examiners, and other supervisory people, do not have the training 
nor the time to go into things like usurious interest rates ? 

Mr. Nicnots. That is right, sir. In the bank examinations it has 
been my experience that examiners are interested primarily in the 
solvency of the loans. There isa solvency examination. 

Whereas in the consumer credit field, the examiners are determined 
or are made to adequately protect the public. They are not concerned 
with the solvency examination. There isa difference. 

Mr. Parman. Have you known of any examiners in State or na- 
tional banks to criticize the banks, or to take any action against banks 
because of usurious interest ? 

Mr. Nicnots. No, I don’t think I have. 

Mr. Parman. That is all for the present, Mr. Chairman. 

The CuatrrMan. Does anyone else desire recognition ? 

Mr. Muurer. Are we under the 5-minute rule, Mr. Chairman, or 
what ? 

The Cuarmman. We will go under the 5-minute rule. 

Mr. Brown ¢ 

Mr. Brown. I have no questions. 

The Cuarrman. Mr. Mumma? 

Mr. Mumma. I have no questions. 

The CuarrmMan. Mr. Patman ? 

Mr. Parman. I have already interrogated. 

The Cuarrman. Mr. McVey. 

Mr. McVey. Mr. Chairman, I have no questions, but I want to ex- 
press my appreciation to the witness for appearing here this morning. 
I appreciate your testimony, Mr. Nichols. 

Mr. Nicuors. Thank you. 

The Cuarrman. Mr. Multer? 

Mr. Murer. Mr. Nichols, your Indiana Department of Financial 
Institutions is like the superintendent of banks or commissioner of 
banks in other States? It does the same work ? 

Mr. Nicuors. Yes, sir. 

Mr. Mutrer. Are you or the chairman of that department members 
of the National Association of Bank Supervisors? 

Mr. Nicnots. Yes, sir, we are. 

Mr. Mutter. Has that association taken any action with regard to 
this section 514 Has it been called to their attention 

Mr. Nicnots. The State association has; yes, sir. 

Mr. Mutter. How about the national ‘association? Has it been 
called to the national association’s attention ? 

Mr. Nicnors. Certain members have. Pennsylvania has entered 
a protest against this, 

Mr. Mutter. Do you anticipate that the national association may 
take any action with reference to this section 51? And whether they 
will make : any recommendation to us with reference to it ? 

Mr. Nicuors. I rather doubt they will, Mr. Multer, because I don’t 
believe there are enough States at this time that have as thorough a 
law as we have in Indiana that will cause it to be brought to their 
attention. It has just been in the last 2 years that additional States 
have started to regulate retail installments sales in their own States. 

Mr. Mutter. Could you tell us where this new section 51 of the 
Financial Institutions Act originated? Who recommended it? 
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Mr. Nicuots. No, I couldn’t tell you where it originated, 

Mr. Mouurer. Have you seen anything before the Senate committee, 
submitted to the Senate committee or this committee, giving the 
reasons for the enactment of this new section ? 

Mr. Nicuots. I think it is just a section thrown in there to allow 
national banks to escape any supervision. 

Mr. Mutter. Up to the present time you have seen nothing giving 
the reasons for the enactment of this section ? 

Mr. Nicuots, No, sir. As a matter of fact, as I have testified, 
many of the national banks in Indiana have already expressed them- 
selves as being opposed to this section. 

Mr. Moutrer. The national banks in Indiana have done so? 

Mr. Nicuots. Yes, sir. The largest one, the Indiana National 
Bank and other national banks. 

Mr. Mutter. How about the other national banks, have they taken 
any position with respect to it ? 

Mr. Nicuots. Yes, sir, the State banks have. 

Mr. Mutter. They have also taken a position in opposition to this 
section ? 

Mr. Nicuots. Yes, sir. 

Mr. Mutter. Do you know whether or not the Indiana National 
Bank is a member of either the Independent Bankers Association or 
the American Bankers Association ? 

Mr. Nicuots. I think they are, yes, sir. 

Mr. Mourer. You think they are members of both ? 

Mr. Nicuots. I think they are members of the American Bankers 
Association. I don’t think they are of the independent association. 

Mr. Mutter, How about the State banks which have taken the 
same position as you have, in opposition to the section? Are they 
members of either the American Bankers Association or the Inde- 
pendent Bankers Association ? 

Mr. Nicnois. They are members of the American Bankers Asso- 
ciation. Some of them are members of the Independent Bankers 
Association. There are on our board, by statute, two bankers. 

Mr. Motrer. Well either those two associations in their blanket 
endorsement of this bill, which includes this new section 51, have 
ignored the position of these banks in your State 

Mr. Nicnots. Yes, sir, they have. 

Mr. Motrer. Or have not had it called to their attention, one or 
the other, 

Mr. Nicuots. That is right. 

Mr. Mutter. Do you know whether it has been called to the atten- 
tion of either of the two associations? 

Mr. Nicuots. I know that many bankers in Indiana have written 
letters to their Congressmen in Indiana, expressing opposition to this 
section. 

Mr, Motrer. Can the clerk of our committee supply us with infor- 
mation as to where section 51 originated and who recommends it? 

Mr. Carpon. My recollection, Mr. Multer, is that it was recom- 
mended by the Comptroller of the Currency, to the Senate Banking 
and Currency Committee, and was approved by the Advisory Com- 
mittee. 

Mr. Patman. The Cravens Committee? 

Mr. Carpon. Yes, sir. 
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Mr. Mutter. Is there any statement by either of oe Mr, Cardon, 
as to the reasons why this enactment was urged upon us? 

Mr. Carpon. Yes, sir, in the vocumuneltian of the Comptroller 
to the Senate Banking and Currency Committee, the reasons are 
stated. 

Mr. Mourer. Thank you. 

Thank you, Mr. Chairman, 

The CHarrman. Mr. Bass? 

Mr. Bass. No questions. 

The Cuarrman. Mr. Vanik? 

Mr. Vani. No questions, Mr, Chairman. 

The Cyatrman. If there are no further questions, Mr. Nichols, 
you may stand aside. We are very glad to have your views and 
your recommendations. 

Mr. Nicuors. Thank you, Mr. Chairman. 

The Crarrman. The committee will adjourn to meet tomorrow 
morning at 10 o’clock. 

(Whereupon, at 12 noon, the committee adjourned to reconvene at 
10 a. m. the following day, Thursday, January 30, 1958.) 
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THURSDAY, JANUARY 30, 1958 


Hovust or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, the Honor- 
able Paul Brown, presiding. 

Present: Messrs. Brown (presiding), Patman, Multer, Mrs. Sulli- 
van, Mr. Reuss, Mrs. Griffiths, Messrs. Vanik, Healey, Coad, Breed- 
ing, Kilburn, McDonough, Mumma, McVey, Hiestand, Henderson, 
and Chamberlain. 

Mr. Brown (presiding). The committee will come to order. 

Mr. Spence has asked me to preside this morning as he is not able 
to be here. 

Mr. Knight and Mr. Stone, please come around and identify your- 
selves. 


STATEMENT OF W. 0. KNIGHT, JR., PRESIDENT; ACCOMPANIED 
BY JULIUS STONE, VICE PRESIDENT, CREDIT UNION NATIONAL 
ASSOCIATION, INC. 


Mr. Knicur. Mr. Chairman, my name is W. O. Knight, Jr. I live 
in Sioux Falls, S. Dak. I am the president of the Credit Union Na- 
tional Association, with headquarters in Madison, Wis. 

Mr. Brown. Do you havea joint statement ? 

Mr. Knicur. Yes. I would like to introduce Mr. Julius Stone of 
Boston, who is the vice president of the Credit Union National Asso- 
ciation, and the chairman of our legal and legislative committee. 

Mr. Brown. We are glad to have you, gentlemen. You may pro- 
ceed now. 

Mr. Knicut. I would also like to introduce Mr. Vance Austin, man- 
aging director, and Mr. Dave Weinberg, head of our Legal Depart- 
ment, and Mr. James W. Grant, secretary of our National Associa- 
tion, who lives in Washington, D. C. We will not call upon these 
latter, but they are present. 

Mr. Brown. You may proceed. 

Mr. Knicur. The statement that we have prepared, I believe is 
available to you gentlemen. It consists of four parts. 

The first 10 pages present changes in the act which have been 
passed by the Senate which we support, and it does give the reasons 
for the support that we offer. We don’t believe that we should go 
into detail with this, but we have prepared it for the record and 
would like to have it in the record. 
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There is one thing we would like to call to your attention. The law 
as it has been passed calls for a raise in the unsecured loan limit from 
$400 to $500. We suggest this be raised to $1,000 instead of $500. 
We believe that the use of credit, within the credit union, is such that 
this would materially help the economic condition of our people and 
we do not believe that it is a power that would be used unjudiciously 
by the credit-union people. 

Then the second section of our presentation contains changes in the 
act which were passed by the Senate, which we oppose, and these are 
the reasons for our opposition. 

Section 7 calls for reports 

Mr. Parman. Just a minute. I had not found your statement until 
just now. Will you give the pages? 

Mr. Knicur. Page 11. 

Mr. Parman. How did you get to that? 

Mr. Knicur. We are submitting pages 1 through 10, which are 
changes in the act already passed by the Senate with which we concur. 
We believe these changes should be made, or that the act as passed 
is proper. 

Mr. Parman. I see. 

Mr. Brown. Go ahead. 

Mr. Knicut. Now we are on page 11. The first paragraph contains 
the act as it is stated now. The underlying section is the portion that 
has been passed and to which we object. ‘The forepart of this section 
is that in any case which the Director deems it necessary because of 
the absence or inadequacy of any such internal audit or for any other 
reason arising in the course of the supervision of any Federal credit 
union, he may require at such times as he deems necessary, that such 
Federal credit union have an audit by an independent individual or 
firm approved by the Director, or in the alternative require that it be 
audited by the Bureau. 

We believe that under the present law the Bureau already has the 
right to make such examinations as they deem necessary, and that 
could be extended into an audit if they so desired. We don’t believe 
that they should require a credit union to go outside to an independent 
auditing firm, someone who is not interested, or has any knowledge 
of the credit-union movement or the way in which it operates and 
require them to submit to an audit at further additional expense to 
the credit union when the Bureau could and should make the audit 
themselves. 

The expense to the credit unions might be considerably substantial, 
particularly if the auditing firm were not acquainted with credit 
union operations. We believe that since the Bureau already has that 
power, that that phase of the law should not be changed. There are 
other reasons given in our printed report which I am not going to 
read. 

Then on page 13, we want to restore an essential sentence which was 
inadvertently deleted. In the act that was passed by the Senate, a last 
sentence was left off after the act had been prepared, and we would 
like to have this reinserted into the act. 

I believe there would be no opposition from anyone on that, and 
quoting the sentence that had been in the act previously and was left 
off, 
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For the purposes of this subdivision an assignment of shares or the endorsement 
of a note shall be deemed security. 

We ask that that be restored to the act. 

Mr. Parman. Where is that ¢ 

Mr. Knieur. That is on page 14, Mr. Patman. 

Mr. Brown. That is a technical amendment. 

Mr. Knicur. Yes, sir. I don’t believe there would be any opposition 
from any source on that. It was in the original act. 

Mr. Brown. Go ahead. 

Mr. Knicur. The next item is the supervisory committee. The act 
as passed by the Senate. These are recommendations made by the 
Director of the Credit Union Bureau to this committee, and the state- 
ment that we are making are our reactions to the proposals made by 
the Director of Federal Credit Unions. 

The Director recommended that the section on supervisory commit- 
tees be amended to provide that the supervisory committee shall not 
include persons who are involved in or responsible for any operations 
of the Federal credit union. 

In the present act it is stated that not more than one, in effect, can 
be a member of the board of directors. We feel that although the 
Bureau has never approved bylaws that would permit a member of the 
supervisory committee to be a member of the board of directors, that 
there is an important reason why this should be permitted and allowed; 
There are some cases presently where the supervisory committee fails 
to do its duty. The board of directors, who is charged with the legal 
operation of the credit union, is unable to force the : supervisory com- 
mittee to act. Their hands are tied. And we felt that if a member of 
the board would be actually a member of the supervisory committee 
that there would be more liaison between the two groups, they would 
see the need for this, and the board would have more opportunities to 
persuade, shall we say, the supervisory committee to make their audits 
as required. 

Another thing that we would like to have provides for a loan officer. 
The act as passed by the Senate states—well, should I say rather the 
Director of the Bureau’s recommendation is that the need indicated by 
present credit unions for authority to provide for a loan officer has 
merit, as long as it is held within w ell-defined limits. 

The idea of a loan officer is to have someone beyond the credit com- 
mittee, which is a volunteer committee, to actually pass upon loans in 
the absence of the credit committee, but within well-defined limits and 

regulations and rules that are prescribed by the credit commitee. 

In other words, we feel that the work of the credit union, particu- 
larly the larger credit unions, would be accelerated, and better service 
given to their members if a loan officer would be provided. We feel 
that the proper limitations will be and have been provided in the sug- 
gested amendment that we wish to have passed and we would like to 
have your earnest consideration of this as a part of the amendments 
that the House should make in the act that has been passed by the 
Senate. 

The loan limits which have been passed or approved by the Director 
of Federal Cred:t Unions—the Director wishes authority to set a 
limitation upon loans which has never before been prescribed by the 
act. 
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Presently, the act requires that a credit union may not loan to any 
one person more than 10 percent of the unimpaired assets of that 
credit union. Now, it would appear, perhaps, on the surface, that that 
would allow a credit union with a million dollars in assets to loan a 
hundred thousand dollars to any one person, and that would be legally 
true. But the time in which a loan can be made in a credit union, of 
course, is limited also by law, so that, actually, then it becomes the 
ability of the borrower to repay that loan within the specified maxi- 
aum time, and we feel that there have never, in the 24 years that credit 
unions have been operated, been times when this has been abused by 
credit unions. 

There may have been 1 or 2 cases where, in the opinion of the Bu- 
reau, larger loans than were feasible had been made. But we don’t 
think that this is essentially a reason for amending the act, when we 
consider the hundreds of thousands of loans that are being made every 
day by credit unions, so we believe that we should not pass and give 
the right to the Bureau to limit the loans in specific cases) We think 
that it would be a harmful part of the act and we earnestly suggest 
that you do not pass such an amendment. 

The final segment of the report begins on page 20, and these are 
recommendations for additional amendments that we are proposing. 

We recommend that, to further define a credit union to include 
Federal credit unions with membership composed of Federal credit 
unions, State credit unions, and directors and committee members of 
eredit unions. Also that other appropriate sections be amended to 
contain enabling clauses to afford the operation and maintenance of 
Federal central credit unions. 

The reason we offer this as an amendment to the act. is to allow for 
the purchase of shares and obtaining of loans by Federal credit unions 
and State credit unions in and from Federal and State central credit 
unions, and to provide a source of credit for directors and commit- 
tee members. 

Under the existing law, directors and committee members may 
not borrow in excess of their shareholdings in the credit union. 

Under the present act, central credit unions can be made up only 
of overseers and committee members of credit unions that exist in the 
State. In several of the leagues where there are State-chartered cen- 
tral credit unions, many of the State-chartered credit unions have 
taken advantage of the fact that they can put their money in these 
central credit unions, and it effectively offers a source of credit to 
credit unions who need additional funds. 

In addition to that, we feel that Federal credit unions should be 
given the same opportunity, and for the same reasons. We think that 
by expanding this provision, we can offer a fine source of credit and 
loan availability to credit unions that are very often in need of 
additional funds, and in cases it is actually difficult for a credit union 
to secure funds on a proper basis and for a reasonable charge. 

We would like, then, to have you consider a change in that par- 
ticular phase of the act. The act as passed by the Senate also calls 
for a loan limit of 3 years of the maturity dates. 

Mr. Parman. What page is that on? 

Mr. Knient. This is on page 20, bottom of the page, Mr. Patman. 
{I am dropping over to page 21, on the recommendations. I am not 
reading the act. 
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You have before you the act, I am sure, and at your leisure if you 
care to, you can read the exact wording. But we would simply like 
to have the time element extended from 3 to 5 years. We feel that 
the 3-year provision terminates the time element a little bit short of 
a natural time when credit unions could be covering the situation 
much more adequately. 

We would also like to recommend to amend the paragraph to pro- 
vide that a director, officer, or member of a committee may borrow 
up to the extent of his shareholdings, plus the total free, and un- 
pledged shareholdings in the Federal credit union, of any member 
pledged as security for the obligation of the director, oflicer, or com- 
mittee member. 

The reason we think this should be extended is because it is often 
diffic “ee and in some cases almost impossible, to secure members to 
serve as directors, officers, or committee members because of the pres- 

ent aaitetion on the borrowing privileges of persons serving in such 
capacities. 

As a result, credit unions are not always getting the most capable 
leadership available from the qualified membership. This weakness 
would be remedied to a large degree by improving and extending the 
borrowing privileges of such directors, officers, and committee mem- 
bers, with due regard for the safety of the funds of the credit union. 

The above amendment would accomplish this objective. 

Another thing that has come up from time to time and which spe- 
cifically was called to our attention is the inability of the credit union 
to cash checks for a fee. This was ruled, by the Bureau, to be an 
action that could not be engaged im by a credit union. An action was 
started in Federal court by a number of credit unions and the court 
held that the: director had the right to make the ruling, and so.we 
are asking for the specific authority, because of this ruling by the 
court, and the Federal Bureau, to permit credit unions to engage in 
the act of being able to sell checks or cash checks for a fee. 

The law as it is, plus the ruling of the Bureau, doesn’t deny them 
the privilege of selling the check or cashing the check, but it does 
mean that the fees which are hare by the bank for the natural 
banking business, must be absorbed by the credit union, and we don’t 

feel that this is a proper cost to the credit union. We don’t want to 

make any money out of it but we do feel that the reasonable cost 
of that service should be borne by the people who are obtaining 
the service and not by the credit union members, particularly. 

This is a significant part, particul: arly in the credit unions within 
the District of Columbia, where it is often difficult for members of 
Government to go to a bank and have a check cashed, and some credit 
unions have been seriously handicapped by this problem, and the cost 
has been rather amazing, because they have still continued to cash 
checks and absorb the cost of the clearing of the checks with the 
banking authorities. 

So we would like to earnestly suggest that this be included as an 
amendment in the act. 

Then also on page 22, a membership chairman: Under the present 
act, it calls for the approval of membership applications by the board 
of directors before any action can be taken by the credit union. This 
sometimes results in poorer service to members of the credit union, 
because the board of directors is called for meetings only once monthly, 
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and in times when loans, particularly, are in a hurry, they might have 
to wait until the board meets before the credit committee could au- 
thorize borrowing by a member. 

So we suggest that the section be amended to provide that in addi- 
tion to the board of directors acting directly upon applications for 
membership, that they may appoint, from the members, other than 
the treasurer or assistant treasurer, a membership chairman who shall 
be authorized to act upon applications for membership. They should 
also be authorized, that is, in addition to the board. And the reason 
is since the board usually meets once per month, actions upon appli- 
cation for membership may be delayed from several days to a month 
under the present arrangement. The proposed change would enable 
credit unions to eliminate this delay and make their services available 
much more quickly. 

Another section that we are suggesting be added to the act is the 
provision for an advisory council. This is something new that has 
never been otherwise provided up to this time. We think that it 
would be an advantage to the Bureau, it would be an advantage to 
the credit unions generally. Therefore, it is our recommendation 
that a new section be added to the act to provide for creation of a 
Federal Credit Union Advisory Council, to meet with the Director 
of the Bureau twice annually, and on other occasions should the need 
arise. 

Further, that said advisory council be appointed by the President 
of the United States upon the recommendation of the president of 
the Credit Union National Association, and that it consist of 1 mem- 
ber from each of the 8 districts under the jurisdiction of the Bureau, 
who shall be appointed for 4-year terms with 2 men to be appointed 
each year. 

The reason for this suggested change or addition is that there is at 
present no provision in the Federal Credit Union Act for the discus- 
sion or consideration of matters of importance to Federal credit 
unions by representatives of the credit unions and the Director of 
the Bureau, unless the Director agrees voluntarily to meet with such 
representatives. 

Creation of an advisory council would give the Federal credit 
unions and the Bureau an official and formal means of bri inging to 

each other’s attention, and attempting to resolve, mutual problems. 
This will promote closer cooperation and greater understanding and 
will inure to the general benefit of all concerned. 

Another amendment that we are proposing that has not previously 
been within the act, but which we feel there is a need for, is this: 

As you know, most of the States have credit union acts, as well 
as the Federal Government. From time to time there arises a need, 
or shall we say an apparent need, for a group which wishes to change 
its charter from a State to a Federal credit union, or vice versa. 

Several of the State laws presently have within the laws of those 
States a means whereby a credit union may change from a State credit 
union to a Federal credit union, or vice versa, if the Federal act in- 
cluded such a change. So we are proposing that a new section be 
added to the act to provide for conversion of a Federal credit union 
to a State credit union, in the State in which it is located, and to 
provide for conversion of a State credit union to a Federal credit 
union. 
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I believe that that concludes the remarks that I wish to make on 
the formal presentation. The entire record, I believe, is before you 
and I would like to have it included in the record. 

Mr. Brown. It may be incorporated in the hearings. 

(The information is as follows :) 


STATEMENT OF THE CREDIT UNION NATIONAL ASSOCIATION, INC., 
ON TITLE VII (FEDERAL CREDIT UNION ACT) IN §S. 1451 (FINAN- 
CIAL INSTITUTIONS ACT OF 1967) AS PASSED BY THE SENATE 


The attached statement is segregated into the following sections: 

Section A—Changes in the act as passed by the Senate, which we support, and 
reasons for our position. 

Section B—Changes in the act as passed by the Senate, which we oppose, and 
reasons for our position. 

Section C—Our position on the recommendations for additional changes in the 
act proposed by the Director of the Bureau of Federal Credit Unions. 

Section D—Our recommendations for additional amendments. 

We would be most happy to provide this committee with suggested drafts 
of sections in the act incorporating the above recommended amendments. 

The following represents a statement of position by the Credit Union National 
Association, Inc., on each of the changes in the Federal Credit Union Act and on 
the recommendations of the Director of the Bureau of Federal Credit Unions, and 
incorporates our recommendations for additional amendments. 

Changes in existing law made by the Senate bill are shown as follows: Exist- 
ing law proposed to be omitted is enclosed in black brackets, new matter is in 
italic, existing law in which no change is proposed is shown in regular type. 


Section A—CHANGES SUPPORTED AND REASONS 
CLARIFIES SECTION 2 


Section 2. Definitions (12 U. 8S. C., see. 1752: Federal Credit Union Act, sec. 2) 
[A Federal credit union is defined as a cooperative association organized in 
accordance with the provisions of this act for the purpose of promoting thrift 
among its members and creating a source of credit for provident or productive 
purposes. When used in this act, the term “Bureau” means Bureau of Federal 
Credit Unions, and the term “Director” means the Director thereof.] 
is used in this act 
(a) The term “Federal credit union” means a cooperative association 
organized in accordance with the provisions of this act for the purpose of 
promoting thrift among its members and creating a source of credit for 
provident or productive purposes. 
(b) The term “Bureau” means the Bureau of Federal Credit Unions. 
(c) The term “Director” means the Director of the Bureau of Federal 
Credit Unions. 


Purpose 


Rearranges definitions of Federal credit union, Bureau of Federal Credit 
Unions, and the Director thereof, in a manner which tends to clarify the section. 


MODERNIZES SECTION 3 


Section 3. Creation of Bureau (12 U. 8S. C., 1751la; 62 Stat. 1092) 


There [is established] shall be in the Department of Health, Education, and 
Welfare a Bureau of Federal Credit Unions, which shall be under the supervision 
of a Director appointed by the Secretary of Health, Education, and Welfare. 
The Bureau of Federal Credit Unions and the Director [thereof] shall be under 
the general direction and supervision of the Secretary. [The functions, powers, 
and duties of the Farm Credit Administration under the Federal Credit Union 
Act, as amended, shall be exercised by the Bureau of Federal Credit Unions. 
The functions, powers, and duties of the Governor of the Farm Credit Adminis- 
tration under the Federal Credit Union Act, as amended, shall be exercised by 
the Director of the Bureau of Federal Credit Unions.] 
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Purpose 


Modernizes section dealing with the creation of the Bureau of Federal] Credit 
Unions and sets forth its status in the Department of Health, Education, and 
Welfare. 

DELETES UNNECESSARY PHRASE 


Section 6. Fees (12 U.S. C., sec. 1755; Federal Credit Union Act, sec. 5) 


For the purpose of paying the costs incident to the ascertainment of whether 
an organization certificate should be approved the subscribers to any such cer- 
tificate shall pay, at the time of filing their organization certificate, the amount 
prescribed by the Director, which shall not exceed $20 in any case; and on the 
approval of any organization certificate they shall also pay a fee of $5. Not 
later than January 31 of each calendar year, each Federal credit union shall 
pay to the Bureau [of Federal Credit Unions] for the preceding calendar year, a 
supervision fee in accordance with a graduated scale prescribed by regulation 
on the basis of assets as of December 31 of such preceding year, but such fee 
shall in no event be less than $10 nor (subject to such minimum) more than the 
amounts specified in the following table: Provided, however, That no such annual 
fee shall be payable by such an organization with respect to the year in which 
its charter is issued or the year in which final distribution is made in liquidation 
of the credit union or the charter is otherwise canceled. 


Total assets: Mazvimum fee 
$500,000 or less_____-- 30 cents per $1,000. 


Over $500,000 and not $150, plus 25 cents per $1,000 in excess of $500,000. 
over $1,000,000. 

Over $1,000,000 and not $275, plus 20 cents per $1,000 in excess of $1,000,000. 
over $2,000,000. 

Over $2,000,000 and not $475, plus 15 cents per $1,000 in excess of $2,000,000. 
over $5,000,000. 

Over $5,000,000_._.._... $925, plus 10 cents per $1,000 in excess of $5,000,000. 


Nore.—In S. 1451, the table follows the last sentence of this section, rather than 
preceding it, as in existing law. Since this change in position of the table was 
apparently inadvertent, this print shows the table as it is located in the existing 
law. 

All such fees shall be deposited with the Treasurer of the United States for 
the account of the Bureau and may be expended by the Director for such adminis- 
trative and other expenses incurred in carrying out the provisions hereof as he 
may determine to be proper, the purpose of such fees being to defray, as far as 
practicable, the administrative and supervisory costs incident to the carrying out 
of this act. 


Purpose 


Shortens reference to Bureau of Federal Credit Unions in a manner which does 
not lessen clarity of section. 


CHANGES WORD AND ADDS WORD 
Section 8 (5). Powers [12 U. S. C., see. 1757; Federal Credit Union Act, sec. TJ 


(5) To make loans with maturities not exceeding 3 years to its members for 
provident or productive purposes upon such terms and conditions as this Act 
and the bylaws provide and as the credit committee may approve, at rates of 
interest not exceeding 1 per centum per month on unpaid balances (inclusive 
of all charges incident to making the loan) : Provided, That no loans to a direc- 
tor, officer, or member of a committee shall exceed the amount of his holdings in 
the Federal credit union as represented by shares thereof. No director, officer, 
or committee member shall endorse for borrowers. A borrower may repay his 
loan prior to maturity, in whole or in part on any business day. The taking, 
receiving, reserving, or charging of a rate of interest greater than is allowed by 
this [subsection] paragraph, when knowingly done, shall be deemed a forfeiture 
of the entire interest which the note, bill, or other evidence of debt carries with it, 
or which has been agreed to be paid thereon. In case the greater rate of interest 
has been paid the person by whom it has been paid, or his legal representatives, 
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may recover back, in an action in the nature of an action of debt, the entire 
amount of interest thus paid from the credit union taking or receiving the same: 
Provided, That such action is commenced within 2 years from the time the 
usurious transaction occurred. 
Purpose 

Substitutes word “paragraph” for “subsection”, and adds word “of” for pur- 
poses of clarity. 

REMOVES OBSOLETE DATE 


Section 9. Bylaws [12 U.S. C., sec. 1758; Federal Credit Union Act, sec. 8] 


In order to simplify the organization of Federal credit unions the Director shall 
[, upon the passage of this Act,] from time to time cause to be prepared a form 
of organization certificate and a form of bylaws, consistent with this Act, which 
shall be used by Federal credit union incorporators, and shall be supplied to 
them on request. At the time of presenting the organization certificate the in- 
corporators shall also submit proposed bylaws to the Director for his approval. 


Purpose 

Removes obsolete date and makes addition authorizing the Director of the 
Bureau to “from time to time’ modify the form of organization certificate and 
form of bylaws consistent with the Act. 


CLARIFIES SECTION 10 
Section 16. Membership [12 U.S. C., sec, 1759; Federal Credit Union Act, sec. 9] 


Federal credit union membership shall consist of the incorporators and such 
other persons and incorporated and unincorporated organizations, to the extent 
permitted by rules and regulations prescribed by the Director, as may be elected 
to membership and as such shall, each, subscribe to at least one share of its 
stock and pay the initial installment thereon and the entrance fee; except that 
Federal credit union membership shall be limited to groups having a common 
bond of occupation, or association, or to groups within a well-defined neighbor- 
hood, community, or rural district. Shares may be issued in joint tenancy with 
right of survivorship with any persons designated by the credit union member, 
but no joint tenant shall be permitted to vote, obtain loans, or hold office, unless 
he is within the field of membership and is a qualified member. 


Purpose 


Adds word “such” in order to clarify. 
CLARIFIES AND MODERNIZES SECTION 13 


Section 13. Officers [12 U. 8. C., see. 1761 (b); Federal Credit Union Act, sec. 
11 (b)J 


At their first meeting after the annual meeting of the members, the directors 
shall elect from their number a president, [a vice president] one or more vice 
presidents, [a clerk] @ secretary, and a treasurer, who shall be [the] executive 
officers of the [corporation and may be compensated for their services to such 
extent as the by-laws may provide.] corporation. No executive officer, except the 
treasurer, shall, as such, be compensated. The offices of clerk] secretary and 
treasurer may be held by the same person. The duties of the officers shall be as 
determined by the bylaws, except that the treasurer shall be the general manager 
of the corporation. Before the treasurer shall enter upon his duties he shall give 
bond with good and sufficient surety, in an amount and character to be deter- 
mined from time to time by the board of directors in compliance with regulations 
prescribed, from time to time, by the Director, conditioned upon the faithful 
performance of his trust. 


Purpose 
Incorporates the following desirable changes 


(a) Allows for more than one vice president, thereby eliminating the neces 
sity for an amendment to the bylaws in order to so provide. 
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(b) Changes name of clerk of the board of directors to that of secretary. 
The title of secretary is more descriptive of the position and will add dignity 
and stature to the office. 

(c) Makes additions and deletions to provide that no executive officer, 
except the treasurer, shall, as such, be compensated. This change would 
allow only the treasurer, as general manager of the credit union, to be com- 
pensated for his services. Service without pay by the directors, committee 
members, and all other officers is consistent with credit union philosophy. 


COMPENSATION TO SUPERVISORY COM MITTEE ASSISTANCE 


Section 14. Directors (12 U. S .C., sec. 1761 (c); Federal Credit Union Act, 
sec. 11 (c)) 


The board of directors shall meet at least once a month and shall have the 
general direction and control of the affairs of the corporation. Minutes of all 
such meetings shall be kept. Among other things they shall act upon applications 
for membership; require any officer or employee having custody of or handling 
funds to give bond with good and sufficient surety in an amount and character 
to be determined from time to time by the board of directors in compliance with 
regulations prescribed, from time to time, by the Director, and authorize the 
payment of the premium or premiums therefor from the funds of the Federal 
credit union; [recommend the declaration of dividends ;] fill vacancies in the 
board and in the credit committee until successors elected at the next annual 
meeting have qualified ; have charge of investments other than loans to members; 
determine from time to time the maximum number of shares that may be held 
by any individual; subject to the limitations of this Act, determine the interest 
rates on loans and the maximum amount that may be loaned with or without 
security to any member; and, subject to such regulations as may be issued by 
the Director, authorize an interest refund to members of record at the 
close of business on December 31 in proportion to the interest paid by them 
during that [year.] year; and provide for compensation of necessary clerical and 
auditing assistance requested by the supervisory committee. 


Purpose 

Authorizes the board of directors to provide for compensation of necessary 
clerical and auditing assistance requested by the supervisory committee. The 
members of the supervisory committee, which is charged with the responsibility 
for making internal audits of the affairs of credit unions, serve without compen- 
sation. Usually they require clerical and auditing assistance in order to enable 
them to properly discharge their responsibilities. However, the committee does 
not have authority at present to provide for compensation for such assistance. 
This change would enable the board to meet the committee’s need in this 
connection. 


CLARIFIES SECTION AND INCREASES SIGNATURE LOAN LIMIT 


Section 15. Credit Committee (12 U. S. C., see. 1761 (d);: Federal Credit Union 
Act, sec. 11 (d)) 


The credit committee shall hold such meetings as the business of the Federal 
credit union may require and not less frequently than once a month (of which 
meetings due notice shall be given to members of the committee) to consider 
applications for loans. No loan shall be made unless it is approved by a majority 
of the [entire] committee and by all [the] members of the committee who are 
present at the meeting at which the application is considered. Applications for 
loans shall be made on forms prepared by such committee, which shall set forth 
the purpose for which the loan is desired, the security, if any, and such other 
data as may be required. No loan shall be made to any member which [shall 
cause] causes such member to become indebted to the Federal credit union in 
[the] an aggregate amount, upon loans made to such member, which is in excess 
of [$200 or 10 per centum of the Federal credit union’s paid-in unimpaired capi- 
tal and surplus, whichever is greater, or in excess of $400 unless such excess 
over $400 is adequately secured. For the purposes of this subdivision an assign- 
ment of shares or the endorsement of a note shall be deemed security.J $500 
unless such excess over $500 is adequately secured, except that in no event may 
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any such loan be made if such aggregate amount would be in excess of whichever 
of the following is the greater: 
(1) $200, or 
(2) 10 per centum of the credit union’s paid-in unimpaired capital and 
surplus. 


Purpose 
Incorporates the following changes— 
(a) Rephrases, adds and deletes certain words in the interests of clarity. 
(vb) Increases the signature loan limit from $400 to $500. We agree that 
this is a step in the right direction, but are of the firm opinion that the limit 
should be raised to $1,000 in order to more adequately satisfy the consumer 
credit needs of the expanding credit union membership. Congress has pro- 
gressively increased this limit from $50 initially in the original act to 
$100 in 1940, $300 in 1946 and $400 in 1949. Experience of Federal credit 
unions on loans of this type has been very good over the years, and the 
rising cost of commodities and services coupled with the progressive growth 
in knowledge on the part of credit unions of the character and financial 
responsibility of their members warrants an increase in the signature loan 
limit to $1,000. 


DIVIDENDS DECLARED BY BOARD ANNUALLY OR SEMIANNUALLY AND DIVIDEND CREDIT 


Section 18. Dividends (12 U. 8. C., sec. 1763 ; Federal Credit Union Act, 
sec. 13) 


(At the annual meeting a dividend may be declared from the remaining net 
earnings on recommendation of the board of directors, which dividend shall be 
paid on all paid-up shares outstanding at the end of the preceding fiscal year. 
Shares which become fully paid up during such year shall be entitled to a pro- 
portional part of said dividend calculated from the first day of the month fol- 
lowing such payment in full.J 

Annually or semiannually, as the bylaws may provide and after provision for 
the required reserves, the board of directors may declare a dividend to be paid 
from the remaining net earnings. Such dividend shall be paid on all paid-up 
shares outstanding at the end of the period for which the dividend is declared. 
Shares which become fully paid up during such dividend period and are out- 
standing at the close of the period shall be entitled to a proportional part of 
such dividend. Dividend credit for a month may be accrued on shares which are 
or become fully paid up during the first five days of that month. 

Purpose 

Incorporates the following changes 

(a) Authorizes board of directors to declare dividends rather than the 
membership. This is desirable since the board of directors is responsible 
for the management and sound operation of the credit union and is in a 
better position to determine the size of the dividend which should be dis- 
tributed based upon its intimate knowledge of the organization’s affairs, and 
its current and future needs. This would eliminate the condition presently 
existing whereby the members can declare a dividend in excess of that 
which the credit union can safely and prudently afford to pay. 

(b) Allows an annual or semiannual dividend, dependent upon which is 
provided for in the bylaws. This change is highly desirable since the cur- 
rent requirement that dividends be paid annually often penalizes members 
who are forced to withdraw shareholdings prior to the year end. A semi- 
annual dividend would alleviate this inequity. Adoption of the alternate 
dividend plan would be optional with each currently operating credit union 
and would require an appropriate amendment to the bylaws. 

(c) Provides that dividend credit for a month may be accrued on shares 
which are or become fully paid during the first five days of that month. 
Many members do not receive their compensation until the last day of a 
month or the first day of the subsequent month, and it is not practical for 
them to make share payments immediately. Dividend credit under the 
current law does not commence until the following month. The amendment 
eliminates this inequity and provides an additional incentive for saving. 
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DELETES UNNECESSARY PHRASES AND ADDS PARAGRAPH REGULATING EMPLOYEES OF 
BUREAU 


Section 21. (f) (g) (i) Certain powers of Director (12 U. 8. C., sec. 1766; 
Federal Credit Union Act, sec. 16) 


(f) Any officer or employee of the Bureau [of Federal Credit Unions] is 
authorized, when designated for the purpose by the Director [of the Bureau of 
Federal Credit Unions], to administer oaths and affirmations and to take affi- 
davits and depositions touching upon any matter within the jurisdiction of the 
Bureau [of Federal Credit Unions]. 

(g) The Director [of the Bureau of Federal Credit Unions] is authorized, 
empowered, and directed to require that every person appointed or elected by 
any Federal credit union to any position requiring the receipt, payment or cus- 
tody of money or other personal property owned by a Federal credit union or 
in its custody or control as collateral or otherwise, to give bond in a corporate 
surety company holding a certificate of authority from the Secretary of the 
Treasury under the Act of Congress approved July 30, 1947 (6 U. 8S. C., secs. 
6-13), as an acceptable surety on Federal bonds. * * * 

(i) It shall not be lawful for any employee of the Bureau to accept employ- 
ment in any Federal credit union within two years after termination of his 
employment with the Bureau except upon approval of the Director pursuant 
to regulations prescribed by him. Any person convicted of any violation of 
any provisions of these subsections shall be fined not more than $10,000 or im- 
prisoned for not more than five years, or both. 


Purpose 
Incorporates the following changes— 
(a) Deletes several references to the Bureau of Federal Credit Unions 
which are not essential to the clarity of the section. 
(b) Adds paragraph regulating employment of employees or former em- 
ployees of the Bureau by Federal credit unions on which we take no position. 


DELETES OBSOLETE SECTION 


Section 19 (current law). Appropriation for administration 


Purpose.—Deletes obsolete section dealing with initial appropriation for ex 
penses of administration of the act. 


MODIFIES REQUIREMENTS FOR ELIGIBILITY FOR SPACE IN FEDERAL BUILDINGS 


Section 25. Space in Federal Buildings (12 U. 8. C., see. 1771; Federal Credit 
Union Act, sec. 21) 


Upon application by any credit union organized under State law or by any 
Federal credit union organized in accordance with the terms of this Act, at least 
95 per centum of the membership of which is composed [exclusively] of persons 
who either are presently Federal employees or are retired Federal employees and 
members of their families, which application shall be addressed to the officer or 
agency of the United States charged with the allotment of space in the Federal 
buildings in the community or district in which said credit union or Federal 
credit union does business, such officer or agency may in his or its discretion 
allot space to such credit union if space is available without charge for rent or 
services. 

Purpose 

Modifies the conditions under which space in Federal buildings may be allotted 
to credit unions serving Federal employees. Addition of the phrases “persons 
who either are presently” and “or are retired Federal employees” allow credit 
unions to continue the membership of retired Federal employees without jeopar- 
dizing the credit union’s eligibility for space in Federal buildings. Substitution 
of the phrase “at least 95 percent” for the word “exclusively” allows such credit 
unions to continue their eligibility although membership is extended to a limited 
number of employees of private contractors working at Federal installations 
along with Federal employees, American Legion and Red Cross personnel work 
ing at veterans hospitals, etc. These modifications are highly desirable 
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ELIMINATES NEED FOR FUTURE AMENDMENTS 


Section 26. Territorial applicability of Act (12 U. S. C., sec. 1772; Federal Credit 
Union Act, sec. 22) 


[The provisions of this Act shall be extended to and include the Panama Canal 
Zone, and the Virgin Islands.] 

The provisions of this Act shall apply to the several States, the District of 
Columbia, the several Territories and the several possessions of the United 
States, the Panama Canal Zone, and the Commonwealth of Puerto Rico. 


Purpose 


Designed to eliminate the need for future amendments in order to allow for 
the establishment of Federal credit unions in United States Territories and pos- 
sessions hereafter created. 


SECTION B.—CHANGES OPPOSED AND REASONS 
ADDITIONAL REQUIRED AUDITS 


Section 7, Reports, examinations and audits. (12 U. 8. C., sec. 1756; Federal 
Credit Union Act, sec. 6) 


(a) Federal credit unions shall be under the supervision of the Director, and 
shall make such financial reports to him (at least annually) as he may require. 
Each Federal credit union shall be subject to examination by, and for this pur- 
pose shall make its books and records accessible to, any person designated by 
the Directors. The Director shall fix a scale of examination fees to be paid by 
Federal credit unions, giving due consideration to the time and expense inci- 
dent to such examinations, and to the ability of Federal credit unions to pay 
such fees, which fees shall be assessed against and paid by each Federal credit 
union promptly after the completion of such examination. Examination fees 
collected under the provisions of this section shall be deposited to the credit of 
the special fund created by section [5] 6 hereof, and shall be available for the 
purposes specified in said section [5] 6. 

(b) The Director shall encourage every Federal credit union to make an 
adequate internal audit of its affairs at least once each year. In any case in 
which the Director deems it is necessary, either because of the absence or in- 
adequacy of any such internal audit or for any other reason arising in the 
course of the supervision of any Federal credit union, he may require at such 
times as he deems necessary that such Federal credit union have an audit by 
an independent individual or firm approved by the Director or in the alternative 
require that it be audited by the Bureau. The expense of any such audit by 
the Bureau shall be considered part of the eramination fees authorized in sub- 
section (a) of this section. 

Reason 

We are firmly opposed to the addition of paragraph (b) for the following 
reasons— 

(a) Each Federal credit union is required to have a supervisory commit- 
tee of three members, elected solely by and directly responsible to the 
membership. Under the law, this committee must make an examination 
of the affairs of the credit union, including an audit of its books, at least 
quarterly and to make an annual audit and submit a report thereof to the 
membership at the annual meeting of the organization. The responsibility 
for audit by individuals not directly involved in the credit unions opera- 
tions, but still a part of management and answerable to the membership, 
appears to be sound since it is an appropriate responsibility for manage- 
ment to assume. 

(b) Section 14 of this bill authorizes the board of directors to provide 
for necessary clerical and auditing assistance requested by the supervisory 
committee. Utilization of such assistance, which is encouraged by the 
Bureau and the credit union movement, will result in assigned portions of 
the audit being performed by skilled professionals under the direction and 
control of the committee. 

(c) The Bureau of Federal Credit Unions is presently maintaining close, 
effective supervision of credit unions and is performing thorough, compre- 
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hensive examinations of their books and records approximately once each 
year, and more often if deemed warranted. It is within the complete dis- 
eretion of the Bureau to determine the scope of such examination, and to 
broaden it to the point where it in effect constitutes as detailed an audit as 
the Bureau feels is necesary under the circumstances. The cost of main- 
taining and operating the Bureau is completely paid for by Federal credit 
unions in the form of supervisory and examination fees. Time spent on 
the examination has a very direct effect upon the examination fee charged. 
In 1956, the cost to credit unions was nearly $2 million. 

(d) The Bureau and the credit union movement are cooperating in a 
study of methods and techniques for improving internal control and super- 
visory committee audits, and definite action is being initiated to achieve 
this goal. As an integral part of this program, the Bureau has prepared and 
issued a comprehensive supervisory committee manual, which enlarges upon 
and explains with clarity and in considerable detail the purpose, theory, 
and process of audit and is primarily designed to enhance the quality and 
effectiveness of audit performance. An internal control check list con- 
tained in this publication serves as a further guide to the committee. A 
supplement to the official accounting manual has also been issued by the 
Bureau containing additional information designed to assist in the insti- 
tution and maintenance of effective internal control. 

(e) In conjunction with this endeavor, the Credit Union National Asso- 
ciation and the various State leagues and chapters are conducting training 
classes and publishing materials which are now reaching supervisory com- 
mittee members and other credit union leaders and officials on a National, 
State, and local level. An educational filmstrip on the importance and 
functioning of supervisory committees is currently being produced, and will 
be ready for distribution shortly. The Credit Union National Association 
has developed an extensive program and has engaged specialists in the field of 
credit union operations for the purpose of increasing the effectiveness of 
trainers of credit union people in audit and internal control techniques. 

(f) A special audit committee has been appointed by the Credit Union 
National Association and is meeting quarterly in order to further study this 
matter. The Director of the Bureau is a member of this committee. 

(7g) As a result of the present joint studies and endeavors, appropriate 
revision of the act specifically dealing with the duties and responsibilities 
of the supervisory committee may be proposed and another portion of this 
statement recommends a change in the method of selection of its members. 

(h) Since the credit union movement and the Bureau are in the process 
of carefully and completely reviewing the entire subject and are in the midst 
of instituting concrete action based upon their findings, it is our firm opinion 
that the addition to the act proposed in paragraph (b) is permature and 
urge that it be deleted. 


RESTORE ESSENTIAL SENTENCE INADVERTENTLY DELETED 


Section 15. Credit committee (12 U. S. C., see. 1761 (d): Federal Credit Union 
Act, see. 11 (d) ) 


The credit committee shall hold such meetings as the business of the Federal 
credit union may require and not less frequently than once a month (of which 
meetings due notice shall be given to members of the committee) to consider 
applications for loans. No loan shall be made unless it is approved by a majority 
of the [entire] committee and by all [the] members of the committee who are 
present at the meeting at which the application is considered. Applications for 
loans shall be made on forms prepared by such committee, which shall set forth 
the purpose for which the loan is desired, the security, if any, and such other 
data as may be required. No loan shall be made to any member which [shall 
cause] causes such member to become indebted to the Federal credit union 
in [the] an aggregate amount, upon loans made to such member, which is in 
excess of [$200 or 10 per centum of the Federal credit union’s paid-in unim- 
paired capital and surplus, whichever is greater, or in excess of $400 unless 
such excess over $400 is adequately secured. For the purposes of this subdi- 
vision an assignment of shares or the endorsement of a note shall be deemed 
security.] $500 unless such excess over $500 is adequately secured, except that 
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in no event may any such loan be made if such aggregate amount would be in 
excess of which ever of the following is the greater: 
(1) $200, or 
(2) 10 per centum of the credit union’s paid-in unimpaired capital and 
surplus. 


Recommendation 

That the last sentence in the existing law, which provides: “For the pur- 
poses of this subdivision an assignment of shares or the endorsement of a note 
shall be deemed security” be restored. 

Reasons 

This sentence was inadvertantly deleted during the time that the bill was 
being considered on the floor of the Senate and the section was being reworded 
and modified. The sentence is essential for the purposes of defining and clarify- 
ing the term “security” and it is urged that it be restored to the section. 

The record of the hearings on S. 1451 before the Senate Banking and Cur- 
rency Committee and when it was considered on the floor of the Senate re- 
flects no question as to the elimination of this sentence. Since the deletion was 
unintentional, we are confident that the error would have been rectified if it 
had been brought to the attention of the Senate committee and the Senate at 
that time. 


Secrion C.—Posi1ri1oN ON RECOMMENDATIONS BY DIRECTOR OF THE BUREAU TO 
THis COMMITTEE 


SUPERVISORY COMMITTEE 


Act as passed by Senate 


Section 12. Management (12 U. S. C., sec. 1761 (a); Federal Credit Union Act, 
sec. 11 (a)) 


The business affairs of a Federal eredit union shall be managed by a board 
of not less than 5 directors, a credit committee of not less than 3 members, 
and a supervisory committee of 3 members (a majority of whom shall not be 
directors) all to be elected by the members (and from their number) at their 
annual meeting, and to hold office for such terms, respectively, as the bylaws 
may provide. A record of the names and addresses of the members of the board 
and committees and officers shall be filed with the Bureau within 10 days after 
their election. No member of the board or of either committee shall, as such, 
be compensated. 


Director of the Bureau's recommendation 


That this section be amended to provide that the supervisory committee 
shall not include persons who are involved in or responsible for any operations 
of the Federal credit union. 


Our recommendation 


That the provision be preserved requiring that the majority of the members 
of the credit committee or supervisory committee shall not be directors, with 
the additional reservation that the treasurer shall not be a member of the super- 
visory committee. 

We believe that there are many instances where it is advantageous to have 
directors serve as members of the credit and supervisory committee in credit 
unions having a small potential membership. Also, a member of the board on 
this committee provides an additional stimulus for effective performance. There 
appears to be little evidence that the present procedure has resulted in any 
weakening in performance or effectiveness of the committee, except where 
the treasurer may have been a member of the supervisory committee. 

It is further recommended that the section be amended to provide that the 
supervisory commitee shall be appointed by the president from the membership 
promptly following the annual meeting, subject to ratification by the board at its 
next meeting and that at least one director, other than the treasurer, may be a 
member of the committee. 

In order to follow through, section 16 should be amended to provide that the 
supervisory committee shall make, or cause to be made, a report of its quarterly 
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examination to the board of directors and shall make, or cause to be made, an 
annual audit, a report of which shall be submitted to the members at the next 
annual meeting. Also, upon recommendation, the president may remove for 
cause any or all members of the supervisory committee with the approval of 
the board of directors, or by the board subject to the approval of the membership. 
Reasons 

The board of directors have the responsibility for the general direction and 
control of the affairs of the credit union. The present law limits the ability of 
the board of directors to properly discharge this responsibility in instances 
where an elected supervisory committee has not been functioning in an effective 
manner and in accordance with prescribed procedure. 

The recommended changes would allow for the appointment of qualified per- 
sons to the committee by the board and would charge the board with more direct 
responsibility for supervisory committee performance. 


LOAN OFFICER 
Act as passed by Senate 


Section 15. Credit committee (12 U. S. C., see. 1761 (d) ; Federal Credit Union 
Act, see. 11 (d) ) 


The credit committee shall hold such meetings as the business of the Federal 
credit union may require and not less frequently than once a month (of which 
meetings due notice shall be given to members of the committee) to consider 
applications for loans. No loan shall be made unless it is approved by a majority 
of the [entire] committee and by all [the] members of the committee who are 
present at the meeting at which the application is considered. Applications for 
loans shall be made on forms prepared by such committee, which shall set forth 
the purpose for which the loan is desired, the security, if any, and such other data 
as may be required. No loan shall be made to any member which [shall cause] 
causes such member to become indebted to the Federal credit union in [the] an 
aggregate amount, upon loans made to such member, which is in excess of 
[s.00 or 10 percentum of the Federal credit union’s paid-in unimpaired capital 
and surplus, whichever is greater, or in excess of $400 unless such excess over 
$400 is adequately secured. For the purposes of this subdivision an assignment 
of shares or the endorsement of a note shall be deemed security.] $500 unless 
such excess over $500 is adequately secured, except that in no event may any 
such loan be made if such aggregate amount would be in excess of whichever of 
the following is the greater: 

(1) $200, or 
(2) 10 per centum of the credit union’s paid-in unimpaired capital and 
surplus. 


Director of the Bureaw’s recommendation 


That the need indicated by credit unions for authority to provide for a loan 
officer has merit as long as it is held within well-defined limits. 


Our recommendation 

That authority be provided for the credit committee to delegate to a loan 
officer, for whom compensation would be provided, power to approve loans up to 
the unsecured limit, or in excess of such limit only if fully secured by unpledged 
shares. Also, that section 14 provide that the board of directors may authorize 
compensation for the loan officers. 


Reason 

The volume of loan applications and activity in some Federal credit unions is 
quite large and the credit committee (which is not compensated) is often scattered 
and finds it difficult to properly consider loan applications and render prompt 
loan service in emergencies. 

Adequate control over the loan officer’s activity can be retained if he is required 
to furnish to the credit committee a record of loans approved, and loan applica- 
tions not approved, within 7 days of such action. 


LOAN LIMITS 
Act as passed by Senate 


See section 15 reproduced above. 
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Director of the Bureaw’s recommendation 
That authority be vested in the Director to prescribe loan limits within the 
statutory limit of 10 percent of the credit union’s paid-in and unimpaired capital. 


Our recommendation 


That this request not be granted since it is unnecessary and could cause irre- 
parable harm to credit unions. 


Reasons 

When Congress originally adopted the Federal Credit Union Act in 1934, it 
very wisely prescribed a reasonable limit on loans made without security 
(signature loans) and larger loans which required security. Since that time 
credit unions have functioned within these limits although a normal growth in 
the size of the average loan granted has occurred. This has been due in large 
measure to our improved standard of living and increased cost of goods and 
services which has resulted in a diminution in actual purchasing power of the 
dollar. Further, as credit unions developed, experience, coupled with the asso- 
ciation of the members in a close common bond, provided a firmer basis upon 
which to extend increased credit. 

In the more than 23-year period since the law has been in effect, millions of 
individual loans have been granted with an insignificant and enviable loss record. 
This fact is borne out by the testimony of the Director of the Bureau before the 
Senate Banking and Currency Committee to the effect that the loss experience of 
Federal credit unions is only 0.15 percent of the money loaned. No evidence 
has been presented to indicate that a change in the current loan limit is war- 
ranted on the basis of excessive losses. 

Credit unions are designed to serve broad and diverse segments of our popu- 
lation having widely varying economic needs and capabilities. In most instances, 
the membership consists of individuals in the lower- and middle-income brackets 
whose credit requirements are satisfied by comparatively small loans. How- 
ever, this does not apply without exception. For example, the need of the 
farmer is for substantial, short-term credit in order to finance crops. Organiza- 
tions of professional people are helping members buy equipment essential to 
setting up or expanding practices. Although a relatively larger loan for a 
longer period of time might be required, the member’s current and potential 
income makes such loan sound and desirable. Such variations make essential 
the retention of flexibility and self-determination in the law. 

The Director has testified before the Senate committee and before this com- 
mittee that excessive loans have not become a problem for the Bureau. In 1956 
the average loan granted as indicated in the Bureau’s report of operations for 
that year was $479. It is not likely that this figure has changed significantly 
since that time. It would therefore appear to be evident that boards of directors 
and credit committees have met their responsibility in this connection in an 
effective manner. Generally, as credit unions have grown, they have by self- 
regulation, established lower loan limits than allowed by law. 

It is also highly undesirable to centralize in one person a discretionary power 
which is of vital importance to each individual credit union and does not lend 
itself to general or blanket administration. Further, it would seriously infringe 
upon the province and responsibility of the board of directors and credit com- 
mittee to determine practical loan limits within their own credit union based 
upon their knowledge of the needs and capacities of the membership. This would 
result in depriving the membership of maximum utilization of the credit facil- 
ities made available as a result of funds accumulated through cooperative thrift. 
It is urged that this flexibility is essential and would inevitably be lost under 
administrative directives and regulations. 

Based upon the above considerations, we are of the firm opinion that em- 
powering the Director of the Bureau to establish lower loan limits than 
currently provided for in the law is unnecessary and unwarranted, and we 
respectfully urge that his request for such power not be granted. 


SECTION D.—RECOMMENDATIONS FOR ADDITIONAL AMENDMENTS 
BROADEN DEFINITION OF FEDERAL CREDIT UNION 
ict as passed by Senate 
Section 2 (a). Definitions (12 U.S. C., see. 1752; Federal Credit Union Act, sec. 2) 


(a) The term “Federal credit union” means a cooperative association organ- 
ized in accordance with the provisions of this Act for the purpose of promoting 
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thrift among its members and creating a source of credit for provident or pro- 
ductive purposes. 


Recommendation 


To further define a credit union to include Federal central credit unions with 
membership composed of Federal credit unions, State credit unions, and directors 
and committee members of credit unions. Also, that other appropriate sections 
be amended to contain enabling clauses to support the formation and operation 
of Federal central credit unions. 


Reasons 


To allow for the purchase of shares and the obtaining of loans by Federal 
credit unions and State credit unions in and from Federal and State central 
credit unions, and to provide a source of credit for directors and committee 
members. Under the existing law, directors and committee members may not 
borrow in excess of their shareholdings in the credit union. 


EXTEND LOAN MATURITIES AND LIBERALIZE LIMITATION ON LOANS TO OFFICERS, 
DIRECTORS, ETC. 

Act as passed by Senate 
Section 8 (5). Powers (12 U. S. C., sec. 1757; Federal Credit Union Act, sec. 7) 

(5) To make loans with maturities not exceeding 3 years to its members for 
provident or productive purposes upon such terms and conditions as this Act and 
the bylaws provide and as the credit committee may approve, at rates of interest 
not exceeding 1 per centum per month on unpaid balances (inclusive of all charges 
incident to making the loan): Provided, That no loans to a director, officer, or 
member of a committee shall exceed the amount of his holdings in the Federal 
credit union as represented by shares thereof. No director, officer, or committee 
member shall endorse for borrowers. A borrower may repay his loan, prior to 
maturity, in whole or in part on any business day. The taking, receiving, re- 
serving, or charging of a rate of interest greater than is allowed by this [sub- 
section] paragraph, when knowingly done, shall be deemed a forfeiture of the 
entire interest which the note, bill, or other evidence of debt carries with it, or 
which has been agreed to be paid thereon. In case the greater rate of interest 
has been paid, the person by whom it has been paid, or his legal representatives, 
may recover back, in an action of the nature of an action of debt, the entire 
amount of interest thus paid from the credit union taking or receiving the same: 
Provided, That such action is commenced within 2 years from the time the 
usurious transaction occurred. 
Recommendation 

(a) To amend paragraph to provide for a loan maturity limit up to 5 years. 

(b) To amend the paragraph to provide that a director, officer, or member 
of a committee may borrow up to the extent of his shareholdings plus the total 
free and unpledged shareholdings in the Federal credit union of any member 
pledged as security for the obligation of the director, officer, or committee 
member. 


Reason 


(a) To adequately assist persons of small means by providing them with terms 
more consistent with thier ability to repay. 

(b) It is often difficult and in some instances almost impossible to secure 
members to serve as directors, officers, or committee members because of the 
present limitation on the borrowing privileges of persons serving in such ca- 
pacities. As a result, credit unions are not always getting the most capable lead- 
ership available from the qualified membership. This weakness would be reme- 
died to a large degree by improving and extending the borrowing privileges of 
such directors, officers, and committee members with due regard for the safety 
of the funds of the credit unions. The above amendment would accomplish this 
objective. 
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AUTHORITY TO CASH OR SELL CHECKS FOR A FEE 


Act as passed by Senate 
None. New paragraph proposed. 
Recommendation 


That a paragraph be added to “Section 8. Powers” authorizing Federal credit 
unions to charge a reasonable fee to members and to individuals eligible to be- 
come members for cashing or selling checks commensurate with the direct and 
indirect costs incident to providing this service. 

Reason 


The Director of the Bureau has ruled that a Federal credit union may not 
charge a fee for cashing or selling checks. Credit unions throughout the coun- 


try had been engaged in this activity and the ruling has created considerable 
hardship. 


The activity, which is desired and requested by the members, results in cer- 
tain direct and indirect costs. It is only fair and equitable that these costs 
should be borne by those directly availing themselves of the service rather than 
by the general membership. This principle has been accepted by the members 
of the credit unions directly involved and as the owners of the credit unions, 
they should have the right to provide this service for themselves. 


MEMBERSHIP CHAIRMAN 
Act as passed by Senate 


Section 14. Directors (12 U. S. C., see. 1761 (c¢); Federal Credit Union Act, 
sec. 11 (c) ) 


The board of directors shall meet at least once a month and shall have the 
general direction and control of the affairs of the corporation. Minutes of all 
such meetings shall be kept. Among other things they shall act upon applica- 
tions for membership; require any officer or employee having custody of or han- 


dling funds to give bond with good and sufficient surety in an amount and char- 
acter to be determined from time to time by the board of directors in com- 
pliance with regulations prescribed, from time to time, by the Director, and 
authorize the payment of the premium or premiums therefor from the funds 
of the Federal Credit Union; [recommend the declaration of dividends;] fill 
vacanies in the board and in the credit committee until successors elected at the 
next annual meeting have qualified ; have charge of investments other than loans 
to members; determine from time to time the maximum number of shares that 
may be held by any individual; subject to the limitations of this act, determine 
the interest rates on loans and the maximum amount that may be loaned with 
or without security to any member; and, subject to such regulations as may be 
issued by the Director, authorize an interest refund to members of record at 
the close of business on December 31 in proportion to the interest paid by them 
during that [year.] year; and provide for compensation of necessary clerical 
and auditing assistance requested by the supervisoroy committee. 


Recommendation 


That the section be amended to provide that in addition to the board of di- 
rectors acting directly upon applications for membership, they may appoint from 
the members (other than the treasurer or assistant treasurers) a membership 
chairman who shall also be authorized to act upon applications for membership. 


Reason 


Since the board usually meets but once per month, action upon applications 
for membership may be delayed from several days up to a month under the cur- 
rent arrangement. The proposed change would enable Federal credit unions to 
eliminate or diminish this delay and thus allow them to make their services and 
benefits available much more quickly. 
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ADVISORY COUNCIL 
Act as passed by Senate 

None. New section proposed. 
Recommendation 


That a new section be added to the act to provide for creation of a Federal 
Credit Union Advisory Council to meet with the Director of the Bureau twice 
annually, and on other occasions should the need arise. Further, that said Advi- 
sory Council be appointed by the President of the United States, upon the recom- 
mendation of the president of the Credit Union National Association, and that it 
consist of 1 member from each of the districts under the jurisdiction of the 
Bureau, who shall be appointed for 4-year terms, with 2 men to be appointed 
each yeal 
Reason 

There is at present no provision in the Federal Credit Union Act for the dis- 
cussion or consideration of matters of importance to Federal credit unions by 
representatives of the credit unions and the Director of the Bureau unless the 
Director agrees voluntarily to meet with such representatives. Creation of an 
advisory council would give the Federal credit unions and the Bureau an official 
and formal means of bringing to each other’s attention and attempting to resolve 
mutual problems. This will promote closer cooperation and greater under- 
standing, and will inure to the general benefit of all concerned. 


CONVERSION 
Act as passed by Senate 


None. New section proposed. 


Recommendation 

That a new section be added to the act to provide for conversion of a Federal 
credit union to a State credit union in the State in which it is located and to pro- 
vide for conversion of a State credit union to a Federal credit union. 

Reason 

Under certain circumstances, conversion of its charter may be deemed advis- 
able by a credit union and acceptable to the supervisory agencies involved. The 
Federal Credit Union Act does not make provision for such conversion. Special 
authority appears warranted which would facilitate the procedure of convert- 
ing a credit union from a Federal to a State charter and vice versa without dis- 
sipation of reserves, or undue disruption of normal credit-union operations and 
service to the members. 

Mr. Brown. Mr. Stone, do you wish to make.a statement ? 

Mr. Stone. No, thank you. 

Mr. Brown. We will proceed under the 5-minute rule. Mr. Pat- 
man. 

Mr. Parman. Mr. Knight, turn to page 21 of your formal presenta- 
tion, please. Under existing law, you are compelled to use banks to 
deposit your funds, are you not ? 

Mr. Knicut. Yes, sir. 

Mr. Parman. Suppose a credit union owns a bank. Does it have 
the privilege of using its own bank ? 

Mr. Knicur. If it were insured under the FDIC, I presume so. 

Mr. Parman. You do own some banks, do you not, such as in Michi- 
gan? 

Mr. Kwnieut. I believe there is a savings bank that has directors on 
it that are credit-union people. I don’t know of any other instance, sir. 

Mr. Parman. Inthe United States? 

Mr. Knicur. That is right. 

Mr. Parman. But you are required to use the banks. Do the banks 
charge you for c learing your checks through them ? 

Mr. Knicenr. Yes, sir. 
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Mr. Parman. How much? 

Mr. Knicur. It varies in various jurisdictions. It ranges, I think, 
from 4 to6 or 7 cents. 

Mr. Parman. How would it vary? What category would you put a 
local check in with a 4-cent charge? 

Mr. Kwnieur. I don’t know the method by which the bank computes 
the charges. I think in my hometown they carry a 4-cent charge and 
then there isa floating charge of an additional 4 cents. 

Mr. Parman. That is in the case of out-of-town checks? 

Mr. Knienr. That is right. 

Mr. Parwan. I can’t understand why the banks would charge you 
that. They don’t pay anything for it. hes clear their checks 
through the Federal Reserve and it costs the Government over a hun- 
dred million dollars a year for commercial banks’ checks, but the 
member banks don’t pay for it. 

Mr. Knicur. I understand the banks have that privilege, but the 
credit unions do not. And when the credit union will cash a Gov- 
ernment check, they must clear it through the bank, I believe. 

Mr. Parman. And the bank charges you for it / 

Mr. Knicur. That is right. 

Mr. Parman. That doesn’t seem right to me. 

Mr. Knieur. I don’t think it is either. But if they do, all we 
feel that we want is to be recompensed for the amount that we have 
been charged. I understand that one credit union in the District of 
Columbia last year paid out something like $1,600 in clearing banks 
for checks that the *y had cashed. 

Mr. Parman. Would you get me a little more information about 
how that cost is determined ? 

Mr. Knicutr. We can do that, I am sure, sir. 

Mr. Parman. Please do. And put it in the record. 

Mr. Knigur. Very well. 

(The data requested above is as follows :) 

CrepiIt UNION NATIONAL ASSOCIATION, INC., 


Washington, D. C., February 20, 1958. 
Hon. WricgHt PATMAN, 


House of Representatives, Washington, D. C. 

DEAR Mr. PATMAN: In response to your request at the hearing on the Financial 
Institutions Act on January 30, 1958, Mr. W. O. Knight, Jr., president of the 
Credit Union National Association, asked me to secure and furnish you addi- 
tional information regarding the cost incurred by a credit union in the District 
of Columbia last year in cashing checks. 

Mr. Jesse EF. Saugstad, vice president of the State Department Federal Credit 
Union, here in Washington, has supplied me with the following statement which 
I am submitting for the record: 


“State Department Federal Credit Union check cashing information, 1957 


“Amount borrowed for cashing checks________- $1, 857, 000 


“Interest paid on money borrowed for the purpose of cashing checks_ 276. 10 
“Brinks, Inc., armored car service a : : I zu 1, 685. 00 
RSE O IY BOO a cvtcbitiniiins kakidotetne ee aii 5 ce eet 445. 00 
WEEE GOlIOr BOT VAC since Seremnrimicranee = Bae : 3, 500. 00 


jiachdeaods busied taldtigk Datta dade a iat 6, 206. 10 


“Total 


“We cash approximately 2,000 checks, personal or Government salary, each of 
“6 paydays annually. We have on hand each payday the amount of $240,000. 
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“We have 9,700 members. Approximately 4,000 are stationed abroad in the 
Foreign Service. This results in using funds belonging to the latter group to 
accommodate those stationed in Washington. 

“There are no banking services available in the building area covered by the 
State Department. It is estimated by departmental administrators that the 
credit union saves departmental personnel $15,000 annually in transportation 
charges and 50,000 man-hours in time through its check-cashing operation. 

“Under our statutory rights to exercise such incidental powers as necessary 
or requisite, we believe we have the power to make a compensatory charge for 
the service we extend our members. This, by administrative decision the Bureau 
of Federal Credit Unions denies us.” 

Sincerely yours, 
Husert M. RHODES, 
Manager, Washington Office. 


CREDIT UNION NATIONAL ASSOCIATION, INGC., 
Washington, D. C., February 21, 1958. 
Hon. WRIGHT PATMAN, 
House of Representatives 
Washington, D. C. 

DEAR Mr. PATMAN: Supplementing my letter of yesterday, I have learned that 
two other credit unions in the District of Columbia incurred extra expense in 
eashing checks during 1957 for which they were not reimbursed, and I am sub- 
mitting this additional information for the record of the hearings on the 
Financial Institutions Act. 

Department of Interior Federal Credit Union had about $1,600 extra expense 
on account of cashing checks last year. This consisted of interest on borrowed 
money and payment for extra clerical service. 

The Department of Labor Federal Credit Union had approximately $3,535 
additional expense in 1957 because of cashing some 19,000 checks. This is 
itemized as follows: 

Amount borrowed for cashing checks__- $1, 500, 000 
Interest paid on money borrowed for the purpose of cashing checks_- 325 
Bank service charges (low balances maintained ) 950 
Guard service 260 
I a i ee a ial viral 2, 000 

Total aidabegss 3, 585 

I hope this will give you the information you requested at the time President 
W. O. Knight, Jr., of the Credit Union National Association, testified before the 
committee on January 30, 1958. 

Sincerely yours, 
HvusBert M. RHODES, 
Manager Washington Office. 

Mr. Patman. Do you get interest on your balances at the bank? 

Mr. Knieur. Not unless the funds are eo in the savings account 
or a certificate of deposit for a year. I believe many banks have that 
particular feature. 

Mr. Parman. Are you required to keep a certain balance? 

Mr. Knicur. No, we are not: we do have reserves for bad loans, 
but we are not required to keep any specific balance of funds on hand 
at any time. 

Mr. Parman. These reserves, you could not keep in a time account, 
could you? 

Mr. Knieur. I believe we could. sir. 

Mr. Parman. You think you could / 

Mr. Knicur. Yes, sir. 

Mr. Parman. And you would get interest on that? 

Mr. Knienr. That is right. 
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Mr. Patman. Where the discrimination is, if there is any, is in 
charging credit unions for cashing these checks, particularly out-of- 
town chec ks, when even State banks that do not even belong to the 
Federal Reserve System are clearing their checks through their cor- 

respondents and don’t have to pay ‘anything for it. I can’t under- 

stand why the credit unions have to pay. 

Mr. Knieut. I know in our own State, Mr. Patman, we have what 
we call a par clearance law, and I get dime charges on these banks 

each time we pass a check that is drawn on one of these State banks. 

Mr. Parman. You have to pay a dime? 

Mr. Knigut. An additional dime, in addition to the 4-cent clearing 
charge, that the bank charges. 

Mr. Parman. If it is cleared through a State bank ? 

Mr. Knieur. Yes. 

Mr. Parman. In other words, you pay 14 cents? 

Mr. Knicur. That is correct. 

Mr. Parman. That is a subject that ought to be looked into. 

Mr. Kwnicur. Well, there is quite a hassle each term, when the 
legislature meets, on that very thing. 

Mr. Parman. I wish you would get up some further information 
on that point, I think it would be very interesting. I like to see the 
banks make a profit, and I know we have to have a profitable bank- 
ing system to help the entire country—it is in the interests of the 
people—but I don’t think they should impose on the credit unions 
and charge them something they don’t charge others. 

Mr. Knicur. Mr. Patman, we are aan objecting to the charge. 
I think the banks are entitled to the fees. I don’t believe they are 
overcharging us, but you see because of the ruling of the Bureau 
we are not able to pass that charge back to the person who is cashing 
the check and therefore we do absorb it. 

Mr. Parman. You can’t pass it back to the ones cashing the checks? 

Mr. Knieur. That is right. 

Mr. Parman. Of course, there is something there that can be cor- 
rected by this proposed amendment. 

Mr. Knicur. That is right. 

Mr. Parman. That might be the solution. I don’t know. 

Mr. Knicur. We want to give the service, and credit unions are 
continuing to give the service. 

Mr. Parman. I will come back to you later, thank you. 

Mr. Brown. Mr. McVey. 

Mr. McVey. Mr. Knight, you are better acquainted with the hear- 
ings in the Senate than ‘I am, probably. What reason did they give 
in the Senate hearings for a change i in - auditing provisions? 

Mr. Knicur. I am sorry, Mr. McVey, I am not too familiar with 
the Senate hearings. I am sure Mr. Weinberg, the head of our legal 
department, was present. I would like to call on him, if I may, for 
an answer. 

Mr. Werneera. That was not proposed in the Senate and was not 
considered. This is the first time it has been proposed. 

Mr. McVey. This has been proposed in the House bill apparently. 

Mr. Knicur. Yes. 

Mr. McVey. I want to ask you this question, Mr. Knight: Is it pos- 
sible for a credit union to give a loan for 3 years, and then renew a 
part of it at the end of 3 years? 
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Mr. Knicut. Well, there is a question in the minds of some of the 
examiners about that very thing. There is a method provided for 
extending loans, if they are not paid promptly, and if there is a rea- 
son for the extension. But we do get into trouble, sometimes, where 
that extension does go beyond the 3-year term. 

Mr. McVey. Do you think an amendment providing for a 5-year 
term would be more satisfactory ? 

Mr. Knienr. | am sure it would. 

Mr. McVey. Will you tell me the difference between a State and a 
Federal union ? 

Mr. Knicutr. A Federal union is one chartered by the Bureau of 
Credit Unions under the act. A State-chartered credit union is one 
formed under State law, and usually chartered by some department 
within the State, a banking or other department within the State, and 
they are supervised by State authorities and not by Federal 
authorities. 

Mr. McVey. Do you think we have a need for both ? 

Mr. Kwnieurt. I believe so, sir. In our State we have no State act 
at present, and so all of our credit unions are federally chartered. 

In many States where they have a State chartering act, most of the 
people might feel they would prefer to be under the Federal Act. 
New York is such anexample. I believe that some 80 percent of those 
credit unions in New York State are federally chartered. Therefore, 
there must be 20 percent of them who feel they would prefer to act 
under a State charter. 

Pennsylvania has a great many more aetteoceiny chartered than 
State-chartered credit unions. On the other hand, Minnesota has 
some 400 State-chartered credit unions, and around 40 federally char- 
tered credit unions. Therefore, they must feel that the State act 
is preferable. 

Mr. McVey. That is all, Mr. Chairman. 

Mr. Brown. Mr. Multer. 

Mr. Mutrer. Thank you, Mr. Chairman. 

Mr. Knight, the Federal Credit Union National Association is the 
only association with nationwide scope in which credit unions have 
membership; am I right ? 

Mr. Knicur. That is correct. 

Mr. Mutrer. How many Federal credit uniens are members of the 
association ? 

Mr. Knieut. I might say, sir, that the Credit Union National As- 
sociation actually consists of membership within the State leagues. 
eeneen ee in an individual credit union is based upon their mem- 
bership within that State organization. It would be a little bit dif- 
ficult for me to break it down. There are nearly 9,000 credit unions, 
and, on an average basis, I believe that better than 85 percent of all 
credit unions are members of our national organization. 

The national organization is a misnomer in some respects. It is not 
national. It is international. Credit unions in Canada, in the Carib- 
bean area, in various other places on earth are members of our Credit 
Union National Association. 

Mr. Mutter. How many Federal credit unions are there in the 
country today ? 

Mr. Weineerc. I would say approximately 8,000, sir. 

Mr. Mutter. How many State credit unions are there ? 
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Mr. Knicur. About the same number. 

Mr. Wetnserc. Slightly more. 

Mr. Mutrer. We could safely assume there are about 17,000 credit 
unions operating through the country, chartered either by the States 
or by the Federal Government ¢ 

Mr. Knicur. ‘That is correct. 

Mr. Murer. It is fair to say that your association speaks for about 
90) to 95 percent of those credit unions 

Mr. Knieur. I feel so; yes, sir. 

Mr. Mutrer. Mr. Knight, I want to compliment you for the state- 

ment and the manner of presentation of your statement. I think this 
committee could do a much better job with this 251-page bill if the 
other agencies and other organizations representing banks, and sav- 
ings and loan associations, had done exactly what you have done. You 
have taken your title of the bill apart section by section, and indi- 
cated to us precisely what you support as to the amendments before 
us, Why you support them, which ones you oppose and why you op- 
pose them, and then given us your additional amendments with your 
reasons. Whether we agree with you or not is unimportant. But I 
think that is the scientific and proper method of presentation in con- 
nection with a bill of this kind. I think you have done an excellent 
job. 

Mr. Kxnieutr. Thank you, sir. 

Mr. Mutrer. Tell me, if you will, please, why should it be necessary 
for a Federal credit union to change over to a Stxte credit union, or 
vice versa ¢ 

Mr. Knigur. Well, I wouldn’t be presumptive to inquire into the 
reasons why a credit union would prefer to be under one or the other. 
There possibly would be personal reasons involved. 

I know of just a couple of credit unions that have recently changed 
from—well, I know of one specifically that is run by a friend of mine, 
which changed just the first of this year from a Federal union to a 
State union, and one of the reasons definitely was because he couldn’t 
charge this check-cashing fee back to the person cashing the check and 
under the State charter he could. 

Mr. Mutter. Do you think that if there is a group of Federal em- 
ployees—not in W ashington, because we don’t have the duality of 
State and Federal Government here—but taking your home State or 
any of the other States where you have both State law and State 
credit unions, and the Federal law, and Federal credit unions. ‘Take 
a group of Federal employees in the post office in. New York City, for 
example. They form a postal credit union, under the Federal law. 
Why should they change over to a State credit union ? 

Mr. Kniaur. Well, in some States, the law is considerably more 
liberal than the Federal Act. 

In Massachusetts, Mr. Stone advises me, credit unions can even 
inake real-estate loans if t hey so desire. 

Mr. Murer. Why doesn’t that group in the first instance organ- 
ize as a State credit union? Or is it that they don’t qualify because 
they are Federal employees ¢ 

Mr. Knicur. Well, they would qualify as Federal employees, I 
believe. In other words, a post office group in Boston could get a 
State charter. The reasons, as I said at the beginning, I am sure I 
probably couldn't give you. I am sure that the group itself feels 
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that there are definite reasons. It may be that the State act had been 
liberalized in the meantime, whereas the Federal act had not been. 

Mr. Mutrer. You are asking for the same conversion privilege 
that we grant to the banks, and I am wondering whether or not we 
didn’t make a mistake in granting that privilege to the State banks 
to become national banks and national banks to become State banks 
at will, because what they are doing now and I am afraid that is what 
credit unions may do, when you get a change in the law in one place 
or the other because they have discovered that something is being done 
wrong, and it is more restrictive on the institution, they switch over 
to a State institution until the State law catches up with the amend- 
ment, or vice versa. In the State of Massachusetts, they found it was 
all right to permit credit unions to make real-estate loans. So that 
there “the national organizations are now going to move over to the 
State system. 

But if the State finally comes along and says “We were wrong here” 
and puts on additional restrictions, they are going to start jumping 
back the other way. I am just wonderi Ing whether that is good or 
not. It would be good to the extent that maybe they are going to 
get a little more revenue from a wider field of activity, but if one of 
the legislative bodies finds a restriction is necessary, that the privileges 
and investment rights should be more restrictive, don’t you think 
we ought to keep them in that group to which they belong, which 
has become more restrictive as to investments and'as to how they 
operate, until the other legislative body catches up, rather than let 
them move out of one system and into another in order to get the 
advantage—which is really not an advantage, but really an evasion ? 

Mr. Knicur. I would say it is your privilege to make the decision, 
sir, and why one group would care to be under a State or Federal 
charter, might seem unimportant to us, but within the group it might 
seem important. 

Mr. Mutter. You see, we are trying to get the benefit of your think- 
ing so as to help our judgment. 

Mr. Knienr. Right. I don’t feel that there would be a mass move 
ment, if that is what you are worrving about, from State charter to 
Federal or vice versa. 

Mr. Murer. No, but even if it is a movement in 1 State, or 1 lo- 
cality because of some municipal regulations, I don’t think it is right. 

Mr. Brown. Mr. Seely-Brown. 

Mr. Srety-Brown. How many States have actually both a Federal 
and State credit union law ? 

Mr. Knieur. Forty-four, I believe. 

Mr. See.ty-Brown. Would it not be possible—well, let’s put it this 
way—in those States where you have both a Federal and State credit 
union, the chances are that in those areas, the State law and the 
Federal law are sufficiently close together so there is no particular 
competitive advantage to be gained by having one or the other. Is that 
generally speaking, correct ? 

Mr. Knicur. In some States there are approximately no differences, 
and in those States I believe you would find approximately 50 percent 
Federal and 50 percent State-chartered credit unions. Where there 
is no difference, they may choose one or the other at will. 

Mr. Sreiy-Brown. Let’s assume that in a certain area, or in a 
certain State, because of a possible shift in the economic conditions in 
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that State or area, the State legislature or the State authorities might 
decide to change the rules governing the establishment of credit unions, 
or the rules under which a State credit union has to operate. What is 
going to prevent a whipsaw operation in such a case where you have 
pressure first on the State level and then on the Federal level? You 
start a whipsaw which will eventually lead to quite a serious problem 
as regards which kind of a credit union you establish. Do you think 
there should be some pretty general uniformity in the establishment 
of the credit unions ¢ 

Mr. Kyicur. We think that there probably could be improvement 
in a general conformity. However, that is rather unlikely. I think 
that the States are having trouble with the uniformity laws all the 
time. But there might be a possibility of this whipsaw action, as you 
indicate, but I don’t believe that it would be a danger. 

As I say, there are a few credit unions which have already con- 
verted, through very lengthy methods, by the Federal authorities 
coming in and making a final audit, and then it becomes a rather 
lengthy, tedious, and expensive operation for a credit union to trans- 
fer. But a few of them have already done so even though that is the 
case. Therefore, there probably would be some more, if it were 
made more simple. 

Mr. Srrety-Brown. Does that transfer result basically from local 
conditions ¢ 

Mr. Knicut. That would be my opinion. There might be local 
conditions within the credit union, personalities or something lke 
that. 

Mr. Sre.ty-Brown. That is what I mean. That is all, Mr. Chair- 
man. 

Mr. Brown. Mrs. Griffiths. 

Mrs. Grirrirns. What is the loss ratio on your loans, roughly ¢ 

Mr. Knicur. Fifteen one-hundredths of 1 percent. 

Mrs. Grirrirus. Is that more or less than the banks, or do you 
know ¢ 

Mr. Knicur. I think it is less. I am quite sure it is less, con- 
siderably less. 

Mrs. Grirrirnus. [I don’t know too much about how a credit union 
operates, so I wold like to ask you, in order to belong to a Federal 
credit union, is one of the requisities that you have to own stock ¢ 

Mr. Knientr. The stock that you own is not in the usual sense of 
stock. You must subscribe to at least 1 share, which is $5. You must 
pay an entrance fee of 25 cents. But you must also be a member of 
the common-bond group, for which the charter has been issued. 

Mrs. Grirrirus. Yes: I understand that. In the average Fed- 
eral credit union, how much stock does a person own ¢ 

Mr. Kxicur. Something over $300 each. 

Mrs. Grirrirus. Do you have any felings as to whether it has 
contributed to the encouragement of saving ! 

Mr. Knicutr. We are very sure of it. We know that the avail- 
ability of a thrift program is one of the most important phases of 
thrift itself, and, for many people, the availability for general finan- 
cial institutions is not there. We made a check in our own credit 
union. L work for the city of Sioux Falls. Our membership con- 
sists of people working for the city. We found that 20 percent only 
of those people had any connection with any other financial institu- 
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tion, which meant that 80 percent of our members did their entire 
saving with the credit union. 

Mrs. Grirrirus. Do they deposit checks, and can they write a 
check ¢ 

Mr. Knigur. No. 

Mrs. Grirrirus. It is a saving fund? 

Mr. Knicur. Yes; they can’t write checks on the credit union. 

Mrs. ARINETEHS. What kind of loans do you make? What kind of 
security do you get! ¢ 

Mr. Knicur. The security must be adequate security. The credit 
committee must determine the amount and validity of the security in 
each case. We make such loans—probably the largest single group of 
big loans would be automobiles. We make a large number of loans 
for the purchase of appliances and furniture. We make a lot of loans 
for hospitals and things like that. 

Mrs. Grirrirus. Can you loan for the purchase of a home? 

Mr. Knigur. No, madam; normally, we could not, for several rea- 
sons. The maturity of the note is 3 years now. We are asking for 5 
years. That would still be hardly enough for the average person to 
purchase a home, and, also, the rate of interest that we charge, and 
have to charge, would not be competitive with the average real-estate 
market. Loans that are made by credit unions, normally, carry 1 
percent a month on the unpaid balance. That is the maximum that 
the law permits, and it is, generally, the amount that is charged by 
credit unions. That is $6.50 per hundred dollars if paid back over a 
year, but, in normal cases and to the exclusion of the credit union use, 
I don’t believe that we would be in that market. 

Mrs. Grirrirus. I would like to ask you this: You have suggested 
that you would like to have some of your members be directors, or be 
advisers to the director. 

Mr. Knicur. Yes. 

Mrs. Grirrirus. At the present time, do your individual members 
have difficulty in seeing the director ? 

Mr. Knicrr. I wouldn’t say that they had trouble seeing him. 
The Federal Bureau is broken down into regions, and there are eight 
regions, each with a regional director. The average contact by a 
credit union is through the examiners that go out into the field, and 
there isn’t too much method, presently, of liaison between the head 
of the Bureau and the individual credit unions. 

We do have a rather, shall I say, ineffective, or long way around: 
presently, through the Credit Union National Association, we do 
have a liaison committee which meets periodically with the Director 
of the Bureau, and they take up, at those meetings, a few common 
complaints that we might have, or misunderstandings, things of that 
nature. But that is strictly informal. 

Mrs. Grirrirus. And, of course, if one perene. asks for an appoint- 
pans with the director, after all, that is only 1 complaint in 8,000. 

», there would be some advantage in having people who understand 
the whole field and spoke for the field. 

Mr. enpe: We feel that that would be an advantage to the 
Bureau, as well as to the credit unions themse slves, to have an official 
body and work out mutual proble ms, and get a meet ing of minds We 
feel it would be an ac dvantage to both the Bureau and x credit 


unions. 
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Mrs. Grirrirus. Are you asking here for a power to make loans 
on real estate ? 

Mr. Knicur. No, madam. We are asking for an extension of the 
a from 3 to 5 years, but, as I stated, we are almost ruled out of the 

eal-estate market because of the time limitation. Even 5 years would 
normally not be enough. I would say that perhaps some c redit unions 
do make loans on real estate, perhaps for minor repairs. I know of a 
few cases where they have loaned money for people to purchase lots, 
and things like that, but the average home loan would certainly not 
be w ithin the confines of the F ederal Credit Union Act, I believe. 

Mrs. Grorrirus. In Michigan, I believe the credit unions do have 
that right. 

Mr. Knicur. State-chartered credit unions in Michigan can make 
loans. Iam not sure of the time limitation. 

Mrs. Grirrirns. I might say I attended a dinner the other night 
where 1,300 credit-union members had paid $5 each to attend the 
annual dinner and meeting, and the average amount of money each 
person invested in that credit union was $875. 

Mr. Knicur. That is almost three times the average. 

Mrs. GrirrirHs, That is quite impressive. 

Mr. Knicur. It is. 

Mrs. Grirritus. That is all; thank you. 

Mr. Brown. Mr. Henderson. 

Mr. Henverson. Thank you, Mr, Chairman. 

Is there competition between credit unions? By their very nature, 
there is no competition between them ? 

Mr. Knicur. No. 

Mr. Henperson. Your competition, then, comes from other similar 
institutions; is that so ? 

Mr. Kwnicur. We don’t feel that there are any similar institutions, 
sir. Our competition—the average loan of credit unions is $479, 
which puts us pretty much in the small-loan field. We don’t believe 
that we even have any competition in that field at the price that people 
can purchase money from us, at 1 percent a month. 

Mr. Henperson. Then there is no problem of competition between 
Federal-chartered institutions and State-chartered; is that so? 

Mr. Kniaur. That would be correct, normally speaking; yes. There 
might be a few instances where 1 person might be eligible for more 
than 1 credit union. For instance, within the field of membership, if 
there are a man and wife working, one may be a member of one credit 
union and the other, another, and the laws pretty generally state that 
a person and members of his family may become members of a credit 
union. So, you have a dual situation there. 

Mr. Henperson. Do you find confusion in the fact that there are 
both State and Federal chartered credit units? 

Mr. Knicur. I don’t believe so. 

Mr. Henpverson. You feel the two can exist side by side ? 

Mr. Kniour. Oh, yes. 

Mr. Henperson. Turning just for a moment to the advisory council, 
can you point out where, in some other field of activity, a similar ad- 
visory council exists, that is between an organization of industry and 
some department of Government ? 

Mr. Knicur. Mr. Stone will answer that. 
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Mr. Srone. My information is there are such advisory councils 
which have been set up in the Treasury Department, in the ae 
ture Department and in the Department of Commerce. I don’t 
think they have the official sanction of the law, and perhaps they don’t 
go as far as this proposal goes, and it may be that they are informal 
advi isory councils which have been set up by the secretaries of those 
various departments, but I understand there have been such advisory 
councils set up in 1 of those 3 departments. 

Mr. Knicur. So far as you know, this would be a departure, as 
far as—— 

Mr. Stone. I think perhaps it would. I think perhaps this is some- 
thing new. 

Mr. Henperson. As far as providing legislation for an advisory 
council 4 

Mr. Stone. I think that is true. 

Mr. Henperson. Do you have language of an amendment that you 
would suggest ? 

Mr.Srone. Yes. 

Mr. Knieur. We will prepare it and make it available to you, sir. 
Any of these amendments that we would offer—I am not sure whether 
it was prepared in this instance or not. 

Mr. Stone. May I add 1 or 2 other things? I understand that in 
North Dakota and in Wisconsin, they have official bodies which have 
been set up by law, with appointments made by the governors of those 
States, and it is on the basis of these bodies that we are making our 
present proposal. 

Mr. Henperson. I see. Your appointments would be made by the 
President of the United States on the recommendation of the presi- 
dent of the Credit Union National Association ? 

Mr. Knicur. Yes, sir. 

Mr. Henperson. Do I understand that the President would be re 
quired to appoint those that are recommended ? 

Mr. Knicur. It would be my assumption, sir, that a list of persons 
would be made available. 

Mr. Henverson. From which the appointments could be made? 

Mr. Knienr. Yes. sir. 

Mr. Henperson. Would those be salaried persons? 

Mr. Knienr. No, sir. 

Mr. Henperson. Thank you, Mr. Chairman. 

Mr. Brown. Mr. Breeding. 

Mr. Breeprne. No questions. 

Mr. Brown. Mr. Mumma. 

Mr. Mumma. I don’t know too much about credit unions. Did you 
say that in Pennsylvania there are a lot of non-Federal associations ? 

Mr. Knicut. There are many more federally chartered credit 
unions in Pennsylvania than State chartered. Mr. Munna, the man- 
aging director of the Pennsylvania league is present and he could 
give you the exact figures. 

Mr. Mumma. I don’t need the exact figures. Are there any of these 
State credit unions sponsored by any organizations? In ae words, 
would the teamsters union have a credit | union, normally, or the oper 
ating engi og 

Mr. Knicur. No, the requirement for the basic common bond group, 
[ believe, in each State act, as well as in the F ederal act, is an em- 
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ployee group, for instance, a Government employee group, which 
could avail itself of either a State or Federal charter. It would take 
a common bond in either case. 

Mr. Mumma. Is this an activity of the labor unions at the State 
level ? 

Mr. Knicur. I would say not, sir, because we have many credit 
unions, many Federal credit unions, among labor organizations, and 
I don’t believe there is any pattern. 

Mr. Mumma. Sponsored by labor organizations? In other words, 
they have a lot of health-insurance plans and everything. Do they 
have any plan in the teamsters or operating engineers where a lowly 
member can come in and borrow money from them ¢ 

Mr. Knieur. Not specifically. Not outside the credit union. 

Mr. Mumma. I mean if they are a member of a credit union, Fed- 
eral or State, do they sponsor the mi ¢ 

Mr. Knicur. Well, the sponsoring agency, sir, has no legal epee 
sibilities within the credit union itself. For instance, if a manu- 
facturing concern—you might call it the sponsoring group, but the 
manager of that manufacturing concern would not have any legal re- 
sponsibiliti ies within the credit union itself. 

Mr. Mumma. Just the willingness to let it be organized ? 

Mr. Knicur. That is right, the same would be true of the labor 
unions. 

Mr. Mumma. I think Swift has some. 

Mr. Knicur. Seventy-three of them, sir. 

Mr. Mumma. I just wondered if it was a union activity, so that 
« lowly member of a union could borrow money like the big fellows. 

Mr. Muurer. Will you yield? 

Mr. Mumma. Yes. 

Mr. Mutter. On that very point, the similarity of the use of the 
word “union,” in “credit union”, as to its use in “labor union,” is 
merely coincidence. 

Mr. Mumma. I yield that. 

Mr. Murer. While a union could qualify, usually the unions do 
not do it, but rather the employees in various places. They might well 
be members of a union but they would really be groups of employees 
in various places that would form these credit unions, rather than 
under the sponsorship of the union. 

Mr. Mumma. I realize that. 

Mr. Knicur. I might answer it in this way: We had a group within 
our own State where we were trying to get a credit union within an 
employee group. The management would not concede that they 
needed a credit union, nor would they permit them to organize and 
operate upon their premises. Thereafter the union decided that they 
needed a credit union, and so a charter was granted by the Federal 
Bureau to operate for the union employees of that concern, and they 
have an office downtown, not on the premises at all. 

Mr. Mumma. Thank you. 

Mr. Brown. Mr. Hiestand. 

Mr. Hirsranp. No questions. 

Mr. Brown. Does anyone else have any questions ¢ 

Mr. Parman. Mr. Chairman, I have. 

Mr. Brown. Proceed, Mr. Patman. 

Mr. Patrman. Churches often have credit unions, do they not? 
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Mr. Knienr. Yes, we have over a thousand credit unions within 
religious groups. 

Mr. Parman. And teachers, too? 

Mr. Kwnieur. Yes, the largest credit union is a teachers’ group in 
Detroit. 

Mr. Parman. And employees, where they are organized to the 
extent of being members of labor unions, are not. Labor union mem- 
bership doesn’t necessarily mean anything in connection with a credit 
union ¢ 

Mr. Knicur. Not as and of itself. 

Mr. Patman. Not as such? 

Mr. Knieur. That is right. 

Mr. Patman. Now, on page 13 you mentioned that a sentence was 
left out. I understood you to say there was a line left out, but evidently 
there was more to it. There must have been 2 or 3 lines. How did it 
happen they were left out ? 

Mr. Knicur. It is my understanding that in the printing of the 
bill, they were deleting some things here and there, and they just 
ended and just forgot to include that sentence. 

Mr. Parman. Printing of which bill, the Senate committee bill, o1 
the Senate engrossed bill ¢ 

Mr. Knieurt. I believe it is the Senate engrossed bill. 

Mr. Parman. It was in the bill as reported by the Senate com- 
mittee ? 

Mr. Knieurt. Yes, sir. 

Mr. Parman. And somehow or other in engrossing the bill, they 
left it out ? 

Mr. Knicur. Yes. 

Mr. Parman. You think it was just inadvertently left out and 
should be restored ? 

Mr. Knicur. We are sure of that. 

Mr. Mutter. Will you yield? Does the Brown bill also omit that 
particular sentence ¢ 

Mr. Brown. Yes, I think so. 

Mr. Parman. The limitation of 3 years. I thought we raised it to 
5 years. We had some bills along that line, did we not? 

‘Mr. Knieut. We have been try ing to do that for a number of years. 

Mr. Parman. Who is behind the movement to keep it down to 3 
years ? 

Mr. Knicut. Well, we don’t know, sir. 

Mr. Parman. The banks have expressed a lot of interest in the 
credit unions. How many members did you have on the advisory 
committee ? 

Mr. Knient. We had one. 

Mr. Patman. How many did the home-loan bank have? 

Mr. Kwnicur. They had three. I think there were 27 members on 
the committee, we had one, the savings and loan had 3, and the other 
23 were bankers. 

Mr. Parman. Couldn’t you persuade these bankers that you should 
have 5 years instead of 3? 

Mr. Kniceur. I guess we couldn’t persuade them. 

Mr. Patrman. Possibly they looked upon it as an invasion of their 
business. 
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Mr. Knicur. Well, maybe we are getting a little bigger than they 
wish. Actually we don’t feel that we compe ete too strongly. We have 
heard statements by bankers that loans of $500 or less are not profit- 
able to them, and our average loan is less than $500. 

Mr. Parman. Yes, it looks to me as if the banks would look with 
favor on the credit unions. They handle all your business. 

Mr. Kwnicutr. We do have some banks that have credit unions for 
their employees. 

Mr. Parman. Some banks themselves have credit unions ? 

Mr. Knicur. That is right. 

Mr. Parman. They have a credit union in the United States Treas- 
ury, do they not ? 

Mr. Knicur. Yes, sir. 

Mr. Parman. And some banks have credit unions? 

Mr. Knigur. - I think even the Internal Revenue has a credit 
union. There are 125, I believe, in Washington, D. C., in Govern- 
ment, 

Mr. Parman. All Federal credit unions? They have to be Federal 
here in Washington. 

Mr. Knicut. Yes. 

Mr. Parman. There isn’t a D. C. Credit Code, is there? 

Mr. Kwnianr. I believe there was, but all those unions have been 
transferred to the Federal Bureau. 

Mr. Paraan. The law fixes your limit at 3 years / 

Mr. Kniaur. Yes. 

Mr. Parman. Do you make any of these title I modernization loans 
under that limitation 4 

Mr. Kwnigiur. Yes, we do. 

Mr. Parman. Of course, that law has been extended to 5 years. 
There is a good reason why the credit unions should have their 
3-year limit raised to 5, so that you can do a lot of business in mod- 
ernization loans. 

Mr. Knieur. Yes, sir, thank you for your argument. I had for- 
gotten. 

Mr. Parman. Pardon me? 

Mr. Kwicutr. Thank you for your argument. I had forgotten. 

Mr. Murer. Will you yield? 

Mr. Parman. Yes, sir. 

Mr. Mutrer. Are we to understand, then, that under Federal law 
modernization loans may be made for 5 years, and that credit unions 
may not make that or any other loan for 5 years ? 

Mr. Kniegur. Three years would be our limitation; yes, sir. 

Mr. Mum™a. Mr. P atman, W ill you yield ? 

Mr. Parman. If it is all right with the chairman, yes. 

Mr. Muama. Mr. Chairman, I ask the gentleman to yield to me 
for a minute. 

Mr. Brown. Very well. 

Mr. Mumma. I am just wondering about this extension of the time 
limit. Is that to take care, in any Instance, or in most. instances, of 
bad loans that you just hate to charge off, and that would give you 
2 more years’ time ¢ 

Mr. Knicur. I don’t believe so, sir. 

Mr. Mumma. That isn’t the reason for it ? 
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Mr. Knieur. Oh, no. We can still collect. it after it is charged off. 
I admit that the psychological factor is not pressing. But there are 
many cases Where we feel that we could help the person involved in 
a financial and economic problem by extending the amount of his 
payments over a longer period of time. 

After all, credit unions do nothing but help people, and we want to 
help them all we can and in every way that we can. 

Mr. Mumma. They have a heart. 

Mr. Knient. That is right. 

Mr. Mumma. Thank you, Mr. Patman. 

Mr. Brown. Proceed, Mr. Patman. 

Mr. Patrman. Yes, I think by all means we should raise that limit 
to 5 years, because the reas oning for it, it oecurs to me, is unanswer- 
able, so that credit unions may “be permitted to make modernization 
loans. 

The membership chairman seems to be all right, and the advisory 
council. I can see why they would want to convert, as Mr. Multer 
suggested, from one to the other, when they have local problems. We 
wouldn’t think too much of them, and wouldn't be impressed by them, 
probably, but in the local credit unions, then it means a lot to them, and 
therefore they are persuaded to accept a charter from either the State 
or Federal Government, depending upon the one which grants the most 
benefits tothem. That is what we would expect them to ) do. 

Which member of your organization was a member of the Cravens 
Committee ? 

Mr. Knienr. Mr. Pratt of Pennsylvania. 

Mr. Parman. Is he with you? 

Mr. Knient. I think he is still in the room, yes. 

Mr. Prarr. William W. Pratt, managing director of the Pennsyl- 
vania Credit Union, Harrisburg, Pa. 

Mr. Patman. Did you have any meetings with the Cravens Com- 
mittee as a representative of the credit union / 

Mr. Prarr. We had several subcommittee meetings and I met at 
least five times with the subchairmen and Mr. Cravens. 

Mr. Parman. Who actually ran the show, so to speak? Who spear- 
headed it? Mr. Cravens, I assume. 

Mr. Pratt. I think he did a capable job as chairman, but I wouldn’t 
say he ran the show. 

Mr. Patman. Well, he spearheaded it. He had the initiative. He 
naturally would. He was chairman. 

Mr. Prarr. That is correct. 

Mr. Parman. You had five other chairmen of subcommittees ? 

Mr. Pratt. Yes, sir. 

Mr. Parman. Was he one of the five? 

Mr. Pratr. No, he was not. 

Mr. Parman. How about the United States Chamber of Commerce, 
didn’t they have five committees, too ? 

Mr. Prarr. When you are talking about the chamber of com- 
merce—— 

Mr. Parman. United States Chamber of Commerce. Didn’t they 
have a comparable organization to help on this bill? 

Mr. Pratr. Not that I know of. 

Mr. Parman. Not that you know of? 

Mr. Pratt. No, sir. 
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Mr. Parman. And you didn’t meet with them ? 

Mr. Prarr. No, sir. 

Mr. Parman. At the final meeting, to agree on the bill, with all the 
advisory council members there ? 

Mr. Prarr. With the exception of 2 or 3 who were ill, I would say 
that there were 23 or 24 members at the final summarization and 
agreement meeting as to the recommendations of the committee. 

“Mr. Parman. Did you discuss the question of changing the interest 
on demand deposits, to let banks give gifts and rewards in lieu of an 
actual payment of interest ¢ 

Mr. Prarr. There was a general discussion on that subject. 

Mr. Parman. And you agreed to it, as a credit union man? 

Mr. Prarr. I refrained at that time because it was a subject which 
did not interest us and there seemed to be much confusion and there- 
fore I refrained from voting on the subject. 

Mr. Parman. Was there disscussion about taking the usury laws 
off the national banks in the States ? 

Mr. Prarr. To the best of my recollection, there was not. 

Mr. Parman. You don’t know who offered that particular amend- 
ment, then ? 

Mr. Prarr. I do not. 

Mr. Parman. And you knew nothing about the chamber of com- 
merce having committees ? 

Mr. Prarr. That is a real new one to me. 

Mr. Parman. It is a new one to you. Well, it is a new one to us. 
I asked one of the savings and loan witnesses about this the other day, 
and he didn’t know either. 

Mr. Brown. I don’t think the Chamber of Commerce of the United 
States was a part of the advisory committee. They have committees 
themselves. 

Mr. Parman. The part that disturbs me is that they are so active 
in it but the credit union representative didn’t know ‘that they had 
any committees, and the savings and loan witness I interrogated said 
he had never heard of it. 

Mr. Mutrer. I don’t think that is too unusual. I don’t think the 
credit unions would qualify as big enough business to be members 
of the United States Chamber of Commerce. 

Mr. Knicut. We are members of the chamber of commerce. 

Mr. Mutrer. I withdraw the statement and apologize, then. 

Mr. Prarr. I wonder if I might add something with regard to the 
matter of cashing of checks and fees. I could give you a practical 
illustration where a company, in response to a “request for its em- 
ployees that they be paid weekly, agreed to do so by check, and the 
company for a while paid the money transport firm a fee for con- 
verting the payroll into cash. Then it later decided not to do that 
and asked the credit union to cash them. It results in the credit union 
borrowing from a bank, where they have an account, a sum of some 
$80,000 or $85,000 every Friday, on which they pay the bank a rather 
attractive er rate. The credit union spends— 

Mr, Parman. I do not understand that last point. 

Mr. Pratr. I say the credit union borrows from the bank between 
$60,000 and $80,000 every week to cash these employees’ checks at the 
request of the company. 
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The credit union pays about a thousand dollars a year to transport 
the money from hs beak to the credit union. It employs extra clerks 
to cash these checks. It pays also a fee for each check of the em- 
ployees that it takes back again on Friday afternoon, or Monday, 
which amounts to more than $1,200 a year. 

The gross cost of this credit wnion’s check-cashing operation as a 
favor to the company, and to the employees, and the members, runs 
close to $10,000. They formerly charged 10 cents apiece and re- 
ceived back half of their operating cost. That has been prevented 
by a ruling, and therefore this cashing of checks would be advanta- 
geous to them to partially reduce this cost in which they are serving 
both their employer and the employee group. 

This situation could be multiplied many times. 

Mr. Parman. That is all, Mr. Chairman. 

Mr. Brown. Are there any other questions ? 

Mr. Mutrrer. Are we going to meet this afternoon, Mr. Chairman ¢ 

Mr. Brown. We have one more witness. I hope we can get through. 

Mr. Knicut. Mr. Chairman, there is a slight misunderst: anding, 
I believe, with relation to a question that Mr. W einberg was an- 
swering a moment ago. I would like to ask him to make a statement 
as to what that was to clear the record. 

Mr. Brown. All right. 

Mr. Wernperc. Mr. McVey, I believe that I may have misunder- 
stood your question before. Would you mind repeating it, so that 
I can possibly answer it again : and set the record straight ? 

Mr. McVey. I asked 3 or 4 questions. Which one do you refer to? 

Mr. Wernserc. I believe it was the first question you asked, sir. 

Mr. Brown. Do you recall the question ? 

Mr. Wernserc. I recall my answer; I wasn’t clear on the question. 
At least I learned after that I wasn’t. 

Mr. McVey. Will you give me the correct answer 

Mr. Werneerc. I didn’t understand your question. I can tell you 
my answer, but I don’t believe it was responsive to the question. 

Mr. McVey. I believe I asked you a question about the extension 
from 3 to 5 years. That was one question. I asked the difference 
between a Federal or ganz: ition and a State organization. And then 
I asked another question. I don’t recall what that was. 

Mr. Wernserc. I believe there was some mention as to why was 
something not put in the bill in the Senate. 

Mr. McVey. Oh, yes, I asked about the hearings in the Senate bill, 
and what reason they gave for the part they had put in the bill with 
relation to which Mr. Knight objected. 

Mr. Wernperc. Do your mean on the audit portion, sir? Are you 
referring to the provision for audits? 

Mr. McVey. That is right. 

Mr. Wernserc. That was something which was actually introduced 
at the last moment, as I recall, when the bill was being considered on 
the floor of the Senate, sir, and we just don’t know what the reason- 
ing was. 

Mr. McVey. That was the question I asked. 

Mr. Weinverc. Thank you very much. 

Mr. Knicutr. Mr. Weinberg also, I believe, knows about the dele- 
tion of that sentence. He might advise you more fully as to that. 











FINANCIAL INSTITUTIONS ACT OF 1957 1321 


That is on page 14, top of the page, where we are asking that this 
sentence be reinserted in the law. 

Mr. Wernperc. This, too, was as a result of a change which took 
place on the floor of the Senate. A portion of this section was being 
deleted, and this sentence—— 

Mr. Brown. I don’t think there is any real confusion about that. 

Mr. Knicut. Very well. 

Mr. Brown. Mr. Multer. 

Mr. Muvrer. Thank you, Mr. Chairman. 

Mr. Knight, do you or any of the gentlemen with you recall the 
first time that we had any statutory regulation of credit unions in 
this country ? 

Mr. Kniaur. The Federal Act? In 193 

Mr. Muurer. The Federal Act was in 1934? 

Mr. Knieur. Yes, sir. 

Mr. Muurer. When was the first time we got regulation at the 
ate level ? 

Mr. Knieur. 1909, in Massachusetts. 

Mr. Mourer. Do you know when we got it for the first time in the 
State of New York? 

Mr. Knieur. I am not acquainted with that. I think it was in the 
twenties, too. That would answer to some measure the reasons for 
the State-chartered credit unions. 

Mr. Mutrer. Yes, just to get a little history of the movement on 
the record. Originally, these. organization were membership organi- 
zations, unincorporated. And then, after th: at, some of them began to 
incorporate as membership corporations, And in most States, and 
on the Federal level, we had no regulation, either as to who might 
become a member, how much they could have invested, whether it 
would be by way of deposit or by way of buying shares, and more 
important, there was no regulation or supervision as to self-dealing 
or as to how they would invest their money. Am I right, sir? 

Mr. Knicur. Yes, sir. 

Mr. Moutrer. That gave rise to many bad situations. Self-dealing, 
of course, was bad, and then the lack of regulation as to where the 
money would be invested was bad and caused considerable losses to 
the members of these various organizations. That is correct, is it not? 

Mr. Knieur. I believe so. 

Mr. Murrer. And then when the legislatures were alerted to the 
situation, we got the credit union laws so as to regulate who might 
join them and also the extent to which they might make an invest- 
ment, whether by way of deposit or shares, and how the money that 
belonged to the group would be invested. Am I right, sir? 

Mr. Knicur. Well, I might offer just a little additional explana- 

tion. I believe that the impact of the laws within the States came 
about through the Credit Union Extension Bureau, as it was first 
called, with Edward A. Filene of Boston, a merchant there, who 
gave considerable of his personal fortune to extend the movement, 
and I believe that it was under his efforts, primarily, and people work- 
ing with him, that many of the States, in fact most of the States that 
had not previously had laws, did pass laws, and this was in the late 
twenties and early thirties, and in fact it was with his help and be- 
cause so many laws had been passed 1 in the various States that finally 
the Federal law was passed in 1934. 


, 
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Mr. Motrer. The principle, however, has remained more or less the 
same, and that is to promote thrift among the poorer people, the 
smaller wage earners? 

Mr. Knigur. That is right. 

Mr. Murer. And to give them a place where they could get some 
credit when they could not qualify for bank credit ? 

Mr. Knicur. For provident and productive purposes. That is al- 
most in every law. 

Mr, Motrer. Have the sponsors of the Curtis tax bill caught up 
with credit unions yet; has any effort been made to tax you? 

Mr. Knicur. There are efforts, sir. We appe: ired before the Ways 
and Means Committee this week and gave our impressions of what 
we would like to have not done. 

Mr. Murer. I hope you win that battle. 

Mr. Knigur. Thank you, they were very courteous to us. 

Mr. Mutrer. Because we should not create two inequities in order 
to equalize a situation. If there is an inequity caused by way of 
taxing dividends, it is a second tax on the same earnings, then let’s re- 
move that inequity rather than spread the inequity to two situations. 

Mr. Kwnicur. That is our feeling, sir. 

Mr. Mutrer. A tax on credit unions might very easily put them out 
of: business. 

Mr. Knicur. There is a very small division of solvency and in- 
solvency, shall we say. I believe it was the Russell Sage Foundation 
that found that a private concern can hardly loan money at 2 percent 
a month, and that is why the small loans charge two or three hundred 
percent more than we chan charge. Our efforts are based primarily 
upon the volunteer efforts of some 300,000 people who give their time 
and effort to the credit-union movement, completely unpaid, and for 
this reason we feel that to tax the movement generally would be really 
just slapping those people right in the fact. 

Also, the amount of dividends that are paid, of course, are taxable 
as private income to every individual that receives them; and, after 
the dividends were paid, for instance, at the end of 1956, I believe 
the record will show that only 1.1 percent of the undivided-profit 
account remained. That is, 1 percent of the share accounts was in 
undivided profits, which means that practically all of the earnings 
are returned to the various members. 

Mr. Motrer. On the State level, are the credit unions under the 
jurisdiction of the State banking departments? 

Mr, Knicur. Generally, sir, yes. 

Mr. Mutrer. But on the national level, you are your own regula- 
tory bodies separate and apart from the banking authorities ? 

Mr. Knicur. Yes. And I might state for the record, too, that that 
Bureau is completely and absolutely paid for by the credit-union 
people. There is no subsidy from Government at all. I think we 
are almost alone in that respect. 

Mr. Motrer. Which of the systems would you like to have, the 
State system of banking supervisors extended to the Federal level, or 
would you like to see the Federal situation extended to the State level / 

Mr. Knicur. I could only give my own personal opinion. I think 
there are as many opinions as there are leaders in the movement. | 
think there are many advantages to the Federal system, and I think 
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there are some advantages within some State laws that we do not have 
on the Federal level. 

Actually, I believe that we have a good auditing system, I think the 
Federal Bureau has an excellent method of examination, and I be- 
lieve that they are helping credit unions in very many ways. 

Mr. Mutrer. Are you permitted to make FHA- and VA-insured 
loans ? 

Mr, Knicur. We are allowed to make them, but 

Mr. Mutter. ‘The 3-year restriction prohibits it ? 

Mr. Knieut. That is right. 

Mr. Murer. And even 5 years would practically rule you out of 
the home-mortgage market ¢ 

Mr. Knicur. Yes. 

Mr. Mutrer. But it would permit you to get into the moderniza- 
tion, or title I loans ? 

Mr. Knieur. That is right. 

Mr. Murer. On the question of cashing and clearing these checks, 
am I not right that the credit unions clear their checks through the 
very banks in which they carry their accounts ? 

Mr. Knicut. That is right. 

Mr. Mutter. How do you distinguish between the check that your 
member brings to you as a depositor or for the purchase of shares, 
and the check that you cash for him ¢ 

Mr. Knicutr. Very often it would be the same transaction. But 
take Washington as a good example. The various Government agen- 
cies are spread pretty much over town, and because of the time that 
the banks are open, it makes it almost unavailable to them. They 
have to take time off to go to the bank and cash the check. But the 
credit union office is usually right in the building where they are 
working and so they can cash th: at right there and it is a good service 
for the group. 

Mr. Murer. I understand that, but I don’t think I made my ques- 
tion clear. What is to prevent me from going to the credit union 
in this building, assuming there is one—do we have one here? 

Mr. Knicur. Yes. 

Mr. Mutrer. Good. Let’s say I am a member. I go down there 
with my paycheck and I say, “I want some shares.” Let’s assume 
it is within the $300 limitation. I give them $300. At the same time 
I draw out last month’s $300. That is not a check-cashing trans- 
action ¢ 

Mr. Knicur. No 

Mr. Murer. It is a deposit and withdrawal. 

Mr. Knicnr. Right. 

Mr. Muurer. How do you distinguish between that and the time 
when a coemployee walks in with his $300 check and says “Cash 
this for me.” How does the bank where you are carrying your ac- 
count know the difference ? 

Mr. Knicur. I might say if that happened, that the Federal Bu- 
reau examiner would criticize the action as not a good way of doing 
business. I think that you couldn’t prevent it from happening, but, 
of course, we are encouraging thrift, and we would point out to the 
member that by taking out the money from his shares each month, 
he would be losing the dividend that would be declared at the end 
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of the year, and we would encourage him to make a loan for that 
amount instead. 

Mr. Mutrer. Possibly your answer to this next question will clarify 
this: Does the bank in which the credit union c arries its account make 
a charge for every check deposited by the credit union ? 

Mr. Knicur. Well, I think there is a clearance charge. I think 
they are given credit for the average amount of money on deposit 
at. the bank, but any amounts over that are charged to the account 
of the credit union. 

Mr. Muurer. So the bank in which you are carrying your account 
makes no distinction between whether or not the check is on account 
of the purchase of shares or a check-cashing transaction ¢ 

Mr. Knieur. That is correct. 

Mr. Mutrer. They make the charge? 

Mr. Knicur. That is right, a flat charge. 

Mr. Murrer. Credit unions are not seeking to go into competition 
with check-cashing organizations, licensed or unlicensed throughtout 
the country ¢ 

Mr. Knicur. No, sir. 

Mr. Mutrer. They are not trying to go into competition with the 
banks, cashing checks ? 

Mr. Knienr. No, sir. 

Mr. Murer. All you want to do is service your members and be 
able to ask them, if they want the service, to pay you what the bank 
charges, and nothing more? 

Mr. Knienr. That is right. 

Mr. Motrter. It is not for ‘profit making? 

Mr. Knieur. We do not wish to make a profit. I might say that 
many credit unions where they have payroll deductions from their 
pay, do not have that problem at all. They have very few checks to 
cash. 

Mr. Mutter. Just one other subject. There are others I would like 
to touch on, but there are some other witnesses that the chairman 
would like to have called from outside the District, and I am going 
to try to accommodate him and them. 

On the question of self-dealing, you are letting down the bars some- 
what under your recommendation as to self-dealing, are you not? In 
other words, you are recommending that officers and directors be 
given greater latitude in their borrowing from the credit unions they 
are managing / 

Mr. Knicur. No. Under the present law, directors and committee- 
men cannot borrow any funds beyond the amount of shares that they 
have on deposit. In other words, if you had $500 in a credit union, the 
amount that you could borrow would be limited to $500. Under this 
amendment, we are asking that they could cosign with some other 
member—isn’t that it? I am confused. 

Mr. Muurer. You may ask any of your colleagues to answer the 
question, if you prefer that. 

Mr. Knicur. I appreciate that, but it amounts to the same as co- 
soning. 

Mr. Mutter. Yes. 

Mr. Knieur. It is the amount that another member has in his share 
account, as sufficient security. Mr. Stone will answer that. 

Mr. Murer. Mr. Stone. 
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Mr. Stoner. Assuming I were a director of a credit union, and I had 
$200 in shares, and I wanted to borrow $300, I could get another mem- 
ber to comake or cosign so the credit union would be secure, and it 
gives me the right to go to another member, who might even be my 
wife. 

Mr. Murer. That does not go beyond that ? 

Mr. Stone. No. 

Mr. Mucrer. That isall. Thank you, Mr. Chairman. 

Mr. Brown. Are there any other questions of these witnesses? If 
not, gentlemen, you may be excused. We are very glad to have your 
test imony. 

Mr. Kwnigur. Thank you, Mr. Chairman. We appreciate your 
courtesy. 

Mr. Brown. I believe you have an amendment here to increase the 
term of loans from 3 to 5 years. 

Mr. Knicur. Yes, sir. 

Mr. Brown. I see no reason why you shouldn’t have that. You 
are making some modernization loans. 

Mr. Kniaut. We could make more, if we had more latitude. 

Mr. Brown. But you have had the 5-year provision, have you not? 

Mr. Knigur. No; we never have had. 

Mr. Brown. I don’t see why you shouldn’t have it. 

Mr. Mutrer. Mr. Chairman, Mr. Mumma has a very important 
question. What are the regulations of the States? 

Mr. Knicur. Many of them can make 5-year loans. 

Mr. Sronr. In Massachusetts, we can make loans up to 20 years on 
real estate. 

Mr. Mumma. Does it affect your business, perceptibly ? 

Mr. Stone. We are allowed to make real-estate loans up to $12,000 
to 1 borrower, State-chartered associations. 

Mr..Mumm™a. Does it affect the Federal credit unions ? 

Mr. Stone. Yes; Federal credit unions can’t make real-estate loans, 
and State-chartered unions can. The result: If a member of a Fed- 
eral credit union desires to make a real-estate loan, he can’t do it 
through the Federal credit union. 

Mr. Knigut. Mr. Chairman, if you wish to have us submit wording 
on any of these amendments, we will be pleased to do so. 

Mr. Brown. All right. 

Mr. Breeprnc. Mr. Chairman, I don’t have a question, but I want 
to ask permission to include in the hearings at this point a letter that 
I have in my files in my office, which I didn’t bring to the committee 
this morning. 

Mr. Brown. That may be done. 

(The letter referred to above is as follows :) 

Wicuita Co-Op FreperaL Crepit UNION, 
Wichita, Kansas, February 4, 1957. 
Hon. J. FLoyp BREEDING, 
United States Representative, Kansas Fifth District, 
House of Representatives, Washington, D. C. 


DreAR MR. BREEDING: I had hoped to discuss the subject of this letter in person 
with you, but it was another of those plans that didn’t gel. As I am the 
treasurer and manager of the above credit union, and the Credit Union Na- 
tional Association is meeting in Washington this week, writing you is my only 
means of enlisting your aid in our cause. Mr. James Hamilton, the manager of 
the Kansas Credit Unien League, is in Washington and plans to see you if 
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possible. Mr. Hamilton is familiar with our operations, and can explain any 
remarks I make here which may be unclear. 

My main objective in writing you is that I have been very concerned about 
the growing indications that the Bureau of Federal Credit Unions is enlarging 
their control over the operations of credit unions under Federal charter, both 
by regulations promulgated under the present law and amendments suggested 
to the present Congress. I am strongly opposed to any additions to present 
controls, but just as strongly in favor of amendments to reduce and limit 
present rules, reports, procedures, examinations, manuals, ete. I am strongly 
in favor of necessary and adequate examinations and practical methods of 
operations, but this is one time where I believe that a return to the classical 
method is the best. By this I mean that, since credit unions established their 
reputation for sound operations and good service long before there were ex- 
aminers with brief cases full of regulations and procedures, and since the 
Bureau has established that it is not responsible for any defalcations not dis- 
covered by their examination, I believe a return to the belief that the members 
and their elected officers and committeemen were responsible would be the best 
and most practical answer. It would, at least, reduce the overhead expense 
now saddled on the credit unions by the Bureau without any practical method 
of control by the credit unions. 

For example, we have just been examined by our examiner, who confirmed 
the report by our audit commission that we were solvent and had our records 
in order, but while they did it in 2 days (evenings, to be exact) at no cost to 
the credit union, his fee was $271.33. We have 296 accounts, 149 loans, and 
assets of $177,933.98. It is the consensus here that that is quite expensive, 
since he has examined us for 4 years now. He spent 5 days examining and 
writing his report. 

Will appreciate your aid and support in our struggle to return the control 
of Federal credit unions to their members. 

Sincerely, 
PAUL H. GERLING. 

Mr. Brown. Thank you, gentlemen. 

Mr. Marten, will you ple ase come around? TI understand Mr. 
Marten is a constituent of Mr. McDonough, and I will ask Mr. Mc- 
Donough to present Mr. Marten. 

Mr. McDonoven. Thank you, Mr. Chairman. For the benefit of 
the members of the committee, I am happy to have this oppportunity 
to introduce Mr. Marten. He has appeared before the committee 
before. He represents a very progressive and aggressive finance 
institution in California, in the savings and loan field, and I have 
been reading his statement which he is going to present to the com- 
mittee. I believe he presents some very logical arguments in favor of 
his position. He commands a great deal of respect in the financial 
field in California, and has rendered a great service to the home 
building industry there. Without further remarks from me, I am 
sure that the members will be interested in what Mr. Marten has to 
say. 

Mr. Marten. Thank you, Mr. McDonough. 

Mr. Brown. All right, Mr. Marten, come around. I would like 
to say your attorney in Washington, Mr. Webb, who is not here at 
present, is a very fine lawyer, and I have known him for a long time, 
and I have full confidence in him. 

Mr. Mutrer. Mr. Chairman, as long as we are giving compliments, 
I think the record should show that Mr. Webb is one of the members 
of the local bar, and very well respected. 

Mr. Brown. All right, Mr. Marten. You may proceed. 
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STATEMENT OF JOHN F. MARTEN, PRESIDENT, GREAT WESTERN 
SAVINGS & LOAN ASSOCIATION, ACCOMPANIED BY THOMAS D. 
WEBB, COUNSEL 


Mr. Marren. Mr. Chairman, members of the committee, for Mr. 
Webb and myself, many thanks for your very kind comments. 

In addition to the comment that Mr. Me Donough made, I should 
complete my background by saying that I am president of Great 
Western Savings & Loan Association, and vice president of Great 
Western Financial Corp. I speak for both of these organizations be- 
for you today. The guaranty stock of Great Western Savings & Loan 
Association and of three other California savings and loan associa- 
tions is owned by Great Weatahn Financial Corp. None of the asso- 
ciations or other corporations owned by Great Western Financial Corp. 
has offices any place except within the State of California. 

I would like to interrupt my prepared comment for just a moment 
at this point, if I may, Mr. C hairman, to state that Mr. Warren Lee 
Pierson, who is chairman of the board of Great Western Financial 
Corp., unavoidably cannot be with us today. 1 submit his statement 
for the record, which I believe you have before you, and with your 
permission, I would like to quote just very briefly from page 2 of 
his statement as follows: 

We believe that among the basic factors for the guidance of the Congress in 
its consideration of proposed section 409 are 

The soundness of the Federal insurance fund for savings and loan asso- 


Ciations ; 
» 


2. The prevention of monopoly and restraints on trade; and 

3. Subject to Federal regulation appropriate to accomplish these and other 
proper national objectives, preservation of the primacy of the States with 
respect to their own quasi-public instruments known as State-chartered 
savings and loan associations. 

Now, I would like to return to my own testimony. 

Almost all State-chartered savings and loans in California are stock 
companies. Many in other States are also stock companies. 

At some time, the organizers of these stock institutions decided to 
go into the savings and loan business. These organizers could have 
gone the Federal or mutual route. In that case, they would not have 
ne veded to put up risk « ‘apite al of their own. 

Sut these organizers decided to go to the stock route. They com- 
plied with State and Federal law, put up the money for the stock, 
and opened their doors. This, then, was their business. They were 
risking their money. 

The savings and loan business is healthier because their are both 
mutual and stock organizations and because of the dual Federal-State 
savings and loan system. The public benefits from the competition. 

There is no inherent evil in private enterprise, State chartered sav- 
ings and loans, either in units or in a grouping such as ours. My 
comment here today centers on that part of the proposed legis: ation 
which is directed at preventing a grouping of stock companies by 
ownership of the stock of 2 or more associations by 1 company. That 
is section 409 of the proposed legislation, entitled “Regulation of 
Holding Companies. 

Ours is a holding-company operation. Our total assets are only 
one thirty-fifth of those of our largest competitor, a commercial bank. 
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Our assets are far less than those of a single competing savings and 
loan association. 

We believe that the competition we afford these larger operations 
is good competition. We believe we contribute to the communities in 
which we operate. 

But this legislation would prevent our continuing to afford the 
aggressive competition we now offer much larger competitors. 

We operate entirely in the State of California. Our savings and 
loans are closely regulated by the State of California. We do no 
business in any other State. 

But it is not the State of California that proposes to shackle us. 
Rather, it is the Federal Government. 

The legislation that would shackle us carries no provision, such as 
that of the Bank Holding Company Act, protecting and preserving 
the authority of the State. 

Why, then, this great concern of the Federal Government ? 

The present law is more effective to prevent monopoly than the sug- 
gested provisions. 

Competition between systems, as well as competition between organ- 
izations, can benefit the public. The n: iture of our holding-company 

organization does give us many competitive advantages which benefit 
those who do business with us. 

One of these advantages is a reserve of credit. This reserve is 
provided by a commitment on the part of three commercial banks to 
make available a large advance to us, based on the strength of our 
whole organization. These funds are intended to, and would be 
invested in any of our associations as needed for the protection of 
the public, the investors. This reserve gives added cash in the event 
of need, gives added soundness. It is a plus factor that probably no 
other association could claim. 

Our own auditing system protects integrity. 

Few persons have an opportunity to be owners of guaranty stock in 
California associations. Our existence has afforded the opportunity 
for such investments to the average citizen. More than 4,900 persons 
share in the ownership of our organization. These persons are an 
excellent reservoir of goodwill. Also, we feel that not just a select 
few, but the public should have the opportunity of participating in 
this form of investment. The enactment of section 409 will tend to 
make investments in such guaranty stock once more the privilege of 
a favored few. 

These are legitimate advantages, to be used in the free market, in 
the continuing contest of business enterprises one against the other. 

Whether our system, or another system is best, should be decided 
in the free competitive market ; unless there is a threat of monopoly ; 
such a threat is prevented by existing statutes much more effectively 
than by the proposed legislation. 

I refer to these provisions of the Clayton Act: 

No corporation engaged in commerce shall acquire, directly or indirectly. the 
whole or any part of the stock or other share capital and no corporation subject 


to the jurisdiction of the Federal Trade Commission shall acquire the whole 


er any part of the assets of another corporation engaged also in commerce, 
where in any line of commerce in any section of the country, the effect of such 
acquisition may be substantially to lessen com»etition. or to tend to create a 


monopoly. 
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No corporation shall acquire, directly or indirectly, the whole or any part of 
the stock or other share capital and no corporation subject to the jurisdiction 
of the Federal Trade Commission shall acquire the whole or any part of the 
assets of one or more corporations engaged in commerce, where in any line of 
commerce in any section of the country, the effect of such acquisition, of such 
stocks or assets, or of the use of such stock by the voting or granting of proxies 
or otherwise, may be substantially to lessen competition, or to tend to create 
a monopoly * * * (15 U. 8. C., sec. 18). 

Under these existing provisions of law, courts determine whether 
the effect of an acquisition is to lessen competition, or to tend to create 
a monopoly. The standard of reasonableness, as applied in a long 
line of judicial precedents, is used, whether the stock acquired is 1 
percent or 100 percent. 

These provisions are the traditional and effective way of preventing 
monopoly, perserving competition, with the courts of our land making 
the decisions. 

The proposed section 409 of this proposed legislation takes a totally 
different approach. The test would be whether there is “control” 
as defined by the Federal Home Loan Bank Board, or an arbitrary 
figure of 10 percent, regardless of whether a lesser or greater figure, 
or any at all, would restrain commerce. 

The bill authorizes the Board to define the “terms used in this sec- 
tion.” Definition by the Board of the keyword “control” would 
constitute an administrative establishment of much of the scope of the 
provisions, and by from time to time changing its definition of this 
word, the Board could, whenever it so elected, change much of the 
hasic effect of the legislation. 

Our lawyers anticipate that, although the bill provides that in any 
action to enforce the provisions “the issues shall be triable solely by 
the courts,” the primary issue to be tried by the courts may not be 
whether the company actually has “control” but rather whether “in 
the opinion of the Federal Home Loan Bank Board” the company 

“directly or indirectly holds any control or any stock acquired or 
retained in violation of the provisions of this section * * *.” 

We are advised that if the Board does not first establish the scope 
of the legislation through regulations, the courts will give interim 
definitions to such words as “control” subject to such later different 
definitions as the Federal Home Loan Bank Board may adopt, but 
that.in any event, the practical and potential effects of an acquisition 
will be totally irrelevant in any litigation. 

Apart from the presently indeterminable meaning of “control,” the 
test under the proposed provisions would be whether or not a holding 
company has acquired more than 10 percent of the stock of an insured 
institution. Effect on competition would be totally irrelevant. 

By contrast, the present statute makes it unlawful for a holding 
company to acquire any stock, even 1 percent, of a savings and loan 
where the effect of that acquisition “may be substantially to lessen 
competition or tends to create a monopoly.” 

In short, while litigation is invited by the proposed bill, it is litiga- 
tion to resolve the meaning of words and nebulous, theoretical factors, 
while the practical effects of an acquisition on competition will be in- 
competent, irrelevant, and immaterial in that litigation. 

The public interest would be better served by leaving the power 
where it now rests, in the courts of the United States, and by the exist- 
ing statutory test of whether or not the acquisition, even though sub- 
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stantially less than 10 percent, has the effect of lessening « -ompetition. 
We all know that restraints on trade and practical monopolies can be 
accomplished under some circumstances with considerably less than 10 
percent of the stock of a corporation, and that under other circum- 
stances stock acquisitions may promote competition. 

The present provisions are compatible, and the suggested provisions 
are incompatible, with the dual Federal-State system. 

The general principle that Congress has the power to act to prevent 
unreasonable restraints on commerce is well established. Existing law 
makes the courts of the United States the final arbiters of whether 
a stock acquisition by a holding company tends to restrain commerce. 

This we believe is a satisfactory safeguard to the rights of all con- 
cerned. We would favor any amendments to strengthen the protec 
tion these existing provisions provide for a free, competitive market. 

On the other hand, the holding-company provisions included in the 
proposed Financial Institutions Act reflect what we consider to be an 
unfortunate approach to the problem of Federal-State relationships 
in the savings and loan field. This is the philosophy that the Federal 
Government is better able to supervise and regulate State-chartered 
savings and loan associations than are the State governments. This is 
totally different from regulation designed to accomplish a specific 
national objective such as that in the present statute preventing re 
straints on commerce, and totally different from the preventing of 
unsafe and unsound operation as required by the National Housing 
Act for the protection of the Federal insurance fund. 

Congress in the past has been particularly careful to resist the 
urgings of Federal administrative agencies that the Federal Govern 
ment gradually assume the supervisory authority of the States over 
State-chartered savings and loan associations. 

The continuing intent of the Congress that national enactments 
not chip away the basic authority of State supervisors over those 
instruments of the State is the very spirit of title 1V of the National 
Housing Act. That act does not give the Federal Home Loan Bank 
Board general supervisory authority over State-chartered associa- 
tions. Rather Congress in 1934 in that act, specifically in section 
403 (b), provided that the limited authority of the Federal agency 
with respect to the State-chartered associations be spelled out in 
contracts. This desire on the part of the Congress that the power 
to supervise remain in the State is just as clearly set forth in the 
punitive sections of the same act, section 407. This section was 
changed in 1954, 20 years after the original enactment. In making 
the change, Congress used language— 
designed to assure that the amendment would not impair the supervisory 
authority of State and local bodies over insured institutions other than Federal 
savings and loan associations (conference report, statement of the managers on 
the part of the House, Housing Act of 1954). 

Congressional respect for the rights of the States in this field is 
properly founded on our fundamental law, and it may well be that 
an aberration from this settled practice would actually constitute a 
transgression of the Constitution. 

This rule was well stated by Justice Cardozo: 


* * * (State building and loan associations) have been given corporate 
capacity in the belief that their creation will advance the common weal. The 
State, which brings them into being, has an interest in preserving their existence, 
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for only thus can they attain the ends of their creation. They are more than 
business corporations. They have been organized and nurtured as quasi-public 
instruments. 

* * * How they shall be formed, how maintained and supervised, and how 
and when dissolved, are matters of governmental policy, which it would be an 
intrusion for another government (i. e., the Federal Government) to regulate 
by statute or decision, except when reasonably necessary for the fair and effec- 
tive exercise of some Other and cognate power explicity conferred (Hopkins 
Federal Savings and Loan Association et al., v. Cleary et al., 296 U. S. 315, 
336-337, 56 S. Ct. 235, 80 L. Ed. 251). [Words in parentheses added. ] 

The Federal Home Loan Bank Board, assisted by the Department 
of Justice, has demonstrated creditable competence and diligence in 
defending the proposition that Federal savings and loan associations, 
as the instruments of the Federal Government which directly corre- 
spond to State savings and loans as the instruments of the State 
government, are tot: ally immune from any interference on the part of 
the State. With this proposition, we do not disagree. The courts, 
both State and Federal, have properly respected the exclusive control 
of Congress and the agency it designates over Federal savings and 
loan associations to the total exclusion of State 1 ‘egulation. 

The respective States share authority with the Federal Government 
over national banks. But over the operations of Federal savings and 
loan associations, operating within their territory, the States have no 
authority. 

I respectfully suggest that the same good Government officials, who 
repeatedly and properly represent to the courts that the States should 
have no control over F ederal savings and loan associations, should not 
be encouraging the Congress to chip away the remaining control of 
the States over State savings and loan associations. 

The bank holding company legislation is no precedent at all for 
this proposal. 

Savings and loans are not banks. 

Even ‘apart from the considerations recited in the Cleary case, 
supra, by Justice Cardozo, the issues involved in savings and loan 
holding company legislation are totally different oth those in such 
banking legislation. The reasons for Feder al displacement of State 
author ity in the case of bank holding companies are not present in the 
case of savings and loans. 

One of the principal contentions behind the bank holding company 
legislation was the fact that commercial banks directly either affect 
or influence the volume and velocity of currency. This monetary 
aspect of the bank holding company legislation may be regarded as 
justification for Federal legisl: ation which interferes with the opera- 
tion of State laws having to do with State banks. But savings and 
loan associations, while they create credit, in no sense can be consid- 
ered to create money as such. This basis, for Federal legislation in- 
terfering with the operation of State laws having to do with State 
banks, does not justify Federal legislation interfering with the op- 
eration of State laws having to do with State savings and loan 
associations. 

Nevertheless, the bank holding company act has a specific provision 
to protect and preserve State authority, which is totally missing from 
the proposed legislation relative to savings and loans. 

The Chairman of the Board of Governors of the Federal Reserve 
System (84th Cong., Ist sess., United States Senate Banking and 








1332 FINANCIAL INSTITUTIONS ACT OF 1957 


Currency Committee hearings, July 1955) listed control of monopoly 
and affiliates as the principal factors behind bank holding company 
legislation. These are equally two grounds on which savings and 
loan holding company legislation may be tested—monopoly and 
affiliates. 

No one has yet seriously contended that there is any vestige of a 
monopoly so far as savings and loan associations are concerned in any 
community in the United States. If there was any place in the United 
States, the Government now has very adequate power, under the anti- 
trust statutes, under section 407 of the National Housing Act, and 
under section 5 (a) and (e) of the Home Owners’ Loan Act to put a 
quick and decisive end to it, a power which is not present in similar 
scope in the case of banks. 

The other basis of need for the bank holding company legislation 
was stated to be control of affiliates. But the proposed holding com- 
pany provisions before this committee do not pretend to affect the 
question of affiliates. Quite properly, this matter is left to the anti- 
trust statutes and the general power of the Federal Home Loan Bank 
Board to require safe and sound operation under section 407 of the 
National Housing Act, as amended. 

None of the principal bases for bank holding company legislation, 
accordingly, are present to warrant this proposed transfer of authority 
over State savings and loan operations to the Federal Government. 

Facts to not justify the proposed change. 

Clearly, the proposed new provisions would be much less effective 
than present statutes to prevent monopoly or lessening of competition, 
in connection with corporate acquisition of savings and loan stock 
and for proper regulation of affihates. F urther, present statutes are 
fully compatible with the traditional and constitutional line of de- 
marcation between Federal and State supervision. The proposed 
change involves a substantial departure from this accepted line and 
a considerable intrusion of the Federal Government into a field of 
authority, the supervision of their own savings and loan instruments, 
historically reserved to the Sti ates, 

The proposal constitutes major surgery on the Federal-State super- 
visory structure. What, then, is the serious situation to justify such 
major surgery ? 

Testifying in favor of H. R. 4135, the very able and distinguished 
member of the Federal Board which supervises savings and loan as- 
sociations for the Federal Government, Mr. William J. Hallahan, 
with commendable frankness said in part (p. 12, hearings before 
House Banking and Currency Committee, 85th Cong., Ist sess., on 
H. R. 4135, Feb. 20-21, 1957) : 

Mr. Hatltanan. I think, Congressman, that potentially there might he the 
concentration of financial assets, and the power that goes with them, in some 
areas, if this device became widespread in the savings and loan field in the future. 

Mr. Henperson. Is there any evidence of that right now, that this tendency 
might increase? 

Mr. HALLAHAN. Only to say that it appears that if there is not legislation 
there will be more holding companies rather than fewer holding companies. 


I think the record will bear me out that there has been one other 
holding company formed since this testimony, to the best of my 
knowledge and belief. 
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The conditional prognosis set forth in the quoted testimony is 
patently inadequate justification for m: ajor surgery involving cutting 
out a large area of State authority over State savings and loans, and 
grafting in its place a new kind of Federal regulation as proposed in 
the subject provisions. 

The combined assets of the savings and loans owned by Great West- 
ern Financial Corporation approximate $307 million. Operations are 
within one State only—California. ‘Total assets are about 5 percent 
of those of all savings and loans located in California, and less than 
three-fourths of 1 percent of those in the Nation. The largest Cali- 
fornia competitior, a commercia] banking insitution operating under 

1 charter, is 35 times the size of the total Great Western operation. 
Mermuthatoes, Great Western is the largest savings and loan holding 
company in the United States. 

Since it cannot be our size, does this desire to shackle us come from 
the way we have operated ¢ 

What is the record of performance of the operation which this 
proposal would shackle ¢ 

Ninteeen fifty-six was the first full year of Great Western Financial 
Corporation’s operation. One only of its savings and loan affiliates— 
Great Western Savings & Loan Association—was with it the full 
year of 1956. This was a year of shortage of money for home fi- 
nancing, particularly for financing of low-cost homes, and above all 
for financing of low-cost homes for minority groups. 

Nevertheless, during 1956, Great Western Savings & Loan Asso- 
ciation translated more new savings into home financing, with one 
exception, than did any other single savings and Idan association in 
the United States. Contrary to the trend in the industry it spe- 
cialized in financing low-cost homes. And of every $8 invested, $1, toa 
total of $8,600,000, was used to finance homes for minority groups. 

Again in 1957, a hard-money year, the association pl: weed more than 
$8 million in minority housing. The association loaned more than 
$30 million to build new houses, and a total of $78 million to finance 
homeownership. 

Nothing in this record justifies a departure from the traditional 
Federal-State division of authority, and the imposition of an arbi- 
trary, fixed Federal percentage rule to replace the rule of reason in 
connection with corporate acquisitions of what Justice Cardozo has 
termed “quasi-public instruments” of the States themselves. 

To summarize, there is nothing inherently wrong in the State- 
chartered private enterprise savings and loan, either in units or in a 
grouping such as ours. We ask only to be allowed to compete in the 
free market. Laws exist to prevent restraints on trade and monop- 
olies. We seek no privilege of exemption from those laws. 

The proposal to shackle our operations has no basis in economics or 
public welfare. As another hard blow in the chipping away by the 
Federal Government of the rights of States to control their own in- 
struments, this proposal is bad legislation. 

Gentlemen, thank you very much for your kind attention. 

Mr. Brown. Mr. Pierson’s statement may be incorporated in the 
record. 

Mr. Marren. Thank you very much. 
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(The statement is as follows :) 
STATEMENT OF WARREN LEE PIERSON 


Mr. Chairman and members of the committee, my name is Warren Lee Pier- 
son, and my residence is 655 Park Avenue, New York City. I am chairman of 
the board of Great Western Financial Corp. 

By way of personal identification, I am also chairman of the board and presi- 
dent of Trans World Airlines, Inc., am past president of the International 
Chamber of Commerce, have recently served as a member of the advisory com- 
mittee of the Export-Import Bank of Washington and as United States repre- 
sentative on the Tripartite Commission of German Debts, and am a director of 
International Telephone & Telegraph Corp., All American Cables & Radio, Com- 
mercial Cable Co., United States Industries, Inc., Mackay Radio & Telegraph 
Co., American Security & Trust Co., and other corporations. 

My appearance here today with Mr. John F. Marten is as the representative 
of Great Western Financial Corp. and its subsidiaries only, and my comments 
will be restricted to section 409 of the two bills before the committee. 

This section is the section that would make new law relating to holding 
companies. In general, it would prevent future acquisitions by a savings and 
loan holding company. 

In this country we believe in the competition of the free market. Organiza- 
tions may be able to compete successfully in that market because of different 
factors. The advantages and disadvantages in organizational structure are 
themselves legitimate bases for competition. Competition between systems is 
an accepted part of our free market. 

It is not inherently wrong for one corporation to hold stock in other corpora- 
tions. The holding company and its subsidiaries combined may be only a frac- 
tion of the size of a single competitor operating as one corporation. Under 
such circumstances, the breaking up of the holding company might well elimi- 
nate competition or promote monopoly. 

(;reat Western Financial Corp. has caused a detailed study and analysis to be 
made of section 409. 

We believe that among the basic factors for the guidance of the Congress in 
its consideration of proposed section 409 are: 

1. The soundness of the Federal insurance fund for savings and loan 
associations ; 

2. The prevention of monopoly and restraints on trade; and 

3. Subject to Federal regulation appropriate to accomplish these and 
other proper national objectives, preservation of the primacy of the States 
with respect to their own quasi-public instruments known as State-chart- 
ered savings and loan associations. 

Our savings and loan associations are members of the Federal insurance 
fund. We have, accordingly, a vital concern that the integrity of that fund be 
preserved. The study and analysis we have caused to be prepared demonstrate 
that proposed section 409 would add nothing to the tools now in the hands of the 
Federal administrative agency for protecting that fund. 

3ut the facts, as set forth in the study and analysis, are persuasive that pres- 
ent provisions of law are far more effective, and much more in accord with our 
traditions and constitutional theory, than those proposed. 

For these reasons. 

The present provisions of law prohibit any stock acquisitions by a savings and 
loan holding company, of whatever amount, if the effect, as determined by a 
court of law, is “substantially to lessen competition, or to tend to create a 
monopoly.” 

The proposed provisions transfer powers of decision from the courts to an 
administrative agency, use terms that will require extensixe litigation to re- 
solve, and make monopoly, trade restraints, and other practical effects and 
potential effects of stock acquisition totally irrelevant. 

Existing legislation carefully safeguards the supervisory primacy of the 
States over their own quasi-public instruments, in recognition of constitutional 
considerations expounded by Justice Cardozo, subject to the proper concern of 
the Federal Government for the protection of the insurance fund and the pre- 
vention of restraints on trade. 

The proposed provisions are based on the concept that a Federal administra- 
tive agency needs a continuing authority to enact regulations which will super- 
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sede and overrule the enactments of State legislatures, and the decisions of State 
courts, on matters affecting the quasi-public instruments of the respective State. 

For these reasons, I respectfully but most earnestly disagree that the enact- 
ment of section 409 would serve the interests of the American people. 

With the indulgence of the committee, Mr. Marten will set forth our study 
and analysis supporting these conclusions. 

Mr. Brown. Gentlemen, I hope we can get through with this wit- 
ness. He wants to go back home. 

Mr. Parman. I have no questions. 

Mr. Brown. Let’s see if we can’t get through. We will proceed 
under the 5-minute rule. Mr. McDonough. 

Mr. McDonoueu. I have no questions. I think Mr. Marten’s state- 
ment speaks for itself. It is an appeal, of course, to permit the States 
to control their own financial institutions, and to permit the free mar- 
ket to determine whether one organization can purchase stock in an- 
other and acquire its assets. ‘Theirs has been a successful operation in 

California, in more than one instance, and we definitely feel that it 
does not by any means come within the purview of monopoly financ- 
ing, which is proven by the fact that this organization is the largest 
of its kind in the State of California and in the United States, as far 
as savings and loan associations holding companies are concerned, and 
still only represents one thirty-fifth of the largest competitor in the 
State of California alone. 

| have no questions. 

Mr. Brown. Mr. Multer. 

Mr. Mutrer, Thank you, Mr. Chairman, I will try not to hold the 
witnesses to long, and perhaps we can get through very shortly. 

Mr. Brown. I would like to give everybody an opportunity to ask 
questions. 

Mr. Mumma. He came from a long way. 

Mr. Motrer. What would be more agreeable, Mr. Chairman, to 
come back at 2 o’clock ¢ 

Mr. Brown. I don’t know whether we can get permission. Go 
ahead. I want to get through. 

Mr. Mvuurer. I want to cooperate, Mr. Chairman. 

Mr. Brown. You go ahead and interrogate the witness. 

Mr. Mvuurer. Mr. Marten, I think you probably know that my 
philosophy with reference to holding companies may be diametrically 
opposed to what you propose on the subject. But please understand 
that I am not trying to embarrass you with any of my questions. I 
am just trying to develop the record, 

I think in some instances you may agree with my facts, though you 
may not agree with my conc lusions, 

Savings and loan associations are quite like banks in taking money 
from the public for deposit and lending it out or investing it, is that 
not sof It isa banking operation, in essence / 

Mr. Marren. Not completely, Mr. Multer, because, of course, we 
only take savings, which would compare with time deposits, and we 
only make loans on homes. 

Mr. Mutter. Yes. You promote thrift by encouraging people to 
make deposits with you and you reinvest that money in home mort- 
gages ¢ 

Mr. Marten. That is correct. 

Mr. Mutter. How much of your money comes out of the East ? 
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Mr. Marten. I cannot give you exact figures, but I feel I am quite 
close if I say that of our total savings, in Great Western Savings & 
Loan, of $190 million, that probably 10 percent of that is from other 
than our own local area. 

Mr. Moutrer. What is your current rate of dividend ? 

Mr. Marren. We are paying 4 percent on our savings. 

Mr. Murer. And your accounts are insured 

Mr. Marren. Yes, sir; they are. 

Mr. Mutrer. Up to $10,000? 

Mr. Marten. Yes, sir. 

Mr. Mutter. In the Federal Savings & Loan Corporation ? 

Mr. Marren. That is correct. 

Mr. Mutter. And that is purely voluntary on the part of you 
association, the insurance ? 

Mr. Marten. Yes, sir; that is voluntary. 

Mr. Moutrer. And, of course, you pay for that the same assessment 
or premium as every other association that carries the Federal insur- 
ance ? 

Mr. Marten. That is correct. 

Mr. Mutrer. If you wanted to avoid Federal regulation, all you 
need do is to get out of the Federal Savings and Loan Insurance 
Corporation. That is the only reason why you could be controlled 
by the Congress or Federal legislation, or the Home Loan Bank 

soard, am I not right? 

Mr. Marren. That is correct ; yes. 

Mr. Mutrer. Are your associations also members of the Home 
Loan Bank Board ? 

Mr. Marten. Yes, sir; they all are. 

Mr. Mctrer. And the only privilege they get as a result of that is 
the right to go to them and borrow money / 

Mr. Marten. Through membership, yes. 

Mr. Mutter. And that is purely voluntary on the part of the State 
associations ? 

Mr. Marten. That is voluntary also; yes. 

Mr. Mutrer. Do you advertise in New York for funds ? 

Mr. Marten. No, sir. 

Mr. Mutter. Do you use New York brokers to get funds? 

Mr. Marten. Yes, sir. 

Mr. Mutter. They render a substantial service, do they ? 

Mr. Marten. In toto, 7 or 8 percent of our total savings: yes, sir. 

Mr. Mutter. But those brokers that you use, I assume, are ethical 
and do not misrepresent what the situation is with reference to the 
proposed customers or aoe s they bring to you? 

Mr. Marten. We anxious to be very conscious of that subject 
to the point if we find sivything to the contrary we cease doing busi- 
ness with any such broker. 

Mr. Mutter. I wouldn’t be at all surprised, so that you will know 
that I am not unkindly disposed to you, that either I or some of my 
law partners in New York as trustees have accounts with your asso- 
ciations, placed there by some New York brokers, because you pay 
higher rate than those in New York and a trustee must seek the hizh- 
est rate, and when the account is insured by the same Federal Govern 
ment agency, there is no excuse for taking a lesser interest from one 
than another. So if you have money that cannot be put into bonds 
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or stocks, the natural thing to do is to seek out the savings institution 
that pays the highest rate. For that reason you attract a lot of money 
from the East. 

That in itself is not bad. I don’t think that is wrong. I am not 
that provincial as wanting to say that New York money should stay 
in New York and California money should stay in California. 

Mr. Marren. In that regard, I might say, Mr. Multer, that we feel 
in our part of the country that the demand for money is so great in 
relation to the supply that this is just one way in which we can help 
satisfy the need for home financing. 

Mr. Mutrer. That is so. But I am wondering why, having in 
mind the basic principles of the savings and loan associations, that 
they were to promote thrift in local communities, and that we should 
use those moneys to build up those local communities by lending the 
money out to people who live in the community and want to build 
a home there, way you need a holding company. 

Mr. Marren. I don’t believe there is a specific need. It exists. I 
am not sure I understand your question. 

Mr. Mutrer. Would your associations function just as well without 
the holding company ? 

Mr. Marren. I think other than the line of credit that we can afford 
our associations, the special audit features that by necessity we must 
give them, and the help in the event of need, with top management and 
counsel and advice, with those three exceptions, they could operate just 
as well. 

Mr. Muurer. You see, the difficulty is that your group in your hold- 
ing company today is fairly small. But Transamerica started small. 
Northwestern started small. All of these holding companies started 
small. Equity Corp. started small, and today they are tremendous 
oii Wnts. 

Our argument about the basic subject is not going to affect the 
result as far as you are concerned, Mr. Marten, I hope, but 
I was on the subject—was in the course of saying that yours may be 
very small today. You tell us it is confined to California. How many 
me ‘kholders do you have in each of the associations that do not live in 

California? 

Mr. Marren. Well, each of the four associations owned by Great 
Western Financial Corp. happen to be wholly owned, Mr. Multer, so 
there would be only one in each of the associations. 

Mr. Muurer. In other words, as of today, there are no stockholders 
in each of the savings and loan associations other than the holding 
company ¢ 

Mr. Marren. In effect, that is true. There is a trustee arrangement, 
whereby stock is vested, during the life of a director’s term, in the 
clirector, to meet our State-law requirements. 

Mr, Moutrer. That is the fiction created in order to meet the State- 
law requirement that every director must be a stockholder ? 

Mr. Marren. Yes. 

Mr. Mutrer. So he is pe srmittted to-‘own the stock as long as he 
serves. Any time the holding company wants to take it away, take 
away his directorship, it takes up his stock. Any time a director re- 
signs or dies, the holding company takes up his stock. That is correct, 
is it not? 

Mr. Marren. That is correct. 
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Mr. Mutter. How many stockholders are there in the holding com- 
pany outside of California ? 

Mr. Marren. The total stockholders in the whole corporation are 
slightly in excess of 4,900. Now, I do know that there are more stock- 
holders in California than in any other State, but as to exact percent- 
ages and the distribution through all of the States, I cannot answer 
you. 
Mr. Mutrr:. Without attempting to give it to us by States, would 
it be very diflic ult for you to give us the number of stockholders within 
California and the number outside of California ? 

Mr. Marren. It would be a pure guess, Mr. Multer, which I will 
make if you want meto. Thirty percent. 

Mr. Mutrer. Are outside of California ? 

Mr. Marten. Excuse me. I think I will correct that. Thirty-five 
percent are within California. The rest are scattered through the 
other States. 

Mr. Mutter. Sixty-five percent of the stockholders of the holding 
company live outside of California ? 

Mr. Marten. Yes. 

Mr. Mvctrer. How many directors are there in the holding 
company ? 

Mr. Marren. There are eight of us. 

Mr. Meurer. And how many of them live in California ‘ 

Mr. Marren. Six of us. 

Mr. Murer. And two live out of California ? 

Mr. Marren. That is correct. One of those who lives out of the 
State is a Californian, born there, went to the University of Call- 
fornia, and shortly plans to return there. 

Mr. Mutrer. Is your chairman of the board of directors a Cali 
fornia resident ? 

Mr. Marten. He is the gentleman to whom I just referred, who 
was born in California, went to school there, and is soon planning to 
return there. 

Mr. Murer. Is he a citizen of my State of New York today? 

Mr. Marren. I believe he is at the present time. 

Mr. Mutter. I believe he resides in New York today. 

Mr. Marren. That is correct. 

Mr. Murer. We New Yorkers get them eventually. 

Now tell me, with reference to the antitrust provisions to which 
you have addressed yourself, that you refer to, Mr. Marten, do you 
have an antitrust statute in California on the State level 4 

Mr. Marren. I am not an attorney myself, and I don’t have Cali 
fornia counsel with me. I don’t have an answer. 

Mr. Motrer. Will you try to get the answer to us? 

Mr. Marren. I will be happy to. 

(The following letter was submitted by Mr. Marten :) 

GREAT WESTERN FINANCIAL ConpP., 
Los Angeles, Calif., February 2%, 1958 


Hon. ABRAHAM J. MULTER 
House Office Building, Washington, D.C 


DEAR CONGRESSMAN MULTER: During my testimony on January 30, in regard 
to section 409 of the Financial Institutions Act, you requested that I supply, 
for the record, answers to several specific questions. 

They are: 

1. Question: Do you have an antitrust statute in California on the State 
level ? 
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Answer: The California antitrust statute is known as the Cartwright Act. 
Its provisions are codified in the Business and Professional Code, sections 16700 
through 16758. 

This statute permits actions to be instituted either by the State or by private 
persons, and has a double-damage clause. Criminal penalties are a $5,000 fine 
or 1 year imprisonment, or both. 

2. Question: Do you know of any instance where there has been any court 
proceedings brought under any antitrust statute, any State or Federal court, 
against a holding company, which owns savings and loan associations? 

Answer: We have not been able to learn of any actions instituted under anti- 
trust statutes against savings and loan holding companies. 

3. Question: Do you know how many of the States permit stockownership 
in savings and loan associations? Would you supply a list of those for our 
record? 

Answer: There are 13 such States. They are: California, Colorado, Illinois, 
Kansas, Nevada, Ohio, Texas, Virginia, Washington, Indiana, Arizona, Idaho, and 
Utah. 

Permanent stock associations are also permitted in the Territory of Guam. 
Statutes in Louisiana, Arkansas, and Michigan can be interpreted to permit 
such associations. 

During my testimony, you also asked, “How many stockholders are there in 
the holding company outside of California?’ My answer, in effect, was that I 
would have to guess, and my guess was 65 percent. Since returning to my 
office, I have checked our latest stockholder record, which was as of March 15, 
1957. It shows that 61 percent of our total number of shareholders, at that time, 
were in California, leaving 69 percent scattered throughout the country in States 
other than California. 

Should you have any further questions, I will be pleased to supply the 
answers. 

Very truly yours, 
JOHN F. MarTEN, Vice President. 

Mr. Muurer. Do you know of any prosecution or proceeding in any 
court, under any antitrust statute, against any of the savings and 
loan association holding companies? Have you ever heard of any 
such proceeding having been brought in any court under the antt- 
trust statutes ¢ 

Mr. Marten. May I ask you to repeat the question please ? 

Mr. Muurer. Do you know of any instance where there has been 
any court proceeding brought under any antitrust statute, in any 
State or Federal court, against a holding company which owns sav- 
ings and loan associations ¢ 

Mr. Marren. I mentioned in my testimony that there was a savings 
and loan holding company formed subsequently to ours, and I believe 
it was generally in the Northwest—I am not sure, 6 amerre Utah— 
and there might have been in that instance, but I do not know defi- 
nitely, Mr. Multer. I would know of no other than that. 

Mr. Murer. If you should think of any, or any of your people 
should think of any, will you send us the information to be added to 
the record 4 

Mr. Marren. I will be happy to. 

(For data requested see letter above.) 

Mr. Murer. Do you know how many of the States permit stock- 
ownership in savings and Joan associations ¢ 

Mr. Marten. I believe it is 13, Mr. Multer. 

Mr. Muriter. Would you supply a list of those for our record ? 

Mr. Marren. Yes, sir: I will be happy to. 

(For data requested see letter above.) 

Mr. Murrer. Now, in California, what is the provision as to re 
demption of stock in the savings and loan association, if it is a stock 
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company? Does the stockholder have the right, the same as the share 
holder in the savings and loan association, to present his stock and 
demand his money and get it back within a limited time or does it 
have the same perquisites as that of a regular stock corporation, i. e., 
he is a stockholder, and his money is invested capital and remains 
until liquidation. 

Mr. Marren. The latter is the situation, in my understanding, Mr. 
Multer. Iam reasonably sure of that. 

Mr. Mutrer. If you had a choice as to who would enforce the 
antitrust provisions of the Federal statute as against holding com 
panies owning savings and loan associations, would you prefer to 
see it in the Federal Reserve Board, in the Home Loan Bank Board, 
r inthe Department of Justice / 

Mr. Marren. It would seem to me, again, as a layman, that the 
Department of Justice would be the more logical, because, certainly, 
the first you mentioned, the bank agency, would have no relations hip, 
and the Home Loan Bank Board is an administrative agency; so, it 
would seem logical that the Department of Justice should hh that 
authority. 

Mr. Murer. [am in complete agreement with you. 

Mr. Brown. Will you yield? Mr. Hiestand wants to go to the 
floor. 

Mr. Muurer. I have other questions, but I will yield the witness 
so other members have an opportunity to put their questions. 

Mr. Hiesranp. Thank you, Mr. Multer. I ask that I may make this 
statement for the record and be excused Guieees I am called to the 
floor. I just wish to corroborate my good colleague Congressman Mc- 


- 


Donough’s high opinion of Mr. Marten. I happen to know, also, of how 
he is thought of in the State, and in the community. There are a 
great many savings and loan men throughout, who share our high 
opinion of ‘the high ethies of his association. 

I am very happy to have you here, Mr. Marten, and I must confess 
that your statement is a very ne one. Thank you. 

Mr. Marren. Thank you. Mr. Hiestand. 

Mr. Brown. Mr. Seely-Brown, i: you have any questions ? 

Mr. Seeny-Brown. No questions. 

Mr. Brown. Mr. Henderson ? 

Mr. Henprerson. No questions. 

Mr. Brown. Mr. Vanik? 

Mr. Vantk. Just a few questions, Mr. Chairman. 

[ ap prec iate your statement, Mr. Marten. It is very challenging. 
My opinion about bank-holding companies is not quite in agreement 
with yours. I would also like to commend you for what you appar- 


ently have done in the low-cost housing field, the minority housing 


field. I would like to ask you this question: What is the prevailing 
interest rate on money that you lend out for low-cost minority hous- 
ing projects which you have undertaken. 

Mr. Marren. Most commonly at the present time it is 6.6 percent, 


Mr. Vanik. 


Mr. Vantx. Have any of the associations that you are familiar 


with gone into the discount interest business ? 
Mr. Marren. Discount ? 


Mr. Vantix. In which there is no credit made for the reduction of 


principal debt. 
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Mr. Marren. I do not know of any such instance, no, Mr. Vanik. 

Mr. VanrK. So that the total interest rate would be 6.6 percent 
as a prevailing rate throughout the loans that you have made? 

Mr. Marren. That in the last 6 months, since the ascendency of in- 
terest rates, and until now, when they are just beginning to turn the 
other way, has been the most common rate in our institution and in 
our area. 

Mr. Vantk. Have you found it economically feasible? Apparently 
you have been able to do that. 

Mr. Marren. I am speaking now for Great Western Savings and 
Loan Association, with which I am most familiar, which is the largest 
of our associations, and it definitely has been feasible because we have 
been able to materially increase our reserves and meet all of our 
requirements. 

Mr. Vanik. Now, what is the California usury limit? Or is there a 
limit ¢ 

Mr. Marren. There is not a usury limit on savings and loan as- 
sociations, | have been advised by counsel. 

Mr. Vanrk. One of the peculiar situations we have in my State 
is the one in which the Federal savings and loan associations and the 
others are pretty much bound by the State usury limit, which is 8 per- 
cent. A State chartered association may charge any assessment, or 
make any charge it sees fit; when they want to ¢ charge i in excess of the 
usury limit they make a prospective borrower a member of the asso- 
ciation for a $i fee. Once the dollar is assessed, under our law, the 
State associations can charge just anything they choose, because the 
law specifically says that they are not bound by the usury limitation. 

They can make assessment, charge, levy or imposition of any kind 
on any person if he is a member of an association. Is there a parallel 
in your State for anything like that, or any other place that you know 
of ? 

Mr. Marren. There is not to my knowledge that would apply to 
the savings and loan business, because even though we do not have the 
usury laws affecting us, we are limited by competition. I don’t be- 
lieve we could do business competitively at the high rates you men- 
tion. 

Mr. Vantkx. Competition has been very good your way for the last 
year anyway ? 

Mr. Marren. It has been good. 

Mr. Vanrx. There haven’t been many offers of loan money ? 

Mr. Marten. No, we can get these rates that I mention, but yet if 
we got into the vicinity of the 10 or 8 percent we would be out of 
business. 

Mr. Vantx. My argument is for some Federal involvement as far 
as these State practices are concerned. In my State we have a situa- 
tion in which unfair competition exists under which the Federal sav- 
ings and loan associations are limited by the 8 percent, while the State 
chartered institutions, State stock companies, can just about do any- 
thing they like. We have a competitive factor in favor of the State 
stock companies and that is one reason I believe that the Federal 
Government is very much concerned with the development of fair 
practices in this business. 

Mr. Marten, what percentage of your loan money would come from 
the Federal home-loan bank ? 
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Mr. Marten. Only for peak periods do we use home-loan bank 
credit. It is not a regular part of our lending. It is not a signifi- 

cant percentage. 

Mr. Vanik. By your attractive interest rate you are able to at- 
tract capital to your institution. 

Now one final question: In any of your acquisition of companies— 
how many did you acquire, by the way ? 

Mr. Marten. Four, Mr. Vanik. 

Mr. Vanik. Were any of those companies, or any of those institu- 
tions, Federal ? 

Mr. Marten. No; they could not be, because there would be nothing 
to acquire. There would have to be underlying capital stock, perma- 
nent capital stock to acquire in order to own anything. With a Fed- 
eral, or mutual, there is no ownership other than what is vested in the 
savers. 

Mr. Vantk. I was driving through California a short time ago and 
I saw a sign advertising one institution as a State-chartered company 
which was formerly a Federal, and as I understand it, it was a Federal 
that had converted to a State stock charter. 

The thing that concerned me was the dissipation or the loss of the 
residual equity of the depositors, which had accumulated in the Fed- 
eral before the conversion. 

Previously, representatives of the Federal home-loan bank said they 
would try to restrain that kind of practice. In your opinion, should 
there be some legal prohibition against that kind of conversion ? 

Mr. Marren. I am speaking now as an individual and I am sure 
some people would agree with me, maybe many would disagree, but 
I firmly believe there should be an open road, an open path whereby 
a Federal association could become State chartered, or vice versa, but 
I agree with you very heartily to the extent that there must be con- 
trols so that the savers’ rights are not prejudiced. 

Mr. Vanix. The equitable rights of the depositors ? 

Mr. Marren. Yes; so that those two are reconciled. 

Mr. Vantx. Do you think that should be a matter of statutory 
regulation ? 

Mr. Marten. I would hope it could be done by regulation. I would 
think it could. 

Mr. Vanrk. I have no further questions, Mr. Chairman. Thank 
you very much. 

Mr. Brown. Mr. Multer. 

Mr. Mutter. Is there any other member who wants to ask any 
questions ? 

Mr. Brown. Apparently not. 

Mr. Mvtrer. I will be very brief, Mr. Chairman, thank you very 
much, again. 

There has been some discussion duri ing the course of these hearings, 
Mr. Marten, about requiring all savings and loan associations to carry 
insurance with the Federal Savings and Loan Insurance Corporation. 
How do you feel about that? Should it be purely voluntary on the 
part of the State associations or should they be required to? 

Mr. Martin. It is a very complex question, Mr. Multer. I sat 
vesterday through Mr. Bubb’s testimony, and I understand the home 
loan bank point of view that there is the complication of some associa- 
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tions that are now in the home loan bank. I don’t really feel qualified 
to testify on that. 

Mr. Muurer. How do you feel so far as the stock associations are 
concerned, such as those that are in your holding company! Should 
they be required to carry insurance ¢ 

Mr. Marten. I believe the record will bear me out that there are 
very few associations of any size that do not already belong to the 
insurance corporation. I believe, in California, there are cally 3 as- 
sociations out of about 250 that do not belong to the insurance cor- 
poration, and they are very small. 

Mr. Murer. Are they stock corporations? 

Mr. Marren. They would have to be, yes, because the Federal ones 
have to belong. Excuse me. There are State mutuals in our State. 
I can’t answer that. I don’t know if they are stock companies or 
State-chartered mutuals. 

Mr. Mutrer. What supervision or restriction, if any, is there on 
the payment of dividends on your stock in your stock associations? 

Mr. Marren. Per se, there 1s no limit, but we are aware that we 
must maintain reserves in all associations. That is our prime con- 
cern. And we realize that dividends could only be paid when and 
if reserves are mi aintained. 

\lso we do have entities in the parent company, that earn and pro- 
vide a great percentage of our need for dividend and expense re- 
quirements. 

Mr. Muurer. Then there is no regulation or control or supervision 
as to how frequently or at what r ate the dividends will be payable 
to the stockholders of the holding company, or * by the savings and 
loan associations to the holding cor ‘poration 4 

Mr. Marten. There is no such regulation per se. I would like, 
though, to point out—and this applies to many of Mr. Vanik’s ques- 
tions also—that it is generally recognized that we have a very strin- 
gent and effective savings and loan law in Californi: a, and we have 
reserve requirements there that we must meet before we can pay 
dividends. 

Mr. Muurer. This is not aimed at your association because I be- 
lieve that you and your associates, officers and directors, are very 
honorable and very fine men, but suppose the stock control of your 
holding company passed into the hands of an unscrupulous operator. 
He could very soon siphon off your reserves, couldn’t he ¢ 

Mr. Marten. I would say he could probably declare one dividend 
in any association to the extent that he would be seriously decreasing 
the reserves of any given association, and our State supervisor would 
be after him awfully fast. And I believe that the Home Loan Bank 
Board, or rather the Federal Savings and Loan Insurance Corpora- 
tion has the same concern and right to come after us if we were 
prejudicing the rights of our savers. 

Mr. Mutter. Assume he is the controlling stockholder and he elects 
his own board; the people are subject to his will; he then goes in and 
takes control. By the time the supervisory authorities then get there, 
and the insurance corporation gets there with an audit, a year may go 
by, and all the money may be siphoned off. It is a possibility, isn’t it ? 
It may not be likely, but it is a possibility. 

Mr. Marren. It is a possibility. Keep in mind that in addition to 
Federal examinations once a year, under our State law, we have 
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annual examinations, and in addition, being a holding company, we 
are subject to the SEC and have to have annual audits. You just 
can’t get in our office without finding a group of auditors. 

Mr. Moutrer. Does your holding company have its stock listed on 
any exchange ? 

Mr. Marten. Yes, sir, on the American Exchange and the Pacific 
Coast Stock Exchange. 

Mr. Moutrer. The stock that is issued by the savings and loan asso- 
ciations is all one class, all common stock ¢ 

Mr. Marren. Yes. 

Mr. Muurer. Is there provision on the State level for the issuance 
of preferred stock as well as common stock ? 

Mr. Marren. Are you speaking of 

Mr. Mutter. Savings and loan associations. 

Mr. Marren. No; it must be of one class. 

Mr. Mutter. There is no restriction, however, as to the holding 
company. It may issue either common stock or preferred stock or 
both, or various classifications / 

Mr. Marten. It could be done. We have not done it, however. 

Mr. Mutrer. As of today your holding company has only common 
stock ? 

Mr. Marren. That is right. 

Mr. Mutter. Thank you very much, Mr. Chairman. 

Mr. Brown. Mr. Marten, we are very glad to have your testimony, 
and you may be excused. 

Mr. Marten. Thank you, Mr. Chairman and gentlemen. 

Mr. Brown. The committee will adjourn to reconvene tomorrow 
morning at 10 o’clock. 

(Whereupon, at 12:25 p. m., the committee adjourned until 10 a. m., 
Friday, January 31, 1958.) 
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FRIDAY, JANUARY 31, 1958 


Hovust or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, the Hon- 
orable Brent Spence, chairman, presiding. 

Present: Messrs. Spence, Brown, Patman, Multer, Mrs. Sullivan, 
Messrs. Reuss, Vanik, Breeding, Talle, Kilburn, Widnall, Mumma, 
Hiestand, Bass, Henderson, and Chamberlain. 

The Cuamman. The committee will please come to order. 

We will resume hearings on 8. 1451 and H. R. 7026. The clerk will 
call the first. witness. 

Mr. Mcuvrer. Mr. Chairman. I want the record to show that the 
witnesses who asked for permission to testify against this bill have 
been denied the opportunity to appear, and that other witnesses in op- 
position to the bill have been told that they must limit their testimony 
to 10 to 15 minutes. Such procedure, in both instances, is contrary to 
the rules of the House and to the rules of this committee. I protest 
such procedure and will raise a point of order against that procedure 
when this committee goes into executive session. 

The Cierx. Mr. Morris Brody, Denver, Colo. 

Mr. Rogers. Mr. Chairman. 

The CuarrmMan. Mr. Rogers. 

Mr. Rogers. I am Congressman Rogers, Mr. Chairman, from the 
First Congressional District of Colorado. 

The Cuamman. Congressman Rogers, we are very glad to have you 
introduce your constituent. 

Mr. Rogers. I would like the privilege of making a short statement 
in behalf of Mr. Brody, who is to appear as your witness. Mr. Brody 
is a constituent of mine, from the city and county of Denver, and has 
devoted his lifetime to the study of economic conditions, and through 
that has been rather successful. He has a prepared statement here, 
which deals with this very intricate matter, and we in Denver feel he 
is amply qualified to discuss and analyze this situation. With that, 
I respectfully submit that if he can be permitted to proceed through 
his statement, it will do a great service to this committee and to the 
Congress of the United States. 

Mr. Brody. 

The Crarrman. We are very glad to hear Mr. Brody’s statement, 
Mr. Rogers; and you will not be interrupted while you read it, Mr. 
Brody. You may subject yourself to interrogation when it is com- 
pleted. 

Mr. Bropy. Thank you, Mr. Chairman. It has been suggested that 
I limit myself to a short period, and I would like to state at the outset 
that it is impossible, utterly impossible—— 
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Mr. Parman. The chairman asked you to proceed. Go ahead. I 
think he is going to give you all the time you need. 
The Cuarrman. Proceed. 


STATEMENT OF MAURICE S. BRODY, DIRECTOR, THE DENVER 
NATIONAL BANK 


Mr. Bropy. Thank you. My caption is “Proposed New Banking 
Law (S. 1451) Is Contrary to the Public Interest Because It Con- 
centrates Financial Control and Power in the Banks of the Few by 
Destroying Present Safeguards of the Many. 

The heart and chief purpose of Senate bill 1451 is to concentrate 
control of our national banks in the hands of a few persons by remov- 
ing certain basic safeguards built into our National Banking Act 
by the Congress in 1933. These built-in safeguards permitted our 
national banks to grow in great strength and to prosper since 1933. 

Numerous technical changes abound in the bill but these changes for 
the most part camouflage the basic intent and purpose of this bill 
which is to concentrate the financial control of our national banks 
in the hands of a few professional bankers. 

It is my purpose to deal concisely with the provisions of the bill 
which result in concentrating financial control by removing the basic 
safeguards presently existing in our national banks. 

The elimination of mandatory cumulative voting: The elimination 
of our national banks embodies the most deep-seated revision of our 
National Banking Act. Mandatory cumulative voting along with 
the insurance of bank deposits were the two basic fundament: il prin- 
ciples introduced in 1933 to safeguard the national banking system 
against a continuance of the abuses which had characterized the 
management of many of our national banks during the 1920’s and the 
early thirties. 

Mandatory cumulative voting acts as a primary “check and bal- 
ance” on the bank managements not to engage in practices detrimental 
to the interest of stockholders and depositors of our national banks. 
This device permits representation by substantial stockholders and 
representatives of substantial stoc ‘kholdings on the boards of diree- 
tors of these national banks in order that these independent directors 
may supervise internally the activities of the bank managements at 
firsthand. 

As the result of the wide distribution of bank stocks in the hands 
of public stockholders during the last 25 years, the situation has 
clearly arisen whereby it is very rare indeed where substantial stock- 
holders own a majority of the stocks of national banks. And there- 
fore, participation by substanti: al stockholders as directors can only 
come about by right through the device of mandatory cumulative 
voting. The Pin era of mandatory cumulative voting permits 
those substantial stockholders to become directors only through the 
invitation of the bank managements and therefore these directors 
become beholden to the very persons they are supposed to supervise. 

The loss of independence by these bank directors therefore lowers 
their ability to independently supervise the activity of management 
because this very independence endangers their ability to remain 
bank directors once the right of mandatory cumulative voting is 
repealed. Being a director by sufferance of the bank management is 
not conducive to independence and in time this condition will tend to 
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undermine the supervision which directors have over the activities 
of the bank managements. In a word, the tail will wag the dog 
instead of the dog w: vagging the tail. 

The destruction of the m: undatory cumulative voting principle 
therefore destroys a basic cornerstone of our national banking system 
which has served this country so well during the last 25 years and 
effectively removes a fundamental safeguard for our national bank 
depositors and stockholders. 

The removal of this basic safeguard definitely concentrates the 
control of our national banks in the hands of the professional bankers 
by effectively eliminating the present right of representation by our 
500,000 public national ‘bank stoe ‘kholders. They will not be per- 
mitted the right to elect a single bank director. 

The Federal Reserve Board at the hearings before a subcommittee 
of the Committee on Banking and Currency, United States Senate, 
strongly opposed the elimin: ation of mand: atory cumulative voting. 
Mr. J. L. Robertson, a Governor of the Federal Reserve Board. 
speaking in behalf of the Board, summed up his testimony as follows: 

I have seen a great number of these cases (mandatory cumulative voting) 
and I have never seen a case where there was real abuse of this. I have 
heard allegations of it, and maybe it is true, but I have also seen a number of 
cases where one who was not desired did get on the board of directors, and did 
make that board of directors consider problems which they should have con- 
sidered, and as a result the bank was benefited by it. 

Mr. Robertson’s parting sentence in his testimony on this point 
reaches to the heart of the issue in these words: 

It seems to me if you do (repeal mandatory cumulative voting) you might as 
well take away the power to vote with shares and give it solely to the directors. 
You make a club out of it instead of a business corporation. 

Here we have the statement of Mr. Robertson, a present Gover- 
nor of the Federal Reserve Board, who for many years was Deputy 
Comptroller of the Currency in active charge of our 4,600 national 
banks scattered throughout the length and breadth of the land. He 
categorically states that if you eliminate mandatory cumulative vot- 
ing, you in effect take away the power to vote with shares and give 
it solely to the directors. You change 4,600 national banks from 
business organizations chartered by the Federal Government to con- 
duct public banking business into 4,600 private clubs in every city, 
town, and hamlet in the United States. 

Think of it—the Federal Government suddenly goes into the busi- 
ness of setting up 4,600 private clubs in the United States to engage 
in the banking business. And yet, gentlemen, that is exactly what 
you do if you take away the right from the public stockholders to 
elect directors of their own ec hoosing and thereby vest that right solely 
in the hands of the board of direc tors 

Truly, technical verbage may give you the impression that the 
stockholders still elect the directors but with the elimination of man- 
datory cumulative voting a stockholders’ election is only a figment of 
the imagination because the cold, practical realities of the situation 
are that bank directors can then only be picked by the present board 
of directors just as a private club picks and chooses only those per- 
sons who they believe should belong to their club. 

National banks are indeed a far cry from being private clubs— 
being by their very nature semipublic institutions chartered by the 
Federal Government to gather together the liquid funds of the pub- 
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lic for the purpose of safely lending and investing these funds for 
productive purposes. And therefore, accordingly, these national 
banks must of necessity be carefully regulated and supervised. We 
must not let our national banks degenerate into private clubs. 

It is my purpose at this point to demonstrate to this congressional 
committee that national banks presently set up as business organiza- 
tions to serve the public have during the last 25 years func ‘tioned so 
well because of the basic checks and balance philosophy of our pres- 
ent national banking laws. This checks and balance philosophy rests 
squarely upon independent national bank directors whose existence 
‘an only come about when public stockholders can avail themselves of 
the principle of mandatory cumulative voting in order to elect repre- 
sentative directors. 

Our national banking law revision in 1923 set up a supervisory sys- 
tem for our national banks built on the cornerstone of independent 
vigilant directors who are distinct and apart from the officers and man- 
agement of the bank. This supervision setup can only be effective 
just so long as there are present on the board of directors of the bank 
directors who are independent of the officers who run the bank. 

The superv nooo extends in three directions: 

1. Supervision by directors internally on an all-year-round basis. 

2. Supervision by an anual examination of the bank by a com- 
mittee of directors totally separate from the officers of the bank. 

3. Supervision by an annual or semiannual examination made by 
the national bank examiner. 

It is obvious that unless the relationship between the directors and 
the officers is conducted on an arm’s-leneth basis that the likelihood 
of effective supervision of the acts of officers of the bank by the direc 
tors is rather remote. Directors in effect chosen by the management 
officers are not likely to exercise any degree of restraint or supervision 
over the activities of the officers. Supervision by directors internally 
on an all-year-round basis thereby becomes weak and ineffective. 

The required annual examination of the bank by a committee of 
directors separate from the officers of the bank soon flounders on the 
same basic defect. Directors closely tied in with the management 
due to the fact that they are directors, not as a result of their stock 
holdings but just by virtue of the fact that the officers invited them to 
become directors, are unlikely to subject the bank to anything but a 
routine cursory examination prescribed by an officer. 

Finally, let us look at the examination by the national bank exam 
iner. He comes once or possibly twice a year and spends a few days 
examining the bank. Unless he finds real flagrant violations he will 
content himself with indicating that certain loans are substandard 
while other loans will be criticized for one reason or another in the 
hope that when he returns a year later he will find that considerable 
improvement in these loans has taken place. Here is where the inde 
pendent director tends to make effective the national bank examiner’s 
criticism, for in the interval of 1 year the independent bank director 
ean follow through where the bank examiner left off. Unless there 
are independent watchdog directors present to act in the interval, the 
national bank examiner will most likely return a year later to find 
the same old mistakes, aggravated by time, still on the books 

Mandatory cumulative voting, by permitting the public stock- 
holders to directly elect directors who are independent of the officers, 
provides the backbone of our present system of supervision. Their 
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mere presence keeps officers on their toes and in line with sound bank- 
ing practices. Their arm’s-length relationship with the management 
makes effective the present three- prong method of supervision ‘of our 
national banks. Without independent directors the effective super- 
vision of our national banks falls away like a house of cards. 

In view of the effective supervisory function played by the inde- 
pendent director elected by the public stockholders because mandatory 
cumulative voting is an integral part of our national banking laws, 
it is understandable why the man: iwements of our national banks are 
straining every nerve and fiber to eliminate mandatory cumulative 
voting in the election of national bank directors. If management suc- 
ceeds in destroying mandatory cumulative voting, they will in one 
fell swoop rid themselves of effective internal supervision and thereby 
place themselves once again back in the saddle that they occupied in 
the 1920's and the early thirties. 

Clear conflict of interest struggle: To see the real significance of 
the necessity of maintaining the principle of mandatory cumulative 
voting in the election of our national bank directors, it must be clearly 
understood that there is a distinct line and cleavage between the 
management of a bank as represented by its president and executive 
officers, and the directors representing the owners of the bank. These 
two groups are separate and apart from each other with different 
duties and responsibilities. It is essential for the proper functioning 
of our national banks not to permit one group to destroy the duties 
and responsibilities of the other group nor for one group to usurp the 
functions of the other group. This usurpation of functions is un- 
sound public policy and would tend to destroy the system of checks 
and balance in our national banks. 

The divergence of interest between the management and the public 
stockholders of our national banks is a fundamental principle which 
must be maintained. If mandatory cumulative voting is outlawed 
as some bank managers are pressing for, the bank presidents would 
become in effect their own bosses and will cease to be subject, particu- 
larly as time goes on, to effective internal supervision by the owners 
of our national banks. This is unsound public policy and should not 
be sanctioned by Congress. 

To tie the hands of the stockholders by destroying this right to 
protect their own interest as well as the inte rest of the depositors on 
the grounds that the Comptroller of the Currency is at present suffi- 
ciently protecting the interests of the stockholders was brought to 
a reductio ad absurdum by the recent failure of the Home National 
Bank in Ellenville, N. Y. 

It must be realized that our present national banking law does not 
require bank managements to reveal the pertinent information con- 
cerning directors of banks which at present the Securities and Ex- 
change Commission rules provide in the case of exchange listed cor- 
yorations. The stockholders in voting for their directors of national 
oan do not know what stake the prospective director has in the 
bank—whether a candidate for director owns 100 shares of capital 
stock of the bank or 10,000 shares of capital stock of the bank—nor 
is the management required to reveal any other information which 
would enable the stockholders to intelligently pass on the adequacy 
of the candidate to become a director. The national bank stockholder 
in effect, therefore, by signing his annual proxy, blindly presents the 
management of the bank with a blank check which they can use in 
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any way they wish. They can load the board of directors with 
directors beholden to the management. 

If, in addition to the present complete lack of information which is 
kept from the stockholder when he votes his proxy, he also has his 
present right to elect independent directors on the boards of banks 
taken from him, he then is completely and absolutely placed at the 
mercy of these bank officials. It is hard to imagine that under these 
circumstances Congress would strip from a half million public stock- 
holders, with an investment of approximately $10 billion in our 4,600 
national banks, their only right to protect their investment—namely, 
the right of independent representation on the board of directors 
through the exercise of the mandatory cumulative voting principle 
presently available to the stockholders. 

Clear ly the elimination of m: undatory cumulative voting is contrary 
to the public interest, and Congress in its wisdom should not permit 
a clear conflict of interest on the part of the bank managers to strike 
down the only remaining protection which public stockholders have 
to safeguard their own investment and that of the depositors of our 
national banks. 

The above analysis should make clear why the banking management 
fraternity is putting up such a desperate fight to rid ‘themselves of 
mandatory cumulative voting. Their pretext is that cumulative 
voting has lent itself to certain isolated cases of abuse. To this the 
answer is definite and specific. If the Federal Reserve Board does 
not presently have sufficient power to deal with these isolated cases 
of abuse, its power should be broadened to permit the Board to handle 
this phase of banking. The Federal Reserve Board, being independ- 
ent and nonpartisan, is well suited to regulate in the public interest. 

To destroy and strip from our American system of corporate na- 
tional banking law a basic principle that is sound just because its 
practice is imperfect is not in keeping with our American traditon of 
fair play and justice. If we refuse to remedy the practice of a prin- 
ciple that is sound but instead reject the sound principle that. is in- 
herent and basic to our corporate national laws, we raise the so8 ah 
of whether we are quarreling with the practice at all, but really at 
heart want to destroy the sound principle of protecting the public 
stockholders from encroachment on their inherent rights to safeguard 
the funds of depositors and the investment of the public stockholders. 

The public interest should come first, and Congress, as the repre- 
sentative of the public interest, should not permit the safeguard of 
mandatory cumulative voting to be destroyed, regardless of the amount 
of pressure which the banking lobby will exert upon the representa- 
tives of the people. 

Summary of case for mandatory cumulative voting—In summary, 
therefore, this is the case for the retention of mandatory cumulative 
voting as a basic fundamental democratic American principle in- 
her on and vital to the integrity of our national banking system. 

Twenty-five years ago Congress, in completely overhauling our 
né ional banking laws as the result of abuses characterizing the man- 
agement of many of our national banks in the 1920’s established man- 
datory cumulative voting as a required principle in the election of our 
national bank directors. This principle has permitted the present 
one-half million public stockholders to have independent representa- 
tion on the board of directors in our national banks. With the 
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diffusion and widespread public ownership of bank stocks which has 
occurred during the last 25 years this principle is more important and 
necessary today than it was even 25 years ago. 

2. The soundness of this principle has been freely recognized by 
both friend and foe alike and has become deeply imbedded in our 
Federal and State corporate law as being basic to the sound public 
interest of our Nation. It has become established as an inherent 
property right of millions of public stockholders not only in our 
national banking system but also in one-third of the States of the 
ee 

Mandatory cumulative voting has become the Nation’s funda- 
iain al corporate “bill of rights.” Rights of the minority stock- 
holders which the majority ¢ cannot take from them. The right of 
representation and a voice in the management of the corpor rations 
that they own. Repeal by the Federal Government would set a 
prec edent that would harken the forces of reaction in 16 States of the 
Union and would set the wheels of progress turning backward. 

4. In addition, the loss of our Federal corporate “bill of rights” by 
removing the present legal barrier against discrimination will once 
more open wide the door to discrimination on the grounds of race, 
color, or religion. The group in control of any national bank can 
re ject a candidate for directorship on these grounds. 

5. Furthermore, monopoly control will supersede our present ma- 
jority control of our national banks. The practical operation of our 

corporate control laws will permit a tiny minority of stockholders 

acting through the officers of the bank to exercise monopoly control of 
our national banks. This should not be tolerated at a time when the 
public interest is clearly in the direction of granting these vested 
gtr less power rather than more. 

The resulting monopoly control of our national banks will bring 
iti a breakdown in the division of functions between man: ugement 
and ownership. The professional bankers will cease being the serv- 
ants of the owners of the bank and instead will become the bosses, 
unrestrained by the will of the stockholders. 

. Finally, by undermining the independent internal supervision of 
our national banks a death blow will be struck at the checks-and-bal- 
ance safeguards presently operating in our national banks through 
the instrumentality of inde ‘pendent watchdog directors elected under 
the mandatory cumulative voting principle. In the absence of man- 
datory cumulative voting our 4,600 national banks will degenerate into 
t,600 national private clubs. It is unthinkable for Congress to charter 
private ¢ ‘lubs to engage in the banking business with the public’s money. 

The ruthless outlawing of mandatory cumulative voting in our 
national banks would transfer the ultimate control of our national 
banks, presently held by 500,000 public stockholders, into the hands of 
the relatively few professional bankers. It will accomplish the con- 
centration of control and power of our national banks like no other 
method short of nationalization could accomplish. 

The issuance of preferred stock: A second revision of basic impor- 
tance is our national banking laws proposed in bill S. 1451 revolves 
about the permission granted national banks to issue preferred stock 
as a regular method of financing our national banks. This relieves 
the professional bankers from being dependent on the stockholders of 
our national banks for the raising of capital. The professional bank- 
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ers will then be able to raise additional capital by securing this capital 
from other financial institutions such as insurance companies and 
investment trusts and thereby can bring about a great concentration 
of control between our national banks and the financial institutions 
that can and will furnish the capital to our national banks by way of 
preferred stock issues. 

The 500,000 present public stockholders of our national banks will 
not only have become subordinated as a primary source of capital but 
will also find their present investment subordin: ated to preferred stock 
issues held by great sources of financial wealth such as the great. insur- 
ance companies and investment trusts of our country. 

Consequently, the risk element of the bank stocks held by a half 
million public stockholders will be greatly increased through the plac- 
ing of preferred stocks ranking ahead of the present common stocks 
and ean in the long run, by raising the element of risk in bank stocks, 
undermine the effective ability of our national banks to raise sufficient 
capital by way of common-stock issues. 

In the present operation of our national banks $5 to $10 of risk 
assets are involved for every dollar of capital. This means that for 
every dollar of the stockholders’ investment in the bank, $5 to $10 
has been invested by the bank’s management in risk assets which can 
have considerable fluctuation in value. This requires bank manage- 
ments of necessity to mange the bank very carefully in order to avoid 
serious loss. In the event of a depreciation in the value of the risk 
assets, losses incurred on the $5 to $10 of risk assets employed can have 
a deleterious effect on the common stock ownership. 

If, in addition to the present risk which the common stock already 
carriers, a preferred stock issue is placed ahead of the common stock 
with the consequent effect of placing a preferred dividend ahead of 
the common dividend, it will mean that in the event of a serious de- 
cline in business the stability of common dividends will be greatly 
endangered. ‘This, of course, will result from the fact that the pre- 
ferred dividend will rank ahead of the common and consequently 
will introduce a new speculative element as far as bank common 
stocks are concerned which will in time impede the effective financing 
of our national banks. 

It must be realized that bank stocks are held widely by persons and 
institutions who are concerned with the safety and stability of the 
dividends they receive as investors. And the erection of a specula- 
tive structure in national banks financing through the introduction of 
preferred stocks which will rank ahead of these common stocks will 
result in the withdrawal of many conservative investors from the bank 
stock market and therefore will not be conducive to financing our 
national banks in the way they have been effectively financed during 
the last 25 years. 

The National Banking Act of 1933 permitted preferred stock financ- 
ing only on an emergency basis and the change in the law from an 
emergency basis to one of regular and normal financing will tend to 
make the common stocks of national banks much more speculative 
than they are at present. This, therefore, will remove a present 
safeguard of stability of investment in our national banks. Conse- 
quently, we are destroying a safeguard of stability which has per- 
mitted our national banking system to effectively grow and prosper 
during the last 25 years. 
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The Cuamman. Mr. Brody, would you object to inserting the 
rest of your statement in the record ? 

Mr. Parman. Mr. Chairman, Congressman Rogers recommended 
this gentleman very highly to us, and we indicated to him that he 
would be allowed to proceed before Mr. Rogers left. 

The Crarrman. He has been allowed to proceed. 

Mr. Parman. But he hasn’t finished his statement. He has de- 
voted weeks and months of time preparing it, and I respectfully sug- 
gest that he should be allowed to present it. ; 

Mr. Bropy. I would appreciate it very much, Mr. Chairman. It 
isn’t very long, and I would appreciate it if you would let me finish. 

The Cramman. Well, I will. I would like you to get through as 
soon as you reasonably can. ; 

Mr. Bropy. Thank you very much, Mr. Chairman. 

The Cuarrman. All right. Proceed. 

Mr. Bropy. Once again a safeguard is removed and the stability 
of sound national bank investments is endangered in order to bring 
about a concentration of control of our national banks by a small 
number of professional bankers. 

The Federal Reserve Board at the Senate hearings strongly ob- 
jected to the issuance of preferred stock by our national banks and 
Mr. Robertson, speaking for the Board of Governors, summed up 
their opposition in these words: 

It is very probable, in my opinion, that it would find it difficult to issue more 
common capital. It would find it difficult to issue more preferred stock unless 
the new issue was made even more preferred. As a result, I think it is very 
possible that the ease with which banks can raise new capital in order to meet 
the growth of their communities would be diminished through that method. The 
ease would diminish. 

Stock-purchase options by management: A third element of dubious 
value has been introduced in the Senate bill by permitting the use of 
stock-purchase options to management in order to increase the return 
which management presently receives as the result of their administer- 
ing the affairs of national banks. Bank executives will consequently 
increase their remuneration by having the stocks of their banks sell at 
very high prices and this opens up a whole field of manipulation to 
these bank executives which by its very nature is not likely to be con- 
ducive to the sound and orderly development of our national banks. 

Bank managers will be tempted to engage in practices which well 
may bring them fast money but is hardly likely to advance the safe- 
guarding and good administration of our national banks. The grant- 
ing of stock options is a dubious device to reward bank executives by 
methods which well may be harmful to the effective and careful man- 
agement of our national banks, 

Here again more power and privilege is granted the professional 
banker by concentrating control over his remuneration in his own 
hands unrestricted by any practical check by the stockholders. At 
the Senate hearings the Federal Reserve Board went on record oppos- 
ing the granting of stock options. Even the Senate Banking and 
Currency Committee opposed stock options. Mr. Robertson, speaking 
for the Federal Reserve Board, said in part as follows: 

The Board suggests that, at least with respect to some banks, the application 


of the proposed authority would not be compatible with the public interest. Some 
banks might be encouraged by this authority to develop unduly profit-minded, 
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expansion-minded managements. Even though employees’ stock-option authoriza- 
tions may be appropriate for other types of corporations, the Board questions 
whether they are appropriate in the case of commercial banks which are quasi- 
public institutions entrusted with other peoples’ money. 

Here again we have a provision that sacrifices an established safe- 
guard in our national banks in order to concentrate greater wealth 
and control of our national banks by the professional bankers at the 
expense of the stockholders and depositors who own and have their 
money in the bank. 

Sharp increase in bank borrow ing limits: The Senate bill increases 
the legal limits of indebtedness of a national bank from the present 
requirement of 100 percent of its capital stock to a new criterion of 100 
percent of its capital stock plus 100 percent of its surplus fund. 

This will permit the banks to borrow from each other approximately 
214 times as much as they can borrow at present and will relieve them 
to a considerable extent from borrowing from the Federal Reserve 
bank. The figure of 214 times was cited by the Federal Reserve Board. 
This new provision will tend to increase borrowing of one bank from 
another and through this borrowing device will facilitate a greater 
concentration of control between our national banks. 

Here again a basic safeguard protecting depositors and stockholders 
against unusual borrowing i is removed and consequently brings about 
a “greater dependence of one national bank upon another bank, with 
the result that a greater concentration of control can be brought 
about. The necessity of reliance upon the independe nt F ae al Re- 
serve bank for additional funds when needed is lowered in favor of 
reliance upon another commercial bank. 

The Federal Reserve Board did not mince any words in condemning 
this provision which nevertheless was passed by the United Sts tes 
Senate contrary to the strongly expressed desire of the Federal Re- 
serve Board. At the hearings the Federal Reserve Board re presenta- 
tive, Mr. Robertson, speaking in behalf of the Federal Reserve Board, 
strongly opposed this provision as follows: 

In the Board’s opinion, such a considerable expansion in the borrowing ability 
of national banks would be both unnecessary and undesirable. 

Borrowing by banks occasionally is necessary and desirable in limited amounts 
and for limited periods in order to avoid asset liquidation that might otherwise 
be necessary. It is not, however, a practice that should be encouraged, because 
it tends to dilute the cushion of protection provided depositors by bank capital 
and surplus. 

3anks should follow a practice of maintaining holdings of liquid assets 
adequate to meet ordinary needs. Enlargement of borrowing limits as pro- 
posed in this bill might encourage banks to hold smaller amounts of liquid assets 
and rely upon borrowing for needed adjustments. In an emergency requiring 
large-scale and extended borrowing, the discount facilities of the Reserve banks 
are readily available. To enlarge the ability of national banks to borrow 
outside the Reserve banks would diminish the restraining influence that the 
Reserve banks are directed by law to exert upon borrowing banks which are 
making undue use of bank credit for speculative purposes. 


Here again a revision is made in the National Banking Act which 
purposely removes a valuable safeguard and tends to bring about a 
greater concentration of control of our national banks between them- 
selves unfettered by the restraining hand of the district Federal Re- 
serve bank. The purpose of this provision is quite clear as the 
Federal Reserve Board, which is the chief authority on the needs 
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of our banks, considers this expansion in borrowing ability both “un- 
necessary and undesirable.” 

Proposed revisions effectively concentrate control: The above four 
basic revisions in our National Banking Act form a pattern by dove- 
tailing together a set of changes which will permit concentration 
of control of our national b: inking system in the hands of a relatively 
few men and thereby through this concentration of financial control 
will permit a greater degree of industrial control to be accomplished. 

The irony of this concentration of control of our national banks in 
the hands of a few professional bank managers is that this control 
is accomplished at the expense of the basic safeguards incorporated 
in our National Banking Act as the result of the experience of bad 
bank management in the 1920's and the ear ly 1930’s. For the ane 
purpose of concentrating financial control in the hands of a few 
professional bankers, vite al basic established safeguards are sacr ‘fic ed. 

The Federal Reserve Board, the outstanding independent and non- 
partisan Board in this country, in its criticism of the above four 
fundamental revisions confirms this position right down the line— 
that basic safeguards are removed which tend to endanger the safety 
of our national banks. 

The American Congress, as the father of these safeguards, incorpo- 
rated in our National Banking Act in 1933, should not permit these 
revisions to take place—particularly since these revisions are made 
in order to transfer vital control of our national banking system out 
of the hands of the people and into the hands of a few professional 
bankers. This is a case where both the ends and the means are objec- 
tionable and contrary to the public interest. 

Merger provision—ambiguous and weak: Finally, the Senate bill 
adds insult to injury by incorporating a weak and wobbly merger 
provision in the bill. The provision on mergers and consolidations 
introduces the ambiguous words of “the effect thereof may be to lessen 
competition unduly or to create a monopoly” and is contrary to the 
stand: ards established by the courts of “substantially to lessen compe- 
tition” and, therefore, is unlikely to have any effect in slowing the 
present strong trend of mergers and consolidations of our national 
banks presently occurring. 

It is further significant to note that this provision does not permit 
the Department of Justice to act against the formation of vast banking 
mergers but throws the enforcement of this provision, as far as na- 
tional banks are concerned, into the lap of the Comptroller of the 
Currency, who has indicated no resolve whatsoever to even attempt 
to check the present vast concentration of control and power presently 
occurring among our national banks. 

In conclusion, the main purpose in revising our National Banking 
Act is quite clear. Its aim is to concentrate financial control and power 
in the country in the hands of the few by destroying the safeguards 
presently existing in our national banks set up by the Congress to 
protect the many. It is a major change in our banking poligy of 
national significance and the House of Representatives, as the body 
of Congress closest to the people, should stoutly resist this attack on 
the integrity of our national banks. 

The basic philosophy established by the Congress of 1933 of broad- 
ening the basis of control of our national banks by permitting the 
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public stockholders to be represented on national-bank boards alang 
with the other basic safeguards enumerated above has stood the test 
of time and has become deeply imbedded in the life of our people. 

Our national banks set up as an instrumentality of Congress to 
serve all the people presently vests the ultimate financial control of 
these banks in the hands of the people and thereby prevents the high 
degree of concentration of wealth, power, and control which this bill 
places in the hands of a few professional bankers. 

The House of Representatives, as the body of Congress closely tied 
to the general welfare of all the people, should never permit a few 
professional bankers to take control of our national banks away from 
the people. 

Thank you, Mr. Chairman. 

The Cuarmman. Mr. Brody, you appear here in your individual ca- 
pacity? You don’t appear here as a representative of any organiza- 
tion, do you? 

Mr. Bropy. I appear here as a representative, Mr. Chairman, of 
500,000 public stockholders having an investment of $10 billion in 
4,600 national banks. Directly, I am a director of the Denver National 
Bank, elected by the stockholders to serve on that board. My position 
there is identical, as if I represented many other public stoe ‘kholde T'S 5 
because I represent public stockholders of one particular bank, it is 
true, but the problem of public stockholders throughout the whole 
4,600 other national banks is very much the same, and, therefore, I 
would like the opportunity today ‘of speaking for these 500,000 stock- 
holders in 4,600 national banks, representing approximately $10 bil- 
lion of investment. 

The Cuarman. Are you their official representative, or are you just 
voluntarily representing them ? 

Mr. Bropy. I am not official in the sense that 500,000 stockholders 
have appointed me to act as their representative; no. I am official 
representative as a director, elected by public stockholders, to serve 
on the second largest national bank of Colorado. 

The Cuarrman. I think mandatory cumulative voting, on its sur- 
face, looks very much like a democratic process, but the American 
Bankers Association have opposed it, and the independent bankers 
organization have been opposed to it, and they are opposed to it on the 
ground that you have power that is not usually used for the benefit 
of the institution, but some disgruntled person who would be offended 
at something that bank has done, uses this as a means to get on the 
Board and to cause trouble. 

Mr. Bropy. May I reply, Mr. Chairman ? 

The Cuarrman. Do you know any instances of that kind ? 

Mr. Bropy. I do not know any instances of that kind. 

The CuarrmMan. Well, it is strange that the American Bankers Asso- 
ciation would say that. 

Mr. Bropy. You must remember, Mr. Chairman, that the American 
Bankers Association is composed of management, not public stock- 
holders, and, as I have pointed out, there is a conflict of interest between 
these groups. 

Yes; they would like to run the thing just to suit themselves. They 
don’t want independent directors coming in and supervising their 
activities. That is human nature. But these 500,000 public stock- 
holders, they don’t belong to the American Bankers Association or 
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American management associations; they are just public stockholders 
who just have their money invested. Their interest is altogether 
different. 

Now, in my own case, to be specific, I became a director of the Denver 
National Bank, as I said before, the second largest bank in Colorado. 
Why did I become a director in that bank? Because the public stock- 
holders were dissatisfied with certain policies of the bank and they 
wanted to have some representative be able to sit on that board of direc- 
tors and explain to those men what was wrong with the policy. 

I was elected. I appeared before that board, and the board accepted 
my interpretation and have changed their policy. I have gotten along 
very well with them. 

I have a letter from the president expressing appreciation for my 
services and hoping that I would continue to render my services 
because I have been a good influence on the bank. The bank has 
profited, because the public stockholders have had a voice and were 
able to use that voice in the right way, and policies were changed. 
They were outmoded. The members did not realize that until I 
had the opportunity, as a representative of public stockholders, to 
come before them as an equal and explain that to them. 

The CuHairman. Well, I think the aspect you stated should be 
considered, and I also think that the converse of that, you might 
say, the opportunity men have, by mandatory cumulative voting, 
have to get on the board and cause trouble. A bank is a very sensi- 
tive institution. There is no doubt about that. It is a little different 
from other corporations, and somebody who is on the inside who 
might be hostile to management might do great damage. I think 
both of those things should be considered. 

I admit that, on the surface, cumulative voting looks like the 
democratic process. But if the other evils outweigh that, that is a 
thing that should be considered. 

Mr. Bropy. There are no evils. Mr. Robertson, of the Federal 
Reserve Board, who was in active charge for many years of our 4,600 
national banks, has said that he had never seen a case where there 
was real abuse of this. But he has seen many cases where the person 
coming in benefited the bank, made them consider problems that they 
should have considered, and therefore the bank was benefited. 

The Cuatrman. The Comptroller of the Currency takes a different 
view. 

Mr. Bropy. The Comptroller of the Currency represents manage- 
ment. I am speaking for public stockholders, whose function it is 
to supervise management, under the law. 

The CuarrmMan. We will call the roll under the 5-minute rule, 

Mr. Brown, do you have any questions ? 

Mr. Brown. Your main concern, I believe, Mr. Brody, is that you 
want to retain the cumulative-voting rule? 

Mr. Bropy. That is one of the basic things. It is a real, basic 
revision, Congressman Brown. 

Mr. Brown. Who is president of your bank now? 

Mr. Bropy. Mr. Stewart Cosgriff is president of my bank. 

Mr. Brown. Well, your president appeared, I believe, last year, 
before this committee, on cumulative voting, and he was against the 
present law, as I understand it? 
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Mr. Bropy. Yes, at that time he was against it. He testified 
against it, Mr. Brown. 

Mr. Brown. Is the bank still against it ? 

Mr. Bropy. I can’t say what the position of the bank is. They 
have not taken any action one way or another. It has never been 
discussed in the board, and it has never been brought up. But I 
would like to read you a letter that I have received from the presi- 
dent of the bank, Mr. Stewart Cosgriff, the man who testified last 
year at the same time that I testified ; that is, in 1956. 

It is addressed to Maurice S$. Brody, 3100 Ohio Way, Denver. 

Dear Mr. Bropy: With each coming of Christmas, our thoughts naturally turn 
to those with whom we have had pleasant associations during the year. I ap- 
preciate the interest you have evidenced in the bank and its affairs, and I am 
sure I can continue to count upon this in the future. 

With best wishes for the holiday season to yourself and your family, I am, 

Sincerely, 
STEW ART. 

This is from Stewart Cosgriff, president of the Denver National 
Bank. 

Mr. Tatie. Mr. Chairman, that was a Christmas greeting, was it 
not ¢ 

Mr. Bropy. That was a Christmas greeting letter, yes. 

Mr. Brown. I notice that Mr. Stewart Cosgriff said, among other 
things, that— 
the cumulative voting provision is used by someone generally who wants to get 
something out of the bank. It gives him a purpose to serve other than the best 
interests of the bank. I would like to give you a few examples for the record. 

And he gave those examples. 

Mr. Bropy. Whois that said by, Mr. Brown ? 

Mr. Brown. Mr. Kugler. 

Mr. Bropy. That was said by Mr. Kugler, a former president of 
the Denver National Bank. He is no longer president of the Denver 
National Bank. 

Mr. Brown. He isstill a director ? 

Mr. Bropy. Yes; Mr. Cosgriff is the present president of the Denver 
National Bank. 

Mr. Brown. What office does Mr. Kugler have in the bank now ? 

Mr. Bropy. He is just a director. He is not associated as an officer 
any more. 

Mr. Brown. The bank did go on record as against the present law 
last year ? 

Mr. Bropy. Mr. Kugler and Mr. Cosgriff did, as officers. The bank, 
by the board of directors, to my knowledge, never did. But they, as 
officers, did. 

Mr. Brown. That isall, Mr. Chairman. 

Mr. Bropy. But that was before they had the opportunity of my 
working as a director with them. 

The Cuatrman. Dr. Talle. 

Mr. Tatie. Mr. Chairman. 

May I ask, Mr. Brody, if any banker in the State of Iowa has 
given you authority, or requested your service, to make a statement 
here for any bank in my State @ 

Mr. Bropy. No, Congressman Talle. No one has. 
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Mr. Taiz. I may say that, according to my information, every- 
body in the banking business in Iowa who is affected by this proposed 
provision, is in favor of this provision of the bill, and I wanted to 
make it clear in the record that it is the unanimous opinion in my State 
that this provision should be enacted. 

Mr. Bropy. That is of management, is it not? The banker, as 
president or officer of the bs ank—you see, it is necessary to distinguish. 
You will find the managements, the presidents—don’t you under- 
stand, the independent director comes in, he comes in for the purpose 
of supervising these managers. Of course, every manager would be 
against it. Who wants an independent director to come in and super- 
vise his activities? But it is basic with our national banks. We need 
these people to supervise the activities of the managers. Of course, 
all these managers will be for it. If you were a manager, if I were a 
manager, | would probably be, too. Because nobody wants to have 
anybody come in and supervise their authority, and that is what the 
function of the independent director is. There is a conflict of inter- 
ests there, very clear. So it means really nothing that the manage- 
ment is for it. Sure, management is for it. But the public stock- 
holders are not for it. They have got $10 billion invested. They 
want to have their investment supervised. They don’t want to lose 
that right so that they can’t do a thing, if it is necessary to do some- 
thing. To have the door closed in their face— 

Mr. Tatux. [ would say, in answer to that, Mr. Brody, that I know 
a lot of bank directors and other stockholders better than I know the 
managing officials of those banks, and there isn’t one of them who has 
ever opposed this provision, and everyone who has talked to me and 
written to me about it is in favor of the provision. It is an American 
right to have a choice, and that is all that is proposed here, to have a 
choice. Each bank can choose what he wants to do with reference 
to it. 

Mr. Bropy. But, Congressman Talle, there will be no choice, if 
mandatory cumulative voting is repealed, there will be no cumulative 
voting any more, because the bankers don’t want it, and they have 
absolute control of the votes. They send out blank proxies, and it has 
gone out the window, unless it is mandatory. 

It is either mandatory or it means nothing, where the majority can 
cancel it out. You won’t have any cumulative voting unless it is 
mandatory. That is elemental. 

Mr. Tate. Well, I will say, Mr. Brody, that I fail to understand 
why this bothers you so much. 

Mr. Parman. Mr. Brody, you have brought out several other points 
in addition to that one. Iam sorry more attention hasn’t been given 
to them, particularly the points about the issuance of preferred stock, 
and about stock-purchase options by management. I believe you also 
had an important point about the merger provision. I think your 
comment on the merger provision is unanswerable. In other words, 
we are “swapping” for unknown language, which has never been 
defined by the courts—and it will put us all in confusion for 15 or 20 
years — it has been defined by the courts—language that has 
already been defined by the courts, where we know what it is and 
know what the courts will hold. 
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It occurs to me that your criticism there is certainly well founded. 
On the preferred stock matter, it is so written in this bill that if they 
issue preferred stock and pay interest on that preferred stock, as they 
will, that will be tax deductible for income-tax purposes, will it not? 

Mr. Bropy. To the ordinary individual, Congressman Patman, it 
would be subject to—it would be a dividend. It “wouldn’t be interest, 
but would be a dividend and would be taxable. 

Mr. Parman. Well, let me read you subsection (C) of section 21, 
which says: 

For the purposes of this section the term “net profits’ shall mean the re- 
mainder of all earnings from current operations, plus actual recoveries on loans 
and investments and all other assets, after deducting from the total thereof all 
current operating expenses, actual losses, accrued dividends on preferred stock. 

Now it looks as if they would get a tax deduction on it, does it 
not ? 

Mr. Bropy. I really am not competent to pass on that point, Con- 
gressman Patman. 

Mr. Parman. But if they have preferred stock, shouldn’t it be 
the same category as common stock with respect to dividends ¢ 

Mr. Bropy. I would think so. 

Mr. Parman. You would think so. Of course. 

Now as to stock purchase options by management, you have brought 
out one point here that no one else has brought out, and I am per- 
sonally obligated to you for it, and that is to show the distinction 
between the interest of management and the interest of directors and 
stockholders. 

In other words, on one side, you say, is management, and on the 
other side are the directors and stockholders; is that right ? 

Mr. Bropy. That is right. 

Mr. Parman. And you show where it is in their interest to do cer- 
tain things that are not in the interest of the directors and stock- 
holders ? 

Mr. Bropy. That is right. 

Mr. Parman. You mentioned in your statement about the banks 
being able, under one of these provisons, to borrow from other banks 
to the amount of 21% times their capital stock. Mr. Robertson said 
that would be a bad thing because it would permit them to go outside 
of the Federal Reserve System, and they would lose control. 

But don’t we have the same situation today? If you will notice the 
morning papers, you will find that Federal funds in New York yester 
day were 114 percent. Now, Nn Federal funds, as fixed by the Federal 
Reserve Board, the rate is 234 percent. And there you have Federal 
funds down to 114 Souiee The only reason it can be that way is 
because bankers are permitting other banks to use their funds; isn’t 
that right ? 

Mr. Bropy. Yes, sir. 

Mr. Parman. So hasn’t it gotten out of hand already—banks 
one section of the country are letting banks in another section of the 
country use their reserves, and doing it for a fee; is that right or 
not ? 

Mr. Bropy. I think so. 

Mr. Mumma. Mr. Chairman, will Mr. Patman yield ? 

Mr. Parman. I yield. 

Mr. Mumma. Are Federal funds this call money ? 
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Mr. Parman. I am talking about reserve funds. The Federal funds 
I am referring to are the funds used for reserves, upon which they 
may expand an average of 6 to 1 under the fr actional reserve system. 

I have to meet an appointment and I can’t be back here before 12. 
Would you advise me, please, what is contemplated by the committee 
for the rest of the d: ay and Monday? Because I ama “little concerned 
about that. 

The Cuatrman. I think we have six witnesses today. That is the 
reason I want to expedite it. 

Mr. Parman. Can’t we meet this afternoon ? 

The Cuamman. If we can’t get through this morning we will meet 
this afternoon. 

Mr. Parman. What about Monday ? 

The CuarrMan. No; we will not meet Monday. 

Mr. Parman. Very well. That is all, Mr. Chairman. 

The Cuatrman. Mr. Kilburn, 

Mr. Kiisurn. I think any questions that I ask can be answered 
very briefly, Mr. Brody. This bill does not do away with cumulative 
voting. All it does is allow the bank itself to decide whether or not 
they want cumulative voting; isn’t that correct ? 

Mr. Bropy. From a practical standpoint it does away with cumula- 
tive voting. 

Mr. Kinpurn. Isn’t that correct ? 

Mr. Bropy. It permits something that banks are not going to do. 

Mr. Kinsurn. It does permit them to have cumulative voting if 
they so desire ; is that correct ? 

Mr. Bropy. Yes, but— 

Mr. Kitpurn. Thank you. 

Mr. Bropy. But it doesn’t do that. 

Mr. Kitsurn. Does any stockholder have to sign a proxy if he 
doesn’t want to? 

Mr. Bropy. No. 

Mr. Kinpurn. Were you elected by cumulative voting? 

Mr. Brovy. I was elected the first year that I came in by cumulative 
voting, but the next 2 years the management endorsed me and cumula- 
ea voting was not the issue, especi: lly the last election. 

. Kitsurn. After they were licked the first time, they quit? 

vn Bropy. Yes, sir. 

Mr. Kitnurn. Now I would like to know, Mr. Brody, if you would 
be willing to tell me, sir, what is your business aside from being a 
director of the Denver National Bank? 

Mr. Bropy. I am an investor. I make personal investments. I 
have been doing that ever since I poll rend from the University of 
Chicago in 1923, and got my bachelor’s degree in finance and admin- 
istration. 

Mr. Kinpurn. I am not Jus clear. Do you invest your own funds 
or do you invest for others ? 

Mr. Bropy. My own funds and my family’s funds. 

Mr. Kinrpurn. Exclusively ¢ 

Mr. Bropy. Yes, sir. 

Mr. Kinsurn. That is all, Mr. Chairman. 

The Cuatrman. Mr. Multer. 
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Mr. Mutter. Mr. Brody, I think yours is one of the finest and most 
comprehensive statements that has been presented to this committee. 

The Cuarrman. Will you speak a little louder, Mr. Multer? 

Mr. Mutter. I say, Mr. Brody, that your statement, I think, is one 
of the finest and most comprehensive statements presented to this com- 
mittee thus far. 

Mr. Bropy. Thank you, Mr. Multer. 

Mr. Mutter. On this subject. And I think it comes from a source 
that has no interest in self-aggrandizement or greed or hunger for 
power, or for the control of money. 

In your statement, Mr. Brody, you have covered many important 
phases of the bill. With reference to cumulative voting, is it not a 
fact that this very man who is no longer president, who was the presi- 
dent of the Denver National Bank, who opposed your election origi- 
nally, probably could not be elected a director today, except for cumu 
lative voting ? 

Mr. Bropy. In this case, he was elected by the management. 

Mr. Mutter. After he retired as president / 

Mr. Bropy. After he retired as chairman of the board, yes. 

Mr. Mutrer. So he is management’s representative on the board, 
and they have nominated him ? 

Mr. Bropy. Yes. 

Mr. Motrer. [f he had not been nominated by management, am I 
not right that except for cumulative voting he could not have been 
elected ? 

Mr. Bropy. That is correct. 

Mr. Kirsurn. Mr. Chairman, would the gentleman yield? 

Mr. Parman. Surely. 

Mr. Kitpurn. I wish you would ask him if he was elected by a 
majority of the shares. 

Mr. Parman. Of course he was elected by a majority of the shares, 
because he was management’s nominee. 

Mr. Mctrrer. My point is, if he were not management’s nominee, 
and tried to get elected to this board on his own, he could never retain 
membership on the board except by cumulative voting. 

Mr. Bropy. That is right. 

Mr. Kiteurn. I don’t see how he would know that, or anybody else. 

Mr. Parman. I think if you just analyze the voting that took pl: ce, 
you would see it very quickly. 

The CuatrmMan. Let’s proceed. 

Mr. Bropy. No one can get on any other way, if you don’t have 
mandatory cumulative voting. 

Mr. Mutter. The situation, boiling it down to its simplest terms, is 
just this: If you allow the stockholders to decide on whether or not 
they will have cumulative voting, 51 percent of the stock can say yes 
or no; isn’t that so? 

Mr. Bropy. That is right. 

Mr. Mcvrer. And if 51 percent of the stock says “No,” the 49 per- 
cent can’t have as much as 1 member of a 25-man board; that is 
correct, is it not ? 

Mr. Bropy. That is right. 

Mr. Mctter. Do you know of any instances where cumulative vot- 
ing has been given to bank stockholders voluntarily ? 
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Mr. Bropy. At the inception—I know in my own State, a bank wa 
organized, and in order to attract capital, they could not have we 
tracted capital, even, if they didn’t have the cumulative voting pro- 
vision, but in order to attract ‘apital, they inserted the cumulative 
voting provision. 

Mr. Mutter. Was that a State bank? 

Mr. Bropy. It was a State bank. 

Mr. Mutter. I see. 

Mr. Bropy. But any time the majority just takes and throws it out, 
they do it for a purpose, when they need it, but when they don’t need 
it any more, out it goes. 

Mr. Mutrer. Now the record before this committee, both last year 
and this year, and the record on the Senate side and the statement 
of the Comptroller, is that there is no provision in any bylaw of any 
national bank that has come under the supervision or direction or 
notice of the Comptroller of the Currency, that has a provision in 
the bylaws for cumulative voting. So that if you now take out of 
this law the requirement that national banks must permit cumulative 
voting, you could not have cumulative voting in any national bank 
in the count ry until they ameded their bylaws; is’t that so? 

Mr. Bropy. That is right. 

Mr. Mvutrer. Do you think there is a possibility of any national 
banks so amending their bylaws? 

Mr. Bropy. I don’t think so. 

Mr. Mutter. 51 percent of the stockholders of a national bank will 
not vote for cumulative voting if we take it out of the law ¢ 

Mr. Bropy. I don’t think there is a chance. 

Mr. Mutter. Now let’s get to the point of getting a bad director on 
the board; if he is one of the minority, elected by a minority of the 
stockholders by cumulative voting, he cannot become an officer or be 
put in any managerial position on the bank, or employed by the bank, 
unless a majority of the board is so willing; that is correct, is it 
not ? 

Mr. Bropy. That is absolutely true. 

Mr. Murer. Now assume, however, that he either gets into the 
confidence of the majority of the board, or gets into such a managerial 
or official position, or he is just a member of the board, and he does 
something wrong, viol ates a penal statute or just good business ethics 
are there not now in the statute provisions for the Federal Servs 
Board and the Comptroller to take steps to remove that man, and to 
tell the stockholders “This is a bad director, you cannot have him ? 

Mr. Bropy. Very definitely. 

The Cuarman. Mr. Mumma. 

Mr. Mumma. Are we under the 5-minute rule, Mr. Chairman ? 

The CuarrMan. Yes. 

Mr. Mutter. I am not going to object to the witness being taken, 
but I want the record to show that other members have had the wit- 
ness more than 5 minutes. I yield the witness. 

The Cuairman. I think you are mistaken about that, Mr. Multer. 
I don’t think any other member has had the witness more than 5 
minutes. 

Mr. Mourer. If I have made a mistake I apologize. 

The Coarrman. Mr. Mumma. 
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Mr. Mumma. Mr. Brody, do you know how a bank director’s job is 
chosen? You don’t walk along the street and pick up anyone you can 
get, do you? What would be “the qualifications to elect a director in 
your bank ? Would he have to be an expert on banking ? 

Mr. Bropy. In many cases banks will place on boards people who 
can help them in the banking business, primarily in order to get more 
deposits. 

Mr. Mumma. Good citizens who are able to do the bank some good ? 

Mr. Bropy. That is right. 

Mr. Mumma. Inthecommunity ? 

Mr. Bropy. That is right. 

Mr. Mumma. Wasn’t this Colorado or Denver trouble stirred up 
over this man who was in apparent control of the bank, keeping the 
dividend rate down when it was normally going up, or should have 
gone up ‘ 

Mr. Bropy. At that time that was one of the primary issues. The 
stockholders felt that there wasn’t a sufficient payout, that the dividend 
had been kept unduly low, over a number of years, and there was con- 
siderable dissatisfaction. They just wanted a normal average payout. 

Mr. Mumma. Even though the bank was becoming stronger every 
day, and had more assets to loan out to people—in this day and genera- 
tion that seems to be the trouble with most banks; doesn’t it? That 
is, Where they merge and do things to increase their ability to loan 
money ‘ 

Mr. Bropy. After all, we do have to strike a happy medium in all 
these things. 

Mr. Mumma. And you think this is an unhappy one? 

Mr. Bropy. The feeling was that the payout wasn't sufliciently large. 
At least that was the feeling among the stockholders. 

Mr. Mumma. These people could have been classified as not being 
much interested in the bank continuing to be in a position to earn 
money; they wanted theirs every year, regardless of the situation in 
the bank ? 

Mr. Bropy. Well, we must realize, Mr. Congressman, that that is a 
question of policy, and the only thing the stockholders wanted to have 
was a voice and an opportunity to state their position, and feeling that 
the directors of the bank were reasonable men, and if they could be 
shown that the stockholders felt that the payout was small, they would 
come around and make that correction, which proved to be the case, 
because that is what happened. That was a reasonable way of bring- 
ing their interests before the board of directors. That is the only way 
they have. 

The Cuarrman. Mrs. Sullivan. 

Mrs. Sutuivan. Thank you, Mr. Chairman. 

Mr. Brody, you have stated your opposition to provisions in this 
bill in a most effective and clear manner, and I am glad to have heard 
your testimony and your arguments. I have no particular questions 
to ask of the witness, Mr. Chairman, so I yield my time. 

The Cuatrman. Mr. Hiestand. 

Mr. Hiestanp. No questions, Mr. Chairman. 

The Cuarman. Mr. Breeding. 

Mr. Breepine. Thank you, Mr. Chairman. 

Mr. Brody, I agree with Mrs. Sullivan, that you have made a very 
clear statement, and I enjoyed being here because I believe you are 
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the first witness that I have heard that is in direct opposition to this 
bill. 

I have a problem in my district. A minute ago I understood you 
to answer Mr. Spence that you hadn’t heard of any bad cases in regard 
to mandatory cumulative voting. I would like to read a portion of 
this letter to you and ask you why. 

This man says: 

At the annual meeting of our stockholders this month, the head of a com- 
peting bank, by cumulating votes, reelected his son a director of our bank, 
again creating a most awkward and embarrassing situation for us. It is es- 
pecially so in our case since it is the announced intention of this one stock- 
holder to be as harmful and injurious to the bank and other stockholders as he 
possibly can. 

Then, further on in his letter he says: 

It seems to us that Congress should give some protection to the rest of our 
stockholders and those of other banks in similar situations, by making cumu- 
lative voting permissive, instead of mandatory, especially when it is the avowed 
interest of one stockholder to injure the bank and the remaining stockholders 
as much as he possibly can. 

This letter is signed by the president, C. B. Fullerton, the First 
National Bank of Medicine Lodge, Kans. 

Mr. Bropy. I think the answer to that, Congressman, is that there 
possibly needs to be some regulation. Maybe a provision should be 
put in that, where there is a close interest, that that person isn’t 
qualified. 

But because there happens to be an isolated case here and there 
doesn’t mean anything. You can take the finest of principles, and 
you can find where there are certain abuses in certain isolated cases. 
But here we have a principle that is tremendously important, that is 
basic to the very life of the country. If there are isolated cases, there 
should be regulations to take care of them, but we should not outlie 
the whole principle because there happens to be an isolated case here 
and there. And my point is this: that there should be regulation. 
The Federal Reserve Board, under those circumstances, should be 
given the power, where they find a conflict of interest between banks, 
to not ce a director to come in under those circumstances. 

But it is a far cry to jump from that and say “Well now, we are 
going i: take and chuck out the whole principle, because we have 
found a case where it just doesn’t work.” 

Mr. Breeptne. That may be true, but I have many banks in my 
State, and most of them—in fact, I expect 95 percent of them, have 
endorsed S. 1451. You are inclined to be completely against this 
S. 1451; isthat true? 

Mr. Bropy. There are many provisions in there—you are speaking 
of the whole bill? 

Mr. Breepine. Yes, sir. 

Mr. Bropy. There are many provisions in there which tend to bring 
about concentration of power, by removing these different safeguards. 
This bill is made up of two things. It is made up of a lot of technical 
changes, and then, more importantly, there are some real substantive 
changes. 

Now, my though is directed against these substantive changes. We 
are changing the character of our national banking system, under 
the guise of technical changes. That isn’t good. If this bill wanted 
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to concern itself with technical changes, fine and good. But what 
has been done is that many very basic and substantive changes are 
being made in this bill, and where those changes are made it has 
resulted in making this a bad bill. 

Mr. Breeprne. I am glad that you pointed out some of these safe- 
guards that we, as members, can be on guard for. 

Mr. Bropy. The technical changes may be fine. But if they didn’t 
go a step further, and they changed the character of our national 
banking system, changed it from a ood banking system—and I believe 
these safegu: irds, by being removed, would create m: inv dangers which 
we would be sorry for. In other words, we would be geiting very 
much back to the condition we had in the twenties, when management 
had an iron-tight grip on the banks. Look what happened in the 
twenties and thirties. We had to revise our whole system. 

Now we have revised them and now we want to go back to those 
days again. That, in my opinion, is grossly wrong, and the Congress 
should | never do this, because the system has functioned very well for 
the last 25 years. It has grown and prospered. We have become a 
great country. We couldn’t have become great unless we had great 
national banks. And to go back to those days would be a mistake 
of the first magnitude. 

Mr. Breepine. Thank you, Mr. Brody, for your intelligent discus- 
sion. 

That is all, Mr. Chairman. 

The Cuatrman. Mr. Henderson. 

Mr. Henperson. Mr. Brody, who is behind this sinister plot to 
get the concentration of banking power in the hands of management? 

Mr. Bropy. I wouldn’t say it isa sinister plot. It is a certain march. 
A lot of things we do in our system are done not necessarily with a 
sinister plot. 

Mr. Henpverson. Who wants this done? 

Mr. Bropy. The professional bankers want this done. It will give 
them much greater control over our banking system. 

Mr. Henverson. Wherein does the interest of the shareholder and 
the interest of the management of banks oe as you say it does? 

Mr. Bropy. It differs. The shareholder is looking primarily for 
protection and the safety of his Srenuaens: The bank manager 
wants to be in undisputed control of his bank. There is where you 
have the conflict of interest. Banks are fiduciary operations. We 
have got to have a high degree of supervision there, and therefore, 
in order to protect the public stockholder and the de -positor, we have 
devised a certain dual system. 

Mr. Henperson. Well now, may I interrupt there? The depositor 
and the share Pan have different interests, have they not? 

Mr. Bropy. I don’t believe they have different interests. I think 
basically their interest is the same. They are interested in the safety 
and protection, whether they have their money in the bank as an in- 
vestment or as a saving. 

Mr. Henverson. Do you feel that management has an interest 
which is adverse to that of a depositor of a bank ? 

Mr. Bropy. To a certain degree there is a conflict of interest. I de- 
voted a special part of my statement to that. There is a very definite 
conflict of interest. It is the interest of management to get as tight 
and as fast a control on the banking system as he possibly can. The 
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management associations are made up of bank managers. They are 
not made of public stockholders. 

Mr. Henverson. But management, in gaining strength for its 
bank, is safeguarding the interests of the depositors; is that not so? 

Mr. Bropy. They are put in a position where they remove the 
checks and balances, and that is what is wrong. We have to have 
checks and balances, and it is through mandatory cumulative voting, 
and these other devices, that we have them. Now, management is 
opposed to having this supervisory system. It is human nature. No- 
body wants to have checks and balances against him, and that is what 
we have. And that is why management is opposed to the interests 
of stockholders, and there is a natural clash of opinion in that respect. 

Mr. Henperson. Well now, you came into the banking picture, as 
I understand it, because the dividends being declared were not high 
enough. Wasn’t the fact that the dividends remained in the bank 
of great interest to the depositors, because it strengthened the bank ? 

Mr. Bropy. Well, again, we come back to— 

Mr. Henperson. Did it help management ? 

Mr. Bropy. Well, again we come back to having—arriving at a 
compromise. What is right? A certain amount should be paid out 
in dividends. The bank should be built wp. And you have to com- 
promise these different thoughts. 

Mr. Henprrson. Do you know of a compromise between the posi- 
tion in which Mr. Breeding’s constituent finds himself, and the posi- 
tion that you would advocate / 

Mr. Bropy. Yes; there is a very definite compromise—by rules and 
regulations. Give the Federal Reserve Board the power to make sufti- 
cient rules to eliminate a situation such as he has suggested. But the 
Federal Reserve Board is without question, on record. Mr. Robertson 
and Mr. Martin are unquestionably on record that mandatory cumula- 
tive voting isa good thing. If there are abuses, give them the power 
to check it. They can do it. Don’t chuck the whole thing because 
of 1 or 2 abuses. 

Mr. Henperson. I have no further questions, Mr. Chairman. 

The Cuarrman. Mr. Chamberlain. 

Mr. CHAMBERLAIN. No questions, Mr. Chairman. 

The Cuarrman. We have seven more witnesses to hear, and I have 
invited these gentlemen to come here because I want to give them an 
opportunity to speak against cumulative voting. Ithink most of them 
are against it. But if we don’t expedite matters, they won’t be heard 
today. 

I ask the committee to cooperate to see if we can hear these other 
witnesses. Without objection, I will call the next witness. 

Mr. Murer. Mr. Chairman, I would like to ask some questions of 
this witness. I will cooperate with you to the fullest extent possible, 
but I would like to ask this witness some further questions. I will 
cooperate so that you can hear all the witnesses here today, but I would 
like to ask Mr. Brody some additional questions. 

Mr. Brown. Will you yield, Mr. Multer? 

Mr. Mutter. I yield. 

Mr. Brown. If the other witnesses are along the same line, how about 
allowing them to read their statements, and then we can ask them all 
questions. 

The Cuarrman,. Well, we can do that. 
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Mr. Mutter. I have no objection to that, provided it is not going to 
deprive me of an opportunity to question them. 

The Cnarrman. All the other witnesses may read their statements, 
and then they will be subjected to interrogation. 

You were very much interested in this aspect, and in that way we 
will assure them getting their statements in. If we don’t do that, there 
is a chance they might not get in. 

Mr. Mutter. I have no objection to that being done, provided I will 
not lose the right to ask them any questions. I think this witness’ 
statement is the most comprehensive we have had on the subject, and I 
would like to ask him some questions. 

Mr. Bropy. It would be very helpful, Mr. Chairman, if Mr. Multer 
could ask me the questions, because I leave on a plane real soon. I live 
2,000 miles away, and my wife isn’t well, and I do need to get back. So 
if it would expedite matters—and let me get out early, I would appre- 
ciate it very much. 

Mr. Brown. My suggestion was that the members could ask ques- 
tions after the witnesses had read their statements. 

Mr. Mutter. I want to finish with this witness before any other wit- 
nesses are called. 

Mr. Mumma. What time does your plane leave? 

Mr. Bropy. Early this afternoon. 

The Cuatrman. We will let the other witnesses read their state- 
ments. I think that is the only way. 

Mr. Mutter. Mr. Chairman, I ask permission to finish my question- 
ing of Mr. Brody, so that Mr. Brody doesn’t have to wait around until 
the other witnesses have testified, so that he can make his plane. 

The Cuatrmin. How long will you be? 

Mr. Mutter. I will be as brief as possible. T don’t think T have 
too many questions. I surely can finish with him by 12 o'clock, and 
it is now a quarter to 12. 

The CHARMAN. We will recognize the gentleman for 5 minutes. 

Mr. Mvtrer. Mr. Brody, with specific reference to the matter of 
the First National Bank of Kansas, that was referred to, there are 
provisions in the statute, and the regulations today, against any 
member of a board getting mixed up in any kind of a situation where 
there is a conflict of interest, either between himself and the bank, 
or between his bank and another bank: is there not ? 

Mr. Bropy. I believe the board has that power. T know they have 
power to remove a director for cause. 

Mr. Mutter. As a matter of fact, vou are not advocating that a 
situation such as has been called to your attention a moment ago, in 
the First National City Bank, is a good situation ? 

Mr. Bropy. No. 

Mr. Mutrer. Where the son of a president of one bank joins the 
board of a comneting bank ? 

Mr. Bropy. No. 

Mr. Motrer. But if that is a bad situation, as I think we can easily 
contemplate it might be—not necessarily is, but might be—that can 
be corrected ? 

Mr. Bropy. Yes. 

Mr. Moutrer. And if the law is not sufficiently precise on the sub- 
ject, or the regulations are not, we should change the law or the regu- 
lations to prevent such a bad situation ? 
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Mr. Bropy. That is right. 

Mr. Mutrer. On the other hand, I don’t know what the situation 
is in this particular instance, but there are many instances where sons 
have differed with their fathers and gone out to compete with their 
fathers in the same business; brothers have done it too. Isn’t that so? 

Mr. Bropy. Yes. 

Mr. Muvrer. If this is competition between father and son, it is 
not a bad situation, but if it is actually a situation where the father 
is sending the son into a competing organization to get confidential 
information, then it is a very bad situation ? 

Mr. Bropy. That is right. 

Mr. Mutrer. Am I right / 

Mr. Bropy. And it should be referred to the Federal Reserve 
Board, and they can take care of it. 

Mr. Murer. And they should take action under the existing 
statute ¢ 

Mr. Bropy. That is right. 

Mr. Muurer. As a matter of fact, every director of a bank must 
take an oath that he will properly and fully discharge his duties and 
will not engage in a conflict of interests or any bad ethical practice ; 
isn’t that. so/ 

Mr. Bropy. That is right. 

Mr. Mutrer. And there are criminal statutes that apply to such 
a situation, as well as civil statutes, for damages, where a director 
of a bank may violate his duty to the bank and carry confidential in- 
formation to a competitor, or to the outside world; that is so, too, 
is if not! 

Mr. Bropy. That is right. 

Mr. Mutter. Now let us go on for a moment to the next phase of 
it. You told us that one-third of the Nation, or 16 States, require 
cumulative voting by State statute ? 

Mr. Bropy. Mandatory cumulative voting. 

Mr. Mutrer. So with that situation, in those 16 States, if we now 
take cumulative voting out of the law as a mandatory provision of 
the national statute, we give an incentive to the State banks in those 
States to go out of the State system and into the national system 
where there is no requirement that the bank have cumulative voting; 
am I right 

Mr. Bropy. Yes. 

Mr. Murer. Under the law today they can convert back and forth; 
isn’t that so? 

Mr. Bropy. That is right. 

Mr. Murer. On the preferred-stock situation, if preferred stock 
should be authorized, preferred stock invariably, in addition to giv- 
ing a preference for payment of dividend, also gives a preference in 
liquidation, so that if there are not enough assets to go around, the 
preferred stockholders get theirs first ? 

Mr. Bropy. That is right. There might not be anything left for 
the common stock. 

Mr. Mocrer. And that will put a premium or additional incentive 
for the common stockholders to get out of the bank. They no longer 
have the protection of an equal share of dividends, they no longer 
have the protection of sharing equally in liquidation, and there is no 
incentive or reason for them to stay in the bank as stockholders? 
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Mr. Bropy. That is right. 

Mr. Motrer. And that also would lead to concentration of the 
money in the hands of the few, as well as the control of the banks? 

Mr. Bropy. There is no question about it. 

Mr. Mutrer. Aside from the question that Mr. Patman raised 
about deduction of the dividends on preferred stock as a tax deduc- 
tion, assume that we were going to repeal that section, so as to give 
the preferred stockholder—to put the bank on the same basis as 
others—because that provision was put in, having in mind that RFC 
owned the preferred stock, so if we take that out, the bank is at a 
disadvantage in competing with a bank that borrows money for 
capital on debentures. Because if the bank borrows the money, the 
interest is pays is a tax-deductible expense, while the dividend is 
not. That is ordinarily the rule. With a preferred-stock provision 
in the statute, the borrowing bank would get that additional ad- 
vantage; am I right ? 

Mr. Bropy. That is right. 

Mr. Mutrer. In your own bank, the Denver National Bank, after 
your election to the bank directorate by cumulative voting, was pub- 
lic confidence strengthened in the bank—is that right 

Mr. Bropy. That is right, without any question. 

Mr. Murer. Did the deposits of the bank increase / 

Mr. Bropy. They did for the first year, but in the last couple of 
years there has been an equalization. Some of the bank’s deposits 
increased and others have not. 

Mr. Mutter. How about the number of customers, and the loans 
you make; has there been an increase there ? 

Mr. Bropy. I think that has stayed about on a level. I don’t think 
there has been a big change. 

The Carman. Mr. Multer, you have used your 5 minutes. 

Now without objection 

Mr. Murer. Not without objection, Mr. Chairman. I am yielding 
the witness because the chairman has directed me to do so. But I 
object to yielding the witness. 

The CHatrmMan. We are glad to have your views, Mr. Brody, and I 
am sure they will be considered by the committee. 

Mr. Bropy. I appreciate your courtesy. 

The Cuamman. To make sure that the rest of these witnesses will 
be called today and will have an opportunity to be heard, I suggest 
that they read their statements, and the interrogation will be along 
the lines as has been directed to Mr. Brody, and they may be interro- 
gated after their statements are read. 

Mr. Murer. Mr Chairman, does that mean we will have 5 minutes 
as to each witness, or 5 minutes as to all of the witnesses ? 

The Cuarrman. You can have 5 minutes for each one. I don’t care 
about that. Let’s get their statements in, first, and then we will call 
the committee under the 5-minute rule, and if there are additional 
questions, you may have additional time. 

Call the next witness. 

The Cierk. Mr. George Highley, Mr. Lewis Gilbert, Mr. F. W. 
Kravigny. 

Mr. Chairman, I told Mr. Kravigny that there would be an after- 
noon session, and that he would be given the opportunity to be heard 
during the afternoon session. : 
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The CuarrMan. That is all right. 

The Cierx. Mr. Seaborn J. Flournoy in the room ? 

Mr. Murer. Are those the only witnesses listed for today, Mr. 
Chairman ¢ 

The Cuarrman. There are some others. 

The Cierk. The other witnesses for today will be testifying on dif- 
ferent points than these witnesses. 

The CrarrmMan. These witnesses are all on cumulative voting. 

Identify yourself and proceed with your statements without inter- 
ruption, gentlemen, in order that you may have an opportunity to be 
heard. 

Mr. Fiournoy. Seaborn J. Flournoy, of Portsmouth, Va., a Ford 
dealer and an investor. 

Mr. Hicuiry. I am George Norman Highley, of Malvern, Pa. 

Mr. Gitpert. I am Lewis D. Gilbert, a permanent stockholder, 
owning many shares of stocks in many banks. 

The Cuarrman. You may proceed. Gentlemen, have you a joint 
statement 4 

Mr. Fiournoy. I have no joint statement with anyone, sir. I came 
at your invitation. 

Mr. Hicuiry. We have separate statements, Mr. Chairman. 

The CuarrMan. You may read your statements. 

Mr. Hieuitry. Thank you, Mr. Chairman, and members of the com- 
mittee. I will proceed first. 


STATEMENT OF GEORGE NORMAN HIGHLEY, STOCKHOLDER, DI- 
RECTOR, AND VICE PRESIDENT OF THE NATIONAL BANK OF 
MALVERN, MALVERN, PA. 


Mr. Higuiry. My name is George Norman Highley, of Malvern, 
Pa. Iam a stockholder, director, and vice president of the National 
Bank of Malvern, Malvern, Pa. I am here today in no official capacity. 
I am here to register my opposition to the proposal which would elimi- 
nate the opportunity of mandatory cumulative voting by stockholders 
at meetings of stockholders of national banks. I believe that in so 
doing I am speaking on behalf of stockholders throughout the United 
States because if this proposed bill is passed many stockholders will 
be unable to have representation on boards of directors of national 
banks. 

It is a misnomer to refer to this bill as a permissive bill. Cumulative 
voting under this proposed bill is permissive only when the articles 
of association of the bank so provide. How many banks have articles 
so providing? Even if many banks have articles providing for cumu- 
lative voting, what protection under this bill is given to minority 
stockholders of banks which have articles which are silent on the 
question of cumulative voting? This is the important question which 
faces this committee, and there is no answer except a negative one. 

In order that my testimony may have any value, I must speak of my 
personal situation and position. There is no provision in the articles 
of association of the National Bank of Malvern in which I am a stock- 
holder and director and, since I do not represent 51 percent of the 
stock of the bank, I would not be able to get such a provision in the 
articles of association and consequently it would follow that I could 
not again be elected to the board. 
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[ could not be reelected to the board of the bank unless those holding 
51 percent of the stock cast their votes for me, if this proposed legisla- 
tion were to become law. That would be true even though my family 
and I are the unhypothecated owners of 40 percent of the stock of the 
bank. In my own right, I have 20 percent of the stock and I submit 
to this committee that with that holding I am entitled to representation 
on the 6-man board. 

Giving to those who have substantial minority interests as stock- 
holders a right to have representation on the board its the demo- 
cratic way. As has been stated, because we have a mapority of one 
party in Congress does not mean that all must be members of that 
party. In all walks of life, it has been dangerous to give power to 
one man or group of men, and in banking there is no exception. The 
inside embezzlements by officials have been too numerous and if the 
ofhicials by suggestion to stockholders are to choose all the directors, 
it is likely the criminal misappropriations will increase. We grow 
by hearing the opinions of those who differ from us and members of 
the boards of national banks are no exception. 

The American Bankers Association has testified in favor of per 

missive, so-called, cumulative voting because cumulative voting “gives 
a foot in the door to raiders and to disruptive opposition bringing 
dissension to board meetings.” To the American Bankers Associ- 
ation I reply that had it not been for cumulative voting, the raiders 
and the disruptive opposition at the National Bank of Malvern would 
have occupied all the seats on the board of directors. Before the 
American Bankers Association came to testify before this com- 
mittee, they should have paid us a visit at Malvern, and learned 
firsthand the seriousness of consequences of what they are 
endorsing. 

There seems to be continued expression on the part of the pro- 
ponents of this bill that speculators or those who are “self-seeking” 
currently acquire stock to benefit by the current provision of cumu- 
lative voting. I know of no such case, and it certainly is not true 
at the National Bank of Malvern, because at that bank “self-seekers” 
went around the countryside and bought up 51 percent of the stock. 
An effort was made to buy all the stock, but our f: umily, whose inter- 
est in the bank goes back to 1884, would not sell our shares. Thanks 
to cumulative voting, there were 2 seats on the 6-man board which 
those “get rich self-seekers” could not fill. Their main interest was 
to make a high dollar through merger or liquidation. Those first 
self-seekers have gone and in 6 year 51 percent of the stock changed 
hands 6 times to those who are not residents of the community and 
who unfortunately did not have the local community interests at 
heart. Two of the successive 6 stockholders lived 300 miles away. 
Obviously, the interest was in selling the stock and making a profit. 

If the bill as proposed now had been in effect, these profit seekers 
would have been able to elect a full board each time 51 percent of 
the stock changed hands, and there would have been no continuity 
on the board. 

There are in our family stockholders of the bank whose interest 
in the bank cannot be measured in dollars and cents; we are deter- 
mined that the bank shall remain an independent bank serving the 
people of the community as it has since 1884 when organized and 
when my father associated himself with the bank as its first cashier. 
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In our bank, the personal interest and intimate knowledge of the 
community has been a major factor in keeping the prosperity of the 
bank which has grown and continuously served the community for 
> ones PS “ “ y J 
its nearly 75 years of existence. We are proud of the fact that the 
National Bank of Malvern never closed its doors except in the Roose- 
velt moratorium and business holidays. 

We need your help at Malvern by leaving the present provision 
concerning cumulative voting. If you pass the proposed bill, you will 
make it possible for all seats on the board to be occupied by those 
whose primary interest is in selling the stock. ‘The representatives of 
the current owners of the 51 percent of the stock are gentlemen, but 
they are not local businessmen or residents. I submit to the Members 
of the House of Representatives that a seat on the board of directors 
of a national bank by substantial minority interests is a matter of 
right, and not a matter of grace. 

In the words of the joint statement of Senator Paul Douglas and 
Senator Joseph Clark in the report from the Senate Committee on 
Banking and Currency: 

There is a need in this country for more democracy in our corporate structure 
rather than less. Those controlling a corporation at any one time have through 
their inside position a strong headstart in perpetuating their control even though 
this may not be efficient or wise. Cumulative voting for directors is the only 
method of voting which assures minority stockholders some representation on 
boards of directors and some firsthand knowledge of what is going on. It does 
not enable the minority stockholders to take control, but only to have a voice 
in and to be apprised of the decisions that affect not only the stockholders but 
depositors and the community as well. * * * The adoption of the cumulative 
voting provisions in this bill would mean less democracy in our banking system, 
the perpetuation of management, and the exclusion of minority interests. It 
is bad legislation and should not be adopted. 

The CHatmman. Mr. Gilbert, you may present your statement, 
please. 


STATEMENT OF LEWIS D. GILBERT, NEW YORK CITY, A 
PERMANENT INVESTOR IN BANK SHARES 


Mr. Giueerr. My name is Lewis D. Gilbert, a permanent investor 
in bank shares. I stood before you 2 years ago to argue against the 
elimination of mandatory cumulative voting for bank stockholders 
and I did the same before the Senate committee last year. I have 
no desire to be repetitious. My testimony is unchanged, but strength- 
ened by the economic recession we are now going through, which I 
predicted a year ago on the floor of every bank meeting. I merely 
desire to recapitulate why I ask that the provisions of mandatory 
cumulative voting be maintained in the public shareholder interest. 

Mr. Laurence H. Armour, vice chairman of the board of the La- 
Salle National Bank of Chicago, in a public letter read on the floor 
of the Senate by the senior Senator from Illinois, with his express 
permission, summed up the case for keeping mandatory cumulative 
voting thus: 

I think this provision applied to banks as well as other corporate institutions 
has been a healthy thing. Under the new law the ownership of even 49 percent 
of a national bank could be entirely without representation on the board. In 
spite of the testimony of certain individuals and groups in the banking busi- 
ness—and this is the American Bankers Association—it is my firm opinion that 
the elimination of mandatory cumulative voting goes against the modern trend 
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in corporate thinking in this country, that all shareholders should have the 
right to be represented and to express themselves through their elected repre- 
sentatives in proportion to the size of their holdings. 

You have heard so many bankers speak for management legisla- 
tion that it is my duty to the shareholders I represent without charge 
at annual meetings each year, in addition to my own family holdings, 
to point out that we shareholders are also entitled to protection just 
as much as bank management and depositors. 

In an era of mergers I can think of nothing more dangerous than 
taking away mandator y cumulative voting. I agree completely with 
the views of the junior Senator from Ohio, who said that, if you do 
not heed the warnings, cumulated voting will return under far more 
drastic conditions. And at was an exbank director who came in after 
the things that happened 25 years ago, and he correctly warned, in his 
speech on the floor of the oan rte last year, that the financial wizards 
were around. So I plead with you now, as I pleaded with the bankers 
last year, not to pursue the tight money policy further—do not touch 

mandatory cumulative voting. 

The remedy against abuse is the simple one providing that a director 
may be removed from office by the board of governors s of the Federal 
Reserve Board upon a finding of unsafe or unsound practices. 
Strengthen this as you will, do not touch mandatory cumulative 
voting. 

You heard testimony today which shows, in my opinion, that it 
needs strengthening. Because the person who could do a think like 
Mr. Breeding pointed out before, will not stop there. He will go much 
further. Sostrengthen your provisions. 

I ask you to reread the remarks of the Senator from Illinois and 
the junior Senator from Pennsylvania, as noted in their great minor- 
ity report on this subject. I ask you, if you voted to take it aw ay when 
this committee last met, to do as the great Sen: itor from South Dakota 
has done, and reverse that vote. Said Mr. Case on the floor of the 
Senate: 

I voted wrong. I feel that when we are considering proposed legislation we 
have a responsibility to enact legislation which will make the banks operate 
successfully, but at the same time there is certainly a fiduciary relationship be- 
tween the bank and the community. If there is a question of a choice between 
preserving that trust relationship and ignoring it, the doubt so far as I am 
concerned will have to be resolved in favor of legislation which helps to make 
the banks good trustees of public deposits. 

This was all that I expected to say on cumulative voting. But 
yesterday, Thursday, apeneny 30, we had an incident at the Irving 
Trust Co., a State bank in New York, and I am reading from the 


New York Herald: 


There was a polite exchange between Mr. West, chairman of the board, and 
Mr. Gilbert, over the question of directors and cumulative voting. When Mr. 
Gilbert, arguing in behalf of a resolution he introduced for cumulative voting, 
said it would prevent a group of handpicked directors from running the busi- 
ness, Mr. West said he hoped Irving Trust board would always be handpicked. 

So much for the subject of cumulative voting. Now, I turn, with 
your permission, to the subject of options. There are other’ great 
defects in the present bill which do not afford the public shareholders 
adequate protection. Again, we have the right to be protected just 
as much as bank management. 
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I refer first to the option issue. Even Senator Robertson stated at 
the hearings on February 12, 1957: 

I have been astounded sometimes at what the officers of a corporation can 
get as a bonus in the way of a stock option. They get stock and unless it goes 
up they do not buy it. If they do buy it and do not want to hold it they can 
sell it after 6 months and take a capital-gains tax and it is a tremendous income 
for them. 

I might point out that you, the members of this House committee, 
do not get options, and we shareholders do not, so if we have to grant 
options let us at least strengthen it against speculation. The pro- 
vision which permits officers to get options at 85 percent of market 
or book value should be changed to 100 percent of market or book 
value, 

There should be a definite provision that options may not be sold 
until 2 years after exercise. American Express has put in such a 
provision. So has 20th Century Fox. It should be mandatory on 
any bank which allows options. It is not fair to ask that we owners 
take allthe risks. Let them take some too. 

Options dilute our equity so there is no real advantage unless there 
is an increase in proprietary interest, which can only be achieved if 
the stock is held, not sold immediately after 6 months. 

Finally there should be a provision whereby the option should not 
be cumulative. This is the one time I am not for something cumula- 
tive, if I may be excused for this light note. 

There should be no possibility of a “killing” by bank executives who 
fail to exercise their options until the last year and then suddenly 
cash in because some unexpected event has made the share valuable 
due to conditions having little or nothing to do with their incentive 
efforts as executives. 

In fact, the very case cited by the gentlemen this morning would 
be one of those things which could happen. Because they wanted to 
buy stock in his bank. 

I might point out that the Governor of New York recently vetoed 
a similar option bill in New York State banks. The least we can 
do here is to strengthen the option provisions, in the public share- 
holder interest. 

There is one further serious drawback in the present provisions of 
the Financial Institutions Act. And I am in constant correspondence 
with many of my fellow stockholders who think as we do on these 
things. There is no provision for the full disclosure contained in the 
kind of proxy material which owners of shares in listed corporations 
have, and which is also in the Fulbright bill, extending this protec- 
tion as is right to the over-the-counter stocks. Banks are not covered 
by the Fulbright bill. Full disclosure of holdings of the board, top 
bonus and salary payments, and top pensions should be made when a 
bank management asks for our proxies. 

We have the right to know. Why do you deny us this right? The 
Comptroller of the Currency takes no interest in us, unless the law 
requires it. His testimony showed that. Protect us with your might. 

Nothing is more important to the citizens of the United States 
than having more bank stockholders—not speculators, but permanent 
investors. Give us the protection we need and the investments many 
of us will make are bound to increase. This means strengthening the 
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financial-institutions bill, not weakening the rights of bank share- 
holders. 

And if I might, with the permission of the Chair, read a six-sen- 
tence telegram from Wilmar Soss, president of the ¥ ederation of 
Women Shareholders in American Business. 

The CHamman. Without objection. 

Mr. Giutpert (reading) : 

Please record on our behalf a strong protest against weakening mandatory 
cumulative voting rights in the financial institutions bill. We want share- 
holder legislation, not a means of self-perpetuating by entrenched management 
and listing of bank stocks. It is shocking. Banks can escape SEC and New 
York Stock Exchange regulations, and no real market is constantly maintained. 

I thank you for your courtesy. 

The Cuarrman. Thank you. 

Mr. Flournoy, you may make your statement now. 

Mr. Frournoy. Thank you. 


STATEMENT OF SEABORN J. FLOURNOY, PORTSMOUTH, VA., 
INVESTOR IN BANK SHARES 


Mr. Fiournoy. Mr. Chairman, gentlemen of the committee, I have 

no prepared statement, because I frankly did not intend to come be- 

cause of the notice that I received as to when my testimony was to 
take place. I had been ill with the flu, and returned to my oflice on 
Tuesday and found that a letter arrived on Monday morning telling 
me I was to testify, that I was to have 5 copies of my statement in the 
the hands of this committee 48 hours before presentation, which was 
obviously physically impossible. If I had been able to find a printer 
who would have printed all night Monday night, and I had been able 
to prepare the statement on Monday, when I was sick, I might pos- 
sibly have gotten it up here by airmail so that it would have gotten 
here 48 hours before. 

However, I felt that I should come. I, like Mr. Gilbert, appeared 
last year before your committee. I appeared before the Senate com- 
mittee. My name is Seaborn J. Flournoy, of Portsmouth, Va. Lama 
bank stockholder in 8 banks, to the extent of about 25 percent of my 
net worth, which is not as large as I would like to have it be. 

I would like to say that what I have said before is in the record of 
the hearings that were held in July of 1956, and appears on pages 
116 to 132 of the hearings in the second session of the 84th Congress 
on Senate bill 256. 

My purpose in appearing today is not to repeat what you have 
heard before, but to try to get this committee to understand that the 
American people are a great people because there are so many differ- 
ent kinds of us. I find myself out of step with many things. A few 
years ago I thought I was a young liberal. I said “Yes, sir” to a 
young man of 35, a couple of weeks ago, and he looked at me and said 
“My God, how old are you, Mr. Flournoy?” and I realized that some 
people thought I was an old conservative. 

But I was born in Virginia. My mother was born in Georgia. My 
father was born in Virginia. I attended the University of Virginia, 
founded by Thomas Jefferson, who I think had something to do with 
one of the political parties. I myself am an independent in polities. 
I am an independent in everything. 
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My interest in this bank legislation came about because of my 
efforts not to raid a bank, but to get a lethargic, complacent manage- 
ment, that had done nothing for 20 years, off of dead center. I 
attempted it by those pleasant means that are available to all of us, 
by conferences with the president of the bank, who seemed astounded 
to know that there were people in existence who had views differing 
from his own. 

I could not understand his attitude, so I talked to his directors— 
8 of them, of the 15, and found why he felt that w ay. None of them 
were willing to disagree with anything he said at a board meeting, 
although they agreed heartedly with me that many of the things that 
I had recommended should be done. 

So as my testimony before will show, I did all I knew how to do, 
and then I went to the stockholders. I met, with the usual tactics, 
at the board meeting in 1957, the board was reduced from 17 to 5, and 
I was not elected. This year, the five-man board continued, I was 
not elected. And I don’t particularly care, because I have been able, 
by constant prodding, to acquaint the management of this national 
bank, which was founded in 1919, with two or three kindergarten 
facts about banking. 

For instance, that there are such things as 91-day United States 
Treasury bills, which, prior to 1956, this bank had never owned, The 
president didn’t know there were such things when I suggested he put 
cash into short-term Governments. He said “What kind of short- 
term Government ?” 

I said, “Well, if you want to make them real short, how about 
91-day bills ¢” 

“Well, what are they ?” 

[ pointed out to him the desirable tax-exempt bond portfolio of a 
small bank of $25 million does not constitute of $100,000 block of 
maturities coming due in 24 or 25 years, when its total portfolio is 
about $800,000, 

I acquainted him with the fact that most banks, particularly in 
1956 and 1957, were lending more than 30 percent of their deposits. 

They did buy some Treasur y bills. ‘They did buy some short-term 
tax-exempts. But they have not loaned more than 30 percent, of 
their deposits yet. But it is not because the business is not available. 
All of the other banks in our area have grown tremendously. I have 
stock in several of them, and Iam very happy with it. 

I bought stock in this bank because I happened to know 42 widows 
and old spinsters who inherited stock in this bank, and having been 
getting practically nothing by comparison with what I have been 
getting from other banks in which I own stock, simply because this 
bank did not have earnings like the other banks had. 

I have charts that are in the hearings. One of the reasons I dared 
mention to the president was the fact that his salary amounted to 
$229.11 out of every $1,000 earned by the bank in the year 1955. That 
was treason, gentlemen. No stockholder was supposed to mention 
that. I pointed out to him that the bank across the street from him, 
the president only got $115.34 of every $1,000 they made. And I 
pointed out to him that the presidents of the other banks in the area, 
in which I own stock, only got $50 and $40, respectively, out of each 
$1,000 that their banks e% arned. 
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Unfortunately, the president is a little on the hardheaded side and 
nobody had ever dared confront him with anything like that. He 
honestly thinks that he is one of the country’s best bankers, but never 
having made any comparison of himself with any other banker, it is 
only natural, I think, that he should think so. 

Nor had his board of directors made any comparisons, until I began 
to pry. Some progress has been made. I think that the president 
is feeling pretty good today, because last week he called me up and 
offered to buy all of my stock. He would like to get rid of me. I told 
him I would sell it at book value. He said he would think about it. 
I told him I would give him until February 15 to make up his mind. 
He called me again last week, while I was at home sick, and said, 
“Did you ever consider swapping stock for your stock ?” 

I said, “I never have.” 

He said, “Would you consider it?” 

I said, “It would depend on the stock.” 

So he named the stock of two other banks which are better run, and 
how much he had, and he said, “Would you exchange for those?” 
And I made a rapid calculation and I said if he would add 25 shares 
* of either stock he had named, I would exchange. 

He called me yesterday morning to confirm the number of shares 
that he was to give me, and I confirmed it. He then said, “My group 
wants to know what assurances I have from you that you won’t cause 
any more trouble.” 

I said, “Mr. Laurence, I haven’t caused you any trouble. You have 
brought trouble upon yourself. You have no assurances whatsoever 
that I will not cause further trouble.” 

“Well, I don’t know about that,” he said. 

I said, “Well, I do. I am willing to sell stock, but I am not selling 
any contracts.” I said, “If I sell, I will make approximately $9,000 
on the $30,000 investment made 2 years ago.” I would not keep my 
mouth shut for $9,000, gentlemen, even though it is only taxable at 
25 percent. I am going to stay with that bank until it gets to be as 
good a bank as it should be, if it takes 20 more years, and if I sell 
this stock I won’t buy any more, but a number of people in my com- 
munity have a great deal of confidence in me, and I am quite certain 
that I can get their proxies and continue to attend the meetings and 
keep the needle where it will do the most good. 

Thank you very much. 

The Cuarrman. Thank you, Mr. Flournoy. 

We will adjourn to meet at 2 o’clock. 

Mr. Mouurer. Are these witnesses not to be examined now, Mr. 
Chairman? Are they to return at 2 o’clock, or whenever you are 
adjourning to, or are we to question them now? 

The Cuarrman. Do you want to question them now? 

Mr. Moutrer. I would like to. If no other member would like to, 
I would like to. 

Mr. Kirgpurn. I have 2 or 3 questions. 

Mr. Mutter. In 15 or 20 minutes we can get through with these 
witnesses and they won’t have to come back this afternoon. 

The Cuarrman. All right. Mr. Kilburn. 

Mr. Kirsurn. Mr. Gilbert, I have a great deal of respect for your 
ability, sir, while you and I don’t agree entirely, but I would like to 
get your ideas about some things in this bill. 
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Of course you are against the cumulative voting provision? 

Mr. Gipert. Yes. 

Mr. Kizsurn. You do want the option provision strengthened for 
the stockholders somewhat. Does that mean you are against any op- 
tion provision ? 

Mr. Gupert. Personally, I don’t like options, but in a democracy, 
in this Republic, we have to recognize that we have to compromise 
viewpoints, and if we have to compromise viewpoints, then at least 
I simply say let us have these protections, and then I don’t think 
anybody is too badly hurt. 

Mr. Kitsurn. Also how do you feel about the preferred stock pro- 
vision? Of course, I can see where some country banks, or smaller 
banks, sometimes might have difficulty in raising ‘capital funds, and, 
of course, any ¢ capital funds that are put into banks strengthen the 
depositors, or protect the depositors? 

Mr. Giuzert. That is right. 

Mr. Kitsurn. How do you feel about that provision ? 

Mr. Gitpert. I go along, Congressman, with your viewpoint in that 
particular connection, and I w ould like to point out that I am very 
grateful for the fact that you have mentioned the preferred question 
as an important one, because in one of our State banks, in New York 
City, and a very large one, the Manufacturers Trust Co., which has 
had the right of cumulative voting on a permissive basis, this was 
not done by the management. It was done because, when they got 
permission to issue some preferred stock to strengthen it just along 
the lines you mentioned, this was the insistence of the Government 

regulatory authority, and again proves my entire contention. We 
must have cumulative voting on a mandatory basis. 

Mr. Kirpurn. Now if I may ask you one more question: Suppose 
that the provision on cumulative voting were deleted from the bill, 
and suppose that the stock option provision were strengthened, w ould 
you, if you were a member of this committee, vote to report the bill 
out ? 

Mr. Gitpert. If I were sure that this bill was not to be amended 
in committee or in a conference between the Senate and the House, 
I would vote for the bill once we had those protections. Now, there 
may be other protections from the nonshareholder viewpoint, which 
I should also consider, and which you have heard, but from the 

ublic shareholder view point these would be the things which would 
influence me. Beyond that, from these other points, they are not 
in my province. Naturally, if I were sitting in your shoes I would 
want to hear all the other points of view where there might be 
needed amendments or changes, other than that, of course. What 
was the original purpose of this whole bill? And this is what an- 
noys me so. When Senator Robertson announced this bill, he said, 
“T want a noncontroversial bill, which will modernize things, which 
are so obsolete that they go back to the year 1862.” Nobody quar- 
reled with that. For example, the listing question, it is very im- 
portant. It is certainly controversial. All right, let it wait until 
another bill. But let’s not take away our protection, which this bill 
does, and do it blindly. If we are sure that we have, as shareholders, 
these protections, I have nothing against the bill. J have never 
had anything against the bill personally as a shareholder, and my 
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group of shareholders have no objection to anything in the bill in 
matters which we are competent to know anything about. 

Mr. Kirgurn. That is all. 

The CuatrMAn. Mr. Brown. 

Mr. Brown. Are you a director ? 

Mr. Giuezert. I am not a director. And the only reason I did not 
mention this was to save your time and not be repetitive of anything I 
said 2 years ago. I have a fixed policy, which has been constantly 
adhered to in 25 years, and which will never be changed by me— 
that neither I or any of my family ever seek to be a director. Be- 
cause somebody has got to represent the shareholders, and not the 
American Bankers Association. 

Mr. Brown. That is all, Mr. Chairman. 

The Cuarrman. Mr. Widnall. 

Mr. Wipnatt. Mr. Gilbert, you read a telegram of some lady who 
head of an organization ? 

Mr. Gitpert. Mrs. Saltz. 

Mr. Wipnati. What organization is that ? 

Mr. Gipert. Federation of Women’s Shareholders, which is a 
group doing splendid work, also going to annual meetings, independ- 
ent of management, and asking questions, and those of you gentlemen 
and ladies, I am sure, will be particularly interested in knowing that 
Mrs. Soss now broadcasts once a week on a national chain, on WRC, 
immediately after the Telephone Hour, and you will like her sponsor 
because she is careful of whom she uses, and she will only take as a 
sponsor corporations which take an interest in public shareholders. 

Mr. Wripnatt. I am not familiar with the organization. 

Mr. Grizert. The Federation of Women’s Shareholders. 

Mr. Wipnatut. What is the extent of the membership? 

Mr. Giteert. I am not, obviously, a member, and I don’t know. 

Mr. Wipnatyi. My inquiry is as to whether it is something that 
is largely her own organization, or whether there are hundreds or 
thousands — 

Mr. Giteerr. It goes into the thousands; how many, I can’t tell 
you, and it is growing rapidly, and it should, because it is about 
time that the American stockholders be represented by people who 
are investors, and not those who have managerial conflicts of interests. 

Mr. Wipnarw. One thing I always think about in buying stock, is 
that I don’t normally buy stock in a company I don’t have any confi- 
dence in. I just don’t understand the attitude of mind when you do 
that. 

Mr. Giipert. It is very simple. There are two points. In the first 
place, I agree with you. I never buy stock intentionally in any com- 
pany that way, but you forget that managements change, and this is 
the serious question, and the day of the shareholders selling their 
stock because they don’t like things is over: We will never correct 
and cure the evils of the capitalist system, which are exploited by the 
Russians, unless we take care of our own abuses ourselves. 

Mr. Wipnatt. Do you buy your share of stock—— 

Mr. Girzert. It is not a share of stock. It is always hundreds of 
shares all together. 

Mr. Wipnat. Well, do you make your original purchase of stock 
with the idea that you can make a contribution toward improving the 
value of that stock ? 


NM 
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Mr. Gineert. My original investment is always made because I 
think the shares are undervalued, in many cases because we haven't 
had the protection. The gentleman from Iowa, who is no longer 
here, I notice, mentioned Iowa. I can think of what happened to the 
stockholders of Automatic Washing Machine because we did not have 
the protection of cumulative voting on a mandatory basis. It is only 
permissive in the State of Iowa. And I hope somebody calls that to 
the attention of the gentleman when he returns. I may have gotten 
away from your original question. Would you be good enough to 
repeat it, if I didn’t cover anything you wanted to know # 

Mr. Wipnat. That is all. 

The CuatrmMan. Mr. Multer. 

Mr. Motrer. Mr. Gilbert, you heard Mr. Brody’s testimony this 
morning ? 

Mr. Giipert. I did, sir. 

Mr. Muurer. Do you agree with his criticisms of this bill ? 

Mr. Gitserr. On the questions of cumulative voting, on the ques- 
tions of options, and I have added my listing question, absolutely. 

Mr. Murer. The other questions you have not studied ? 

Mr. Giteerr. I do not think that they are particularly in my com- 
petency, except for the one which refers to the preferred shares, and 
I have shown that this can be advantageous to the shareholders, be- 
cause he is right, there are times where banks do need strengthening. 
So I agree with my friend over there. 

Mr. Murer. Preferred stock would be an advantage? 

Mr. Gitnertr. At times. Unquestionably. We may not like it, but 
if a bank has been allowed to become undercapitalized and needs more 
funds, sure, there is an amount of dilution of equity, and there are 
problems, but in the long run the manufacturers came out all right as 
a result of this thing. 

Mr. Murer. Did you stop to think of what happens to the prin- 
ciple that the supervisory authorities shall have the right to regulate 
when dividends may be paid, and to what extent they may be paid, 
and what part of earnings must first be assigned to surplus and 
undivided profits before they pay a dividend ? 

Mr. Gitrerr. You have raised an excellent point there, and any- 
thing along that line, this is where you come in, because you have a 
thorough knowledge of that aspect of the situation, which we do not 
have. 

Mr. Mutrer. In other words, you would not go along with a pre- 
ferred stock issue, which would require no matter what, as long as 
there were earnings, that the dividend must be paid ? 

Mr. Girperr. That is right. In other words, you have to protect 
the common shareholders just as much as the preferred. 

Mr. Murer. We must protect the reserves of the banks as well, for 
the depositor ? 

Mr. Girserr. Absolutely. 

Mr. Murer. If you don’t strengthen the reserves, and they con- 
tinue to build up the deposits and pay out all the profits in preferred 
dividends— 

Mr. Giizert. That would be as bad as some of these other practices. 

Mr. Murer. Now on the stock option question. Options by com- 
panies that are listed on the stock exchange, they can grant those op- 
tions only if there is full and complete disclosure as to all of the 
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operations and earnings of the company, and who management is and 
who gets what, and everything else? 

Mr. Gusert. We come right back to our listing problem, which I 
touched on earlier. 

Mr. Mutter. Yes. In other words, while options may be all right, 
they must throw around them the safeguards required ¢ 

Mr. Gitzert. And if I might, Congressman, in our listed oeusnenem, 
what do we have? When we don’t like an option plan, under the 
SEC, we have the right, now, to introduce resolutions, and correctly, 
which are proper subjects, and if they get required percentages, they 
may then be reintroduced over the years, and one of the things we 
immediately do when we see an option plan which does not have the 
kind of provisions I have asked you to put in, is to ask that they go 
in, in the next proxy statement of the corporation, and the result, as 
I have noticed, is that a company like Twenieth Century-Fox has set 
up one of the finest option Eanes, if we are going to have them, that 
I have yet seen, and probably even goes further than the points that 
I have raised, but at least they are adequate to cover that situation. 
But you are right. Until we have a protection and disclosure, and 
we have a Comptroller of the Currency who openly admits that he 
doesn’t care about the shareholders, I think this is a scandalous 
situation. 

Mr. Mouturer. I agree with you. And, of course, options are just 
one step away from pensions, and if they can have options behind 
closed doors, with no one knowing about them except those taking 
and granting them, then you can have pensions, that eat up the funds. 

Mr. Giieert. We have more than that. We have profit-sharing. 
At the Chemical Bank in New York the other day, it was only 
through me that it stopped, because I said that I was going to Mr. 
Patman, if necessary, on this issue. We stopped it. They were 
going to vote and build up another Sears Roebuck out of our money. 
This was profit-sharing. They weren’t contributing a penny to it, 
but they were going to do it. And I said it is going to be done the 
right way, like we have now gotten Standard Oil of New Jersey and 
Socony to do, or it is not going to be done. 

As a result of this, every employee of the Chemical Bank will now 
have, just as he does at the Bankers Trust Co., the right to a con- 
fidential ballot, as to how he wants to vote his shares on any issue 
of a controversial nature which will come up, and we will not have 
another Sears, Roebuck affair. And I say: Julius Rosenwald would 
turn over in his grave if he knew of the use made of the Sears, Roe- 
buck profit-sharing plan, to have three people vote all this. There are 
things you gentlemen don’t even dream of going on behind the 
scenes in the banks. 

Mr. Mutrer. Let me show you 1 or 2 things you haven’t dreamed 
about when you said you were otherwise for this bill. Do you know 
there is a provision in this bill that through the holding-company 
device you cut down the required reserves of your banks? 

Mr. Girzert. When we get on the subject of reserves, I think the 
New York banks have been discriminated against. 

Mr. Mutrer. There you are on another subject. I am in agreement 
with you. I have been arguing with the Federal Reserve for 5 years 
about that and getting nowhere. Now I am talking about using the 





FINANCIAL INSTITUTIONS ACT OF 1957 1383 


device of the holding company to cut down the reserve requirements 
of its banks. 

Mr. Girsert. As I said to you before, these are the points which 
you gentlemen are the competent authorities on, not I. 

Mr. Mutter. Let me get a little closer to what you didn’t have a 
nightmare on. Do you know there is a provision in this bill that 
won’t let you look at stockholders’ lists of banks ¢ 

Mr. Gitserr. Might I ask to be refreshed correctly on that? That 
one I know about. The original provision was outrageous. It would 
take away the right of the shareholders, as well as the creditors, to 
look at a stockholder list. Now as I understood it, and you will 
correct me, if this bill has gone beyond the changes which were made 
in the Senate bill, because it was amended to change, and to only take 
out the creditors, and I have no quarrel with the creditors. I think 
that doesn’t have to be in there. 

Mr. Murer. In my opinion the bills before us, both the Senate 
version and the House version, will deprive stockholders of the right 
of examining stockholders lists, effective, if not in actual language. 
If you don’t go in and prove your good faith in the first instance 

Mr. Giisertr. That must be taken out. But it was taken out of the 
Senate version, sir. If it came in again, I can’t help it. I have not 
looked at your version. 

Mr. Mvtrer. If you must go to the Comptroller of the Currency 
or to management in order to prove your rights to get a list, you are 
not going to get it. 

Mr. Gitsertr. We are in a hundred percent agreement. I am sim- 
ply saying— 

Mr. Murer. Mr. Brown assures me that is not in the bill. 

Mr. Gitpert. That was revised to take care of our objections. We 
at least achieved one thing last year. 

Mr. Mutter. Now may [ask if Mr. Flournoy—— 

Mr. Giipert. May I first add one other thing, Mr. Chairman, on 
these points which have been raised, and I want to show you how 
important it is to protect every stockholder of the United States. 

You have all read of Mr. Young’s tragic ending. This was the 
man that refused constantly to allow us to have cumulative voting, 
although he promised it to us. You see how useless permissive voting 
is. We could have stopped many things had be kept his word on 
many points, and cumulative voting was one of them. 

What chance have we small stockholders in banks like we have in 
Connecticut, and so on, who are buying stocks, but owning 5 and 10 
percent of a bank; the only way we are going to have any protection 
is if we have mandatory cumulative voting, ‘because just like he did, 
he used Allegheny Co. Fund at a much higher price than the market 
price, at about $30 a share, for this very purpose of assuring him- 
self control, and there was nothing the rest of us could do. We were 
helpless. And I say we have an obligation, every one of us here, not 
to be helpless on these things. 

Mr. Moutrer. Mr. Flournoy, did you want permission to file a state- 
ment which would fully state your views ? 

Mr, Friournoy. I would like very much to be allowed to file a state- 
ment at a later date. 

Mr. Motrer. Mr. Chairman. 
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The CHamman. Without objection, you may file a statement if it 
is along the lines of your testimony. 

(The statement referred to above has not been filed with the com- 
mittee. ) 

Mr, Mvctrer. Who is going to appear this afternoon, Mr. Chair- 
man ? 

The CuHatrMan. We have 2 or 3 witnesses here. 

The Crerx. Mr. Kravigny, Mount Vernon, N. Y.; Mr. Clawson, 
Hartsville, S. C.; Mr. Lobb of Milwaukee; and Mr. Stoddard from 
Michigan, 

Mr. Mutter. Thank you. 

The CHarrman. You may be excused, gentlemen. Thank you for 
your views. 

We will adjourn to reconvene at 2 o’clock. 

(Whereupon, at 12 noon, the committee recessed to 2 p. m.) 


AFTERNOON SESSION 


Mr. Brown (presiding). The committee will come to order. 

Is Mr. Kravigny here ? 

Mr. Stoddard, president of the Michigan National Bank, East Lans- 
ing, Mich. 

Mr. Chamberlain—— 

Mr. CHAMBERLAIN. Thank you, Mr. Chairman. I was going to ask 
for the privilege of introducing Mr. Stoddard to the committee. He 
is more than a constitutent. He is one of my neighbors at home and 
in addition to that, Mr. Chairman, my office is located in the building 
which is occupied by his bank and has been for a number of years 
so I have had occasion to become well acquainted with him. 

Just as I would welcome the opinions from any of the bankers from 
my district, I am very happy to have him here to bring to the attention 
of the committee a matter that he feels is of much importance and 
concern to the operations of his banking institutions in the State of 
Michigan, and technically I would point out to the committee that he 
has two of these institutions that are in my congressional district. 

Mr. Stoddard, I welcome you here and thank you for coming down 
to give the committee the benefit of your thinking with respect to the 
matters that you have to present. 

Mr. Brown. We are glad to have you, Mr. Stoddard. You may 
identify yourself and proceed. 


STATEMENT OF HOWARD J. STODDARD, PRESIDENT, MICHIGAN 
NATIONAL BANK, EAST LANSING, MICH. 


Mr. Sropparp. First I want to state, Mr. Chairman, that I am here 
in a purely selfish capacity, wholly for the benefit of the institution 
of which I am the chief executive officer. 

My name is Howard J. Stoddard, and my residence is 736 Glenhaven, 
East Lansing, Mich. I am president of the Michigan National Bank. 
The Michigan National Bank, with assets of $480 million, i is the fourth 
largest banking institution in Michigan. The bank has 16 offices lo- 

cated in 7 industrial Michigan ¢ ities. 

I might point out here, however, out of context, that our bank, al- 
though a large one, is small by comparison. There are approximately 
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$8 billion of banking assets in Michigan. One bank alone has about 
25 percent of this total in that bank and 3 banks constitute almost 50 
percent of the total banking assets in Michigan. 

So although we are in fourth place and have about 6 percent of the 
assets of the State in our bank, by comparison with the other three, 
we are rather small. 

The bank for several years has operated at a serious competitive 
disadvantage in three of these cities because it does not have adequate 
facilities. In the old days, a bank was generally housed in an impos- 
ing building on the main corner in a city or village. It was anticipated 
that the customers, wishing to do business with the bank, would have 
no objection to going to this one central location. 

However, in recent years there has been the same trend to decentral- 
ize banking offices as we find in supermarkets and outlying shopping 
areas. The public now wishes to have a banking office that is con- 
venient not only as to location, but also equipped with parking and 
drive-in facilities. 

In this latter connection, we are happy to state that our bank was 
the first in the United States to open a drive-in window. Asa matter 
of fact, we hold the basic patent on the drive-in window which we have 
allowed to be manufactured by a number of companies free of royalty 
payments. 

As a result of the decentralization of banking offices, the public no 
longer finds it necessary to drive through congested areas searching 
for a parking meter or pay some fee to a parking garage in order to do 
business with their bank. 

There are three cities in Michigan where our bank has not yet been 
able to decentralize its offices. For example, in the city of Flint which 
has a population of 330,000 in its metropolitan area, we have but one 
banking office, whereas the two competitive State banks have a total 
of 30 offices. In Grand Rapids, with an area population of 350,000, 
we have but 1 office, whereas the 2 State banks and 1 national bank have 
38 offices. In Saginaw, with an area population of 175,000, we have 1 
office, and the competitive national bank has 6. 

Similar situations probably exist in other States. I know it exists 
in the State of Georgia. This competitive disadvantage can be cor- 
rected and the services of the bank extended to the public on the same 
basis as its competitors by a minor amendment to the Financial Institu- 
tions Act of 1957 now pending before this committee. A copy of the 
suggested amendment follows: 

Amendments to the Financial Institutions Act of 1957, S. 1451, 85th 
Congress, 1st session, introduced in the’ House, March 26, 1957. 

Amend subsection (c) of section 39, title 1, page 38, as follows: 

1. Insert between the words “new branches” and the colon in line ‘ 
the words “in the state in which said association is established”. 

2. Insert between the words “said association” and the end of line 3 
and “is situated” at the beginning of line 4 the words “or any of its 
branches”. 

3. Change the word “such” in line 4 to the word “the”. 

4. Insert between the words “and operation” and “are at the time” 
in the fourth line the words “of branches”. 


~ 
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If the above amendments are adopted, the first portion of subsection 
(c) will read as follows: 


(ec) A national banking association may, with the approval of the Comptroller, 
establish and operate new branches in the State in which said association is es- 
tablished: (1) within the limits of the city, town, or village in which said asso- 
ciation or any of its branches is situated, if the establishment and operation of 
branches are at the time expressly authorized to State banks by the law of the 
State in question: 


[Note.—The new matter added by the proposed amendments is in italic.] 


You will note that the above amendment does not permit the estab- 
lishment of offices in communities where a bank does not already have 
an operating office, nor does it permit the opening of additional offices 
across State lines. 

The amendment permits the establishment of such additional offices 
only after obtaining the approval of the Comptroller. Before giving 
his approval the Comptroller will, as is his custom in such situations, 
satisfy himself not only as to the prospects of success of the proposed 
additional office, but also as to the need of the community for the 
additional banking services. 

You will also note from our statement of condition, which is 
attached, that the bank, despite lack of complete facilities in three 
cities, has still experienced an excellent growth. We attribute this, 
in part, to the fact that we were the first bank in the United States 
to pioneer longer banking hours. 

Our bank is open from 9:30 a. m. until 4: 30 p. m. each day, includ- 
ing Saturday. We are thus able to use the facilities which we do 
have for the benefit of those people who, because of their own work, 
find it most convenient to do business with us either later in the 
afternoon or on Saturday. 

As a matter of fact, we find that twice as many individuals now 
make use of our Saturday banking hours than at any other day in 
the week. 

We also pioneered in Michigan the extensive development of install- 
ment lending and at the present time have more than 100,000 bor- 
rowers. We also took the leading position in giving to the savings 
depositors the maximum interest to encourage thrift and savings. 

We are the first bank in Michigan to increase the rate paid on 
savings deposits to 3 percent, the maximum allowable by the Federal 
Reserve bank. 

We say these thinsg not in a boastful way, but for the purpose of 
informing the committee of the type of institution which we have 
developed. We now feel that if the law can be amended as proposed, 
it would permit us to more fully make our banking services available 
to the thousands of individuals in the communities which we serve. 

Mr. Brown. Now, Mr. Stoddard, your proposed amendment refers 
to branches where your bank is now operating; is that right? 

Mr. Stropparp. Yes, sir. 

Mr. Brown. Mr. Kilburn. 

Mr. Kirsurn. You can’t but the branch in the city of Flint, but 
your competitors can ? 

Mr. Stopparp. That is correct. 

Mr. Kiisurn. Why can’t you? 

Mr. Sropparp. Since 1945, the Michigan law now permits the bank 
to establish branches only within 25 miles of its principal office. 
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Mr. Kitsurn. Well that is the State of Michigan. 

Mr. Sropparp. That is in Michigan; yes. 

Mr. Kirsurn. That just affects ‘State banks? 

Mr. Sropparp. No. We think it does, but the Comptroller and the 
Attorney General tell us “No,” that because of the State bank law, 
they have to follow the State bank law in determining what to do for a 
national bank. 

Mr. Kitsurn. They don’t in New York State. 

Mr. Sropparp. You may know more about it than I do, Mr. Kilburn, 
but I think on branches it is quite clear. 

Mr. Kirpurn. Yes; that is right, in the banking districts, you are 

right, but in your case, you have a branch in the city of Flint now? 

“Mr. Sropparp. That is correct. 

Mr. Kiipurn. That is 25 miles? 

Mr. Sropparp. It is from the central office. 

Mr. Kirsurn. They count the central office, but not the others? 

Mr. Sropparp. Yes; but the law is peculiar. ‘The law doesn’t say 
that the branches can be established—the law says the branches can 
be established in the city where the bank is located. That is both the 
National law and the State law. We take the position we are located 
in Flint, therefore we can have additional branches in Flint. 

But the others read into the law something that says “No, where 
you are located means where your principal office is located,” and 
that is where we have been at variance with the supervising authorities 
for several years. 

Mr. Kitpurn. We have somewhat the same situation in New York 
State. Because of the holding company aspect, our competitors can 
put banks in, but we can’t. 

Mr. Brown. Mr. Mumma. 

Mr. Mumma. You are talking about branches. Are there the usual 
number of shopping centers in Michigan? Is that where a lot of these 
branches are established ? 

Mr. Sropparp. Yes. These cities, particularly those in which our 
bank is located, we are in seven cities. With 1 exception the 6 cities 
are becoming large cities and outlying shopping centers are springing 
up rapidly. 

Mr. Mumma. There are branch banks there? 

Mr. Stropparp. Yes; there are. 

Mr. Mumma. I notice at home every shopping center has banks and 
there is some competition. 

Mr. Sropparp. That is correct. 

Mr. Mumma. I think you are to be congratulated. You were talk- 
ing about drive-in banks. Are all these “banks equipped with that? 

Mr. Sropparp. We have equipped all with the exception of the one 
in Flint. In Flint the physical location of our office there has not 
permitted us to have that but in other cities where we have even only 
one office we have equipped it with drive-in, yes. 

I might parenthetically say that 40 per cent of all of our teller busi- 
ness in our bank is now done through drive-in windows. 

Mr. Mumma. Thank you, Mr. Chairman. 

Mr. Brown. Mr. Chamberlain 

Mr. CuampertaAin. Mr. Chairman, I don’t feel I have any par- 
ticular question to ask the witness w th respect to this problem here. 
I have discussed it with him at length and corresponded with him 
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with respect to it and I feel I am fully acquainted with it. It is 
just that I wanted him to have this opportunity to present his prob- 
lem to the committee for its consideration while this bill is before us. 

If I may while we have Mr. Stoddard here, I would like to ask 
him for his views with respect to the cumulative voting problem 
which we have been discussing this morning. 

Would you tell us of your attitude toward that issue? You were 
here this morning, were you not, Mr. Stoddard, for the record? 

Mr. Sropparp. Yes; I was. 

Mr. CHAMBERLAIN. You understand the problem the committee is 
dealing with, here, with respect to it / 

Mr. Sropparp. Yes. Basic: ally I like the principle of cumulative 
voting. I am inclined to believe that if it is made permissible and 
the form is proposed that our bank would amend its articles to con- 
tinue with cumulative voting. At least that would be my recom- 
mendation from our board. I have no fault to find with cummulative 
voting. I have been operating banks for about 25 years and I have 
found no instance in my own experience which leads me to believe 
there is something about cumulative voting that isn’t all right. 

Mr. Kitsurn. Would the gentleman yield? 

Mr. CHAMBERLAIN. Yes; surely. 

Mr. Kireurn. Would you make it mandatory 

Mr. Sropparp. I think the law as proposed is perfectly all right. 
I think if a bank wishes to have it cummulative that is their business, 
or if they wish to have it the other way I think I would leave that 
judgment to the people who are operating the banks. 

Mr. Kizsurn. In other words, you agree with the present provi- 
sions of the bill under consideration ? 

Mr. Sropparp. Yes. If you want my personal view, as far as I 
am concerned as I feel right now I would recommend to our board 
and to our shareholders that we amend the articles if this new bill 
is adopted, and still permit cumulative voting. Personally, I rather 
like it. 

Mr. Cuamperuarn. Mr. Stoddard, before you leave I would like 
to ask you just this one question: Is there any other matter with 
respect to this problem that you have here at the present time that 
you would like to call to the attention of the committee that is not 
contained in your statement? Is there anything else you would like 
to tell us with respect to this Lt pone ¢ 

Mr. Sropparp. Well, I could elaborate on it a little; yes. 

We take the 3 cities; now you wonder why I didn’t speak of 4 
other cities because we are in 7 cities. 

When our bank was formed, January 1, 1951, there were several 
cities that already had more than one office. In Battle ( reek, for 
example, that bank which became a part of the Michigan National 
had two offices then. They allowed us to keep them and that is all 
we need; in Port Huron the bank had 4 offices although it is a small 
community of only 35,000 people. We were allowed to retain those 
offices so we have no problem there. 

In Lansing there is no problem because we can establish new 
branches within 25 miles of Lansing. So the only problem left was 
in three cities. 
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In Flint, we have a case in point. We are the only national bank 
in Flint. A city now of 330,000 population. A tremendously indus- 
trialized community. 

So anyone wishing to do business with a national bank in Flint to- 
day cannot have the service facilities that the individual can have by 
doing business with a State bank. In other words, we are forced to 
compete at one location with two State-chartered banks having 30 
locations. So manifestly that is an unfair competitive situation. 

if for any reason people prefer to do business with a national 
bank instead of a State bank, they have to fight their way through 
trafic downtown, whereas there is a marked superiority of competent 
facilities by the State banks. 

We have a similar situation in Grand Rapids, and then Saginaw 
is also a peculiar case. There are only two banks in Saginaw and both 
happen to be national banks. The other national bank now has 6 
offices in Saginaw and we have 1. We are both rendering to the 
community of Saginaw the identical banking service, but the law says 
“no,” the one bank can go on adding branches but we can’t, so all our 
folks have to come into one office on account of that limitation. 

This doesn’t permit us to go into any other city. Don’t misunder- 
stand me. ‘This doesn’t open up brane h banking in the State of Mich- 
igan. It simply means in the cities ee we are now located we 

can follow our customers to the fringe areas of the community. That 
is all it does. 

Mr. Kinsurn. Mr. Chairman, would the gentleman yield for one 
more question ¢ 

Mr. CHAMBERLAIN. Oh, yes; I have concluded. 

‘Mr. Kirsurn. I notice that you have some preferred stock. 

Mr. Sropparp. The preferred stock was issued by the RFC. Asa 
matter of fact, we are just retiring it today. You didn’t ask the ques- 
tion, but if you have a minute I would like to say something about 
that. 

I have listened to the argument pro and con on preferred stock. 
Basically in my judgment the thing that stock must first do is to insure 
the safety of the deposits. That is the first basic thing. 

There are many t; inks that can’t earn enough money fast enough to 
take care of that bank’s growth, so they ask the common shareholders 
to dilute their holdings “by putting in common. Now if that bank 
and its earnings and with preferred, which it can more easily obtain, 
then it can meet this situation of protecting a depositor. So when you 
weigh all of the elements about preferred stock, if you are going to 
say ‘the fundamental thing of stock is to protect depositors then Tam 
in favor of preferred stock, because it gives many opportunities to 
use it for the protection of depositors that you can’t get in any other 
way. 

Mr. Kiipurn. I agree with you. 

Mr. Brown. Are you in favor of the other provisions of this bill, 
Mr. Stoddard ? 

Mr. Sropparp. Yes. 

Mr. Brown. Mr. Vanik—— 

Mr. Vantk. I have no questions. 

Mr. Brown. Mr. Henderson—— 

Mr. Henperson. Yes, Mr. Chairman. 


95375—58-—pt. 2 34 
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Mr. Stoddard, I have read your testimony here, and I can see the 
problem that presents itself to you in Michigan. 

Do you find the competition between restrictions under which 
must operate and those under which State banks are permitte % 
operate to be quite confining to you? 

Mr. Sropparp. Oh, yes. There is no question about that. Very con- 
fining. 

Mr. Henverson. Has effort been made to seek equalization by 
setting | the State laws changed in any way? 

Mr. Sropparp. We have had it under consideration but there are 
two reasons we haven’t done it. In the first place we are a federally 
chartered bank. It is really poor taste for us to go to a legislature in 
Michigan and ask for a change in legislation that might affect a na- 
tional bank. The proper forum for that is Congress, where the Fed- 
eral laws governing Federal banks are set up. 
hairman may know more of this than 
I do because he i is from dar gger Georgia a national bank there, so 
I am told, had the same problem we had and went to the State legisla- 
ture and they passed a law which permitted the national bank in 
Georgia to do just what we want done. Not because of the merits of 
the case but because of the constitutional question, the law was de- 
clared invalid by the Georgia Supreme Court. 

As we have examined the law in Michigan we are of the opinion that 
if we went to the State of Michigan and had the law changed, even 
on the merits of the case, that it might not pass from the standpoint of 
being constitutional. Being what I think they would term “class 
legislation.” 

We can see no relief for our particular situation, even if it were 
proper for us to go to the State. We could see no fundamental final 
relief for this problem which confronts us in the operation of the 
bank. 

Mr. Henpverson. I have no further questions, Mr. Chairman. 

Mr. Brown. Mr. Patman 

Mr. Patrman. Mr. Stoddard, you represent a national bank and this 
is the statement of your bank here, I believe? 

Mr. Sropparp. Yes, sir. 

Mr. Patrman. I notice your loans are about the same as the amount 
of security that you hold—Government securities and guaranteed 
loans. 

Do you think that is a healthy situation for a town? Don’t you 
think you should have more loans ? 

Mr. Sropparp. Mr. Patman, we have been not criticized but nudged 
repeatedly by the supervising authorities that we have been too gener- 
ous in our ratio of loans to deposits. I am very happy to hear you 
make the statement you have because for 17 years in a nice way the 
supervising authorities have thought that probably we were loaned 
out too much. 

We believe this. We have always attempted to have half the bank’s 
assets working in loans in the communities in which we are situated. 

Mr. Patman. Half, of course, is better than none, but now with 
bank deposits guaranteed I think we have a different situation. 

Mr. Sropparp. If you will check our statement, 60 percent of our 
deposits, Mr. Patman, are in loans. 

Mr. Parman. Sixty percent of what ? 
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Mr. Sropparp. Of our deposits are loaned out. 

Mr. Parman. Are loaned ? 

Mr. Sropparp, That is against the national average of 45 percent. 

Mr. Parman. That is much better than the average but I see some 
statements where 60 or 75 percent of deposits are in Gov erases 
securities. You know of banks with holdings like that; don’t you? 

Mr. Sropparp. Yes, sir. 

Mr. Parman. In fact, there are some banks like one in Chicago that 
hold practically all Government securities and make practically no 
loans. 

I wouldn’t care to ask any questions, Mr. Chairman. 

Mr. Brown. Mr. Stoddard, we have been glad to have your testi- 
mony. 

Mr. Sropparp. I am glad I had the opportunity to be here. 

Mr. Brown. Mr. Clawson, will you please come around? Have you 
anybody with you? 


STATEMENT OF ROBERT G. CLAWSON, EXECUTIVE VICE PRESI- 
DENT, BANK OF HARTSVILLE, S. C., AND PRESIDENT, SOUTH 
CAROLINA BANKERS ASSOCIATION; ACCOMPANIED BY R. L. 
ALEXANDER, EXECUTIVE MANAGER, SOUTH CAROLINA BANK- 
ERS ASSOCIATION 


Mr. CLtawson. Mr. R. L. Alexander, executive manager of the South 
Carolina Bankers Association. 

My name is Robert G. Clawson. I am executive vice president of 
the bank of Hartsville, at Hartsville, S. C., and I am also president of 
the South Carolina Bankers Association. 

The gentleman with me is Mr. R. L, Alexander, executive manager, 
South Carolina Bankers Association, Columbia, S. C. 

Mr. Brown. Do you have a written statement ¢ 

Mr. Cuawson. Yes, sir. 

Mr. Brown. Do you care to read your statement ? 

Mr. CLawson. Please, sir. 

Gentlemen, I know that you have listened for some time to yolumi- 
nous testimony on the Financial Institutions Act of 1957. You have 
read columns on it, so I will try to be brief and to the point. 

I want to tell you we greatly appreciate the opportunity to be here 
to present our views. Our concern is in connection with chapter 6, 
section 23 of the Federal Deposit Insurance Act on mergers and 
consolidations. And what effect they will have on our dual “banking 
system if further powers are given to Federal agencies over State- 
chartered banks. 

My comments will be confined to this particular section. 

In our opinion, section 23, chapter 6, of the Federal Deposit Insur- 
ance Act on mergers and consolidations would place State banks under 
further unnecessary Federal agency control. Under this provision 
State-chartered banks desiring to merge would be required to have 
prior approval of the Federal Reserve Board for member banks or of 
the Federal Deposit Insurance Corporation for nonmember banks. 

We contend it is not necessary to give the Federal agencies this 
additional authority because under their present laws and regula- 
tions, they already have this indirect power. For example, where two 
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State member banks propose to merge, the Federal Reserve Board 
could require withdrawal of membership, if they did not agree with 
the approval of the State authorities for the merger. Where State 
nonmember banks propose to merge, the Federal Deposit Insurance 
Corporation can withdraw deposit imsurance, if they do not agree 
with State authorities. And these two factors alone, there, would 
give them the effective control, indirectly, that would be given to them 
directly under this paricular section. 

Under the prese nt laws and regulations, national banks would apply 
to the Comptroller of the Currency for approvals to merge. This 
seems to us to bee ntirely correct since that office is the or iginal chart 
ering agency of those banks. Being consistent in the matter, and to 
preserve our dual banking system, it would seem to be just as correct 
for State chartered banks to ask approval of mergers from their 
original chartering agencies, which would be the State supervisory 
authorities. 

To our knowledge, there has been no testimony presented or proof 
submitted that State supervisory agencies in the various States are 
not capable and fully qualified to pass judgment on proposed merging 
of State banks. These State supervisory authorities, being more 
closely associated with State banks, should certainly be more familiar 
with local conditions, thereby placing them in better position to know 
what is better for these communities. 

The provisions in section 23 of this bill actually reverses the pres- 
ent procedures of approval or disapproval of mergers of State banks, 
und would place the State supervisory authorities in secondary roles. 

We feel sure the members of this committee and Members of the 
Congress have no desire to weaken our dual banking system by taking 
away any duties and responsibilities of the supervisory agencies in 
your respective States. 

I feel I am representative, you might say, of a smalltown country 
banker and of the almost 9,500 State ¢ hs artered banks, a great major ity 
of them are such as I, running a small country bank. We feel that 
this control should remain as is, instead of being reversed. Such as 
this section 23 would do, to retain that authority in the State super- 
visory agencies, and that this would give the other agencies more 
Federal control over these State-chartered institutions. 

Gentlemen, I thank you for giving me the privilege to make this 
brief statement and hope that you will give it consideration. 

Mr. Brown. Mr. Clawson, there seems to be a different opinion 
about the effect of this amendment. 

We had the Chairman of the Federal Deposit Insurance Corpora- 
tion who made the following statement relative to this matter some 
time ago, last summer, and I quote: 


There is one phase of this proposal about which I wish to remove any existing 
doubts. Under the provisions of this section 


Section 23 





the Corporation could not and would not approve any transaction thereunder 
involving a State bank unless the prior approval of the State banking authority 
had first been obtained. 

If under State law an approval of the transaction is required in the event 
the State authority has disapproved the transaction. no action by the Corpora- 
tion could revive it. 
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Mr. Cuawson. I believe I was aware of the statement there given 
by the Federal Deposit Insurance Corporation and while I think 
the Corporation would do exactly as they say they would do, the 
membership changes from time to time in the Corporation and later 
on if they have the power, it may be dormant now, but if they are 
given this power it may be abused later on. 

Mr. Brown. If the supervisor of State banks disapproves it, that 
ends it? 

Mr. Crawson. But it reverses the procedure and puts the Federal 
agency on top—actually under section. 28 it puts the—even though 
they say that it puts the Federal agency on top in authority, instead 
of the way it is now with State-chartered banks, the State supervising 
authority. 

Mr. Brown. He says 
If under State law an approval of the transaction is required, in that event, 
that the State authority has disapproved the transaction, no action by the 
Corporation could revive it. 

If that doesn’t carry out the intent, it ought to be clarified in some 
way. 

Mr. Ciawson. But the actual section under that doesn’t state that, 
does it? The actual section 25 of chapter 6 of the Federal Deposit 
Insurance Act in this Senate bill 1451 doesn’t state that. 

Mr. Brown. Another State made the same objection, but they were 
satisfied after they got this ruling of the FDIC. 

[ hope we can clear that up. 

Mr. Kilburn. 

Mr. Krsurn. Your thought is if the State authorities disapprove, 
the FDIC couldn't do anything about it. They couldn’t go any 
further. 

On the other hand suppose the State authority approved it. Then 
your contention is that the FDIC could then disapprove it, isn’t 
that your point ? 

Mr. Crawson. That is correct, 

Mr. Brown. Mr. Patman. 

Mr. Parman. No questions. 

Mr. Mumma. We go on the assumption that without FDIC ap- 
proval you couldn’t operate, theoretically. 

Mr. Citawson. That is right. 

Mr. Mumma. You want that spelled out? 

Mr. Ctawson. That that authority would remain under the super- 
visory agencies of the State. If that was spelled out, I don’t think 
the thousands of State bankers who are in small country banks, and 
a majority of the 14,000 total are small country bankers, I don’t 
think there would a any fear of further control by the Federal 
agencies there. 

Mr. Mumma. Do you know of specific cases where this has worked 
the way you don’t want it to work? 

Mr. Ciawson. No, sir. In the State of South Carolina we have 
had no problem whatsoever. It is the future about which we are 
concerned in our dual banking system of national banks and State 
banks. 

Now if you take under the composition of the FDIC Board we have 
the Comptroller of the Currency a member of that Board by law. 
If the State bank applies to the Federal Deposit Insurance C orpora- 
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tion for approval of a merger, then there is the Comptroller of the 
Currency who charters national banks and passes on mergers of na- 
tional banks sitting on that same Board. 

Mr. Mumma. It seems to me if there was to be a merger of two State 
banks you would naturally go to the State banking ‘department for 
prior approval. 

Mr. Cuiawson. That is what we would like to have, sir. 

Mr. Mumma. We can’t make a law to that effect but if you want to 
merge a bank you would certainly go to the people who created you 
to get the condition changed. 

Mr. Ciawson. That is what we would think, sir, but section 23 does 
not say that. It says you have to have prior approval. 

Mr. Mumaa. Whatever we put in here wouldn’t change any State 
law. 

Mr. Ciawson. It would override—the way it has been interpreted 
to us, if this section is approved as is, Feder al law would override the 
State banking authorities in approvals or disapprovals of mergers. 

Mr. Mumma. It seems to me you are considering the second part 
of this agreement rather than the first primarily. You wouldn’t go 
to the Federal Deposit Insurance Corporation first. You would go 
to the State regulatory body. 

Mr. Ciawson. That is where we would like to go. 

Mr. Mumma. Still you want it spelled out. 

Mr. Ciawson. That is right. I think the most important part of 
this thing is to preserve our ~dual banking system. It may not be this 
year or next year, it may not have too much effect, because of these 
statements assuring us by the Federal Deposit Insurance C orpora- 
tion, but in future years for us to protect the dual banking system 
we have in this country today, there is the danger, if more and more 

control is given, where State- ‘chartered banks have to go to a Federal 
agency to ask for permission to merge or consolidate then it is getting 
into what I would call the fringe area of the chartering rights. ‘of the 
States, for State banks. 

Mr. Mumma. I am not too familiar with this law but it seems to 
me all the testimony and comments from members of the committee 
have been that nobody wanted to interfere with the dual banking 
system and it was working fine, is that correct ? 

Mr. Brown. You may be right about that, until we got into this 
controversy. 

Mr. Reuss 

Mr. Reuss. No questions. 

Mr. Brown. Mr. Henderson 

Mr. Henpverson. You mentioned the Comptroller of the Currency 
being a member of the Federal Deposit Insurance Corporation. Do 
you believe there should be a change in that situation ? 

It has been meee 

Mr. Crawson. I had originally stated that I would confine my re- 
marks, of course, to this section 23 here, but I did, in bringing out 
something in trying to answer one of the questions, I believe that point 
was hit upon. My own feeling about it is that it wouldn’t matter so 
much to me if he were on there, if it were spelled out that the rights 
of these State supervising agencies would be retained and that prior 
approval would have to be obtained from them first, I would not have 
particularly any objection to that. 
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However, I feel also this way, that the Comptroller of the Cur- 
rency—I believe the composition of the Federal Deposit Insurance 
Corporation Board would be, for the best interests of all the banks, 
better off not to have one of the chartering agency heads sitting on 
it as a Board member. 

There are no personal feelings about personalities at all, but I 
just believe it would be better not to have the head of one of the 
chartering agencies sitting on the Federal Deposit Insurance Corpora- 
tion Board. 

Mr. Henperson. Thank you very much. 

Thank you, Mr. Chairman. 

Mr. Brown. Do you have any other suggestions about other parts 
of the bill? 

Mr. Criawson. No, sir. I would just like to say this, that I don’t 
believe we have had ‘anybody up here from any organization or asso- 
ciation trying to speak for these small country bankers like I men- 
tioned. My own bank only has about $6.5 million, and most of these 
banks in the country, or a great majority of the total number, are from 
$10 million on down. 

Mr. Brown. We had one from my own congressional district. 

Mr. Mumma. Are you from H: irtsville ? 

Mr. Ciawson. Yes, sir. 

Mr. Mumma. You havea cement plant there, do you not ? 

Mr. Ciawson. That is Harleyville, I believe, Harleyville, S. C. 

Mr. Kitpurn. We had a bank of $214 million. Also we had the 
New Jersey member who represented the association of State super- 
visors. 

Mr. Brown. Are you objecting to the bill or just this provision ? 

Mr. Ciawson. Just this provision, sir, is the only thing we are ob- 
jecting to. We think for the best interests of the dual banking system 
that this one provision is reversing a situation that exists today, where 
authority could be used by these Federal agencies that they already 
have for member banks and for members of the Federal De »posit In- 
surance Corporation, by virtue of the fact that indirectly they could 

say “We will withhold your membership, or restrain you from mem- 

bership if you go through this merger, or we will kick you out of 
membership in the Federal Reserve System if you go ahead,” and 
indirectly they have that authority and it would just exactly reverse 
that. 

Mr. Brown. Very well, you may be excused. 

Mr. Ciawson. As we have mentioned here from time to time our- 
selves in going over this, we don’t really think our views are any dif- 
ferent from those that you gentlemen have, because we believe you 
feel that many of these State- chartered banks we have in the countr y; 
the rights of these agencies ought to be protected in your own re- 
spective States. But it ought ‘to be spelled out. We haven’t had 
anybody up here from the various articles that I have read about, in 
testimony that I have been able to read about it, who are inclined 
to do too much about it. They have covered a lot of parts of the bill, 
but they haven’t tried to say too much about our State banking sys- 
tem in this dual banking setup. 

Mr. Brown. All right, you may be excused. We have been glad to 
have your testimony. 

Mr. Ciawson. Thank you very much. 
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May I have the privilege of leaving for the record a copy of a con- 
current resolution of our assembly in South Carolina memorializing 
the Congress on this particular section, sir? 

Mr. Brown. That may be incorporated in the record. 

(The document referred to is as follows :) 


S. 568. CoNCURRENT RESOLUTION By Mr. Wo. P. BASKIN 


CONCURRENT RESOLUTION Memorializing Congress to amend the Financial Institutions 
Act of 1957 so as to allow the State’s supervisory agencies to approve or disapprove 
proposed mergers of State-chartered banks 


IN THE SENATE 


Introduced, January 28, 1958. Adopted. 
Sent to House by order of the Senate. 


L. O. THomas, Clerk. 
IN THE HOUSE 


Introduced, January 28, 1958. Adopted. 
Concurred in as amended and returned to Senate by order of the House. 


InEz Watson, Clerk. 
In the Senate: Concurrence of House received as information. 


L. O. Tuomas, Clerk. 
A true copy. 


[SEAL] L. O. THOMAS, 
Clerk of South Carolina Senate. 


CONCURRENT RESOLUTION Memorializing Congress to amend the Financial Institutions 
Act of 1957 so as to allow the State’s supervisory agencies to approve or disapprove 
proposed mergers of State-chartered banks 


Whereas the Financial Institutions Act of 1957, known as Senate bill 1451, 
has already passed the United States Senate and now is being considered by the 
House Banking Committee of the United States Congress, which bill would amend 
the Federal Deposit Insurance Corporation Act pertaining to State-chartered 
banks, so as to place control over mergers of such banks in the Federal Reserve 
Board for State member banks and in the Federal Deposit Insurance Corporation 
for State nonmember banks; and 

Whereas the power to approve or disapprove mergers of State-chartered banks 
has historically been with the State banking supervisory agencies of the respec- 
tice States ; and » 

Whereas the passage by Congress of the Financial Institutions Act of 1957, 
as is now proposed, would result in further deterioration of the powers of State 
banking supervisory agencies by the encroachment of Federal agencies in admin- 
istering supervision over State-chartered banks; and the dual banking system 
will be another step along toward completely federalizing and centralizing the 
banking system as we know it today; and 

Whereas there has been no proof submitted that the State banking super- 
visory agencies in the .various States are not capable and fully qualified to 
pass judgment on proposed merging of State-chartered banks; and 

Whereas the State board of bank control has done an outstanding job of reg- 
ulating State-chartered banks in South Carolina and the passage of said bill 
would seriously limit their authority and further restrict States rights: Now, 
therefore, be it 

Resolved by the Senate (the House of Representatives concurring), That the 
Congress of the United States be memorialized to amend section 23 of the 
Financial Institutions Act of 1957 so as to allow the State supervisory agen- 
cies in the respective States to retain the authority and power to approve or 
disapprove the merger of any State-chartered banks; be it further 

Resolved, That the Members of Congress from the State of South Carolina 
be requested to do all within their powers to achieve the amendment of sec- 
tion 23 of the act so as to leave the merging authority of State-chartered banks 
in the control of the respective State banking supervisory agencies; be it 
further 

Resolved, That copies of this resolution be forwarded to the Members of the 
House of Representatives and to each Senator of the United States Congress 
from South Carolina. 
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Mr. Brown. Is Mr. Lobb here? 

Come around, Mr. Lobb. 

Mr. Reuss, I believe he is a constituent of yours, and you might 
present Mr. Lobb to the committee. 

Mr. Reuss. I appreciate the opportunity to present a distinguished 
citizen of my hometown of Milwaukee, Mr. John Lobb, who is execu- 
tive vice president of the Marine National Exchange Bank, one of 
the oldest and finest of our financial institutions. In addition to being 
an outstanding member of the community, Mr. Lobb is a civic leader 
in the State of Wisconsin. He is currently serving his community 
and his State as chairman of the Governor’s commission to examine 
problems of intergovernmental relations, and I know that his observa- 
tions here today on the banking laws will receive sympathetic con- 
sideration, and I appreciate the opportunity of presenting him. 

Mr. Brown. You may proceed, Mr. Lobb, in your own way. If you 
have a written statement, you may read it, if you prefer. 


STATEMENT OF JOHN C. LOBB, EXECUTIVE VICE PRESIDENT, 
MARINE NATIONAL EXCHANGE BANK 


Mr. Lose. Mr. Chairman and members of the committee, I have 
written a letter setting forth our views, and I will leave that with 
you. 

(The letter referred to is as follows:) 


MARINE NATIONAL ExcHANGE BANK, 
Milwaukee, Wis., January 29, 1958. 
Hon. Henry S. REevss, 
Member of Congress, 
House Office Building, Washington, D.C. 


Dear CONGRESSMAN Reuss: As you know from our previous correspondence, 
I have followed and reviewed the proposed Financial Institutions Act on behalf 
of the Marine National Exchange Bank of Milwaukee. Before hearings on this 
bill terminate, I would like to express, for the record, our concern and recom- 
mendations with regard to certain sections of the bill. 

1. The act, as it originally appeared in the Senate committee print, provided 
in title I, section 36, that the limitation on the amount of mortgage loans to 
be held by a national bank could be computed on the basis of 20 percent of 
demand deposits in addition to the other bases of computation already pro- 
vided by law. This alternative was deleted from the Senate bill. We recom- 
mend reinstatement of this alternative test. As to most commercial banks, 
this would permit a substantial increase in mortgage loans without, at the 
same time, jeopardizing the liquidity of the banks. This proposal has had the 
unanimous approval of all persons appearing at the Senate hearings with the 
only opposition coming from the Honorable J. L. Robertson, of the Board of 
Governors of the Federal Reserve System. The testimony with respect to this 
clause appears in the report of the Senate committee hearings (the “green 
book’”’) as follows: 

Persons testifying in favor: 

Ray M. Gidney, Comptroller of the Currency, page 806. 

Gibbs Lyons, American Bankers Association, page 529. 

Sam M. Fleming, Association of Reserve City Bankers, page 591. 

Kenton R. Cravens, chairman, advisory committee, pages 473 and 501. 

Norfleet Turner, president, First National Bank of Memphis; chairman, 
national bank and comptroller of the currency subcommittee of United States 
Chamber of Commerce, page 665. 

J. Wallace Ely, president, Robert Morris Associates, page 680. 

Ohio Bankers Association, page 845. 

Sole opposition : 
J. L. Robertson, member, Board of Governors, pages 864 and 884. 
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2. The conditions upon which a national banking association may retain and 
operate a branch or branches is set out in title I, section 39. We would like 
to recommend a change in the wording of section (b) which would insure uniform 
application of the provisions of this section in all States where branch banking 
exists. We propose that section 39 (b) be amended to read: 

“(b) If a State bank is hereafter converted into or merged or consolidated 
with a national banking association, or if two or more national banking asso- 
ciations are merged or consolidated, such converted or merged or consolidated 
associations may, with respect to any of such banks, retain and operate any 
of their branches which may have been in lawful operation by any bank on 
February 25, 1927, and such merged or consolidated associations in all States 
in which branch banking exists may retain and operate any of the offices and 
branches of the consolidated or merged banks in lawful operation immediately 
prior to the effective time of the merger or consolidation.” 

This amendment will not significantly change the statutory purpose of section 
39 (b). 

3. In connection with installment-loan financing, one of the features which 
makes this kind of lending attractive to small-loan companies and motor-accept- 
ance companies is the capacity which they have of acting as insurance agents 
in the writing of credit life insurance, credit health and accident insurance, 
and casualty insurance. Granting this power to banks would have two sub- 
stantial relief features: First, it would permit some participation in the insur- 
ance commissions and make the installment lending more attractive, and, second, 
it would make the underwriting substantially more flexible and feasible. 

To accomplish this result, we recommend that section 45 be amended to rein- 
state paragraphs (a) and (b) in the form in which they appeared in the Senate 
committee print. 

At the hearings, that section, as it appeared in the committee print, was 
approved by the following at the pages shown: 

Ray M. Gidney, Comptroller of the Currency, page 827 ; 
Kenton R. Cravens, Chairman, Advisory Committee, pages 475 and 502. 

It was opposed only by the insurance agents through their president, Robert E. 
Battles, whose testimony appears on page 1058. 

4. There has been considerable concern in our State, as well as nationally, 
with regard to the fact that investors in Federal savings and loan associations 
usually do not understand the true nature of their investment. In order to 
insure public understanding with regard to this matter, we recommend that 
title V, section 5, be amended as follows: 

“(a) In order to provide local mutual thrift institutions in which people 
may invest their funds and in order to provide for the financing of homes, the 
Board is authorized, under such rules and regulations as it may prescribe, not 
inconsistent with this title, to provide for the organization, incorporation, exami- 
nation, operation, and regulation of associations to be known as ‘Federal savings 
and loan associations,’ and to issue charters therefor, giving primary considera- 
tion to the best practices of local mutual thrift and home-financing institutions 
in the United States. 

“(b) Such associations shall raise their capital only in the form of payments 
on such shares as are authorized in their charter, which shares shall be spe- 
cifically described as ‘shares’ in all applications and advertising of the associa- 
tions, and which shares may be retired as is therein provided. No deposits 
shall be accepted and no certificates of indebtedness shall be issued except for 
such borrowed money as may be authorized by regulations of the Board, and 
the public shall be so advised in all applications for membership, all advertising, 
and all agreements with such associations.” 

5. It seems to us that consideration should be given to a positive liquidity 
requirement for savings and loan associations. As it now stands, both under 
the statute and the rulings of the Federal Home Loan Bank Board, it is possible 
for a savings and loan association to freeze its assets in long-term mortgages. 
This could have a serious impact on the availability to the public of their savings 
if any slight business recession stops the flow of mortgage amortization dollars 
to saving and loan associations. Perhaps the hearings should carefully question 
the Federal Home Loan Bank Board along this line. 

6. Another whole area for exploration in connection with this legislation is 
the taxation of banks and savings and loan associations. We see no reason why 
banks should not bear their fair share of taxes like any other profitmaking 
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-corporate entity. It seems to us, however, that the same principle should apply 
to savings and loan associations. 

It will be appreciated if you will make the contents of this letter a part of the 
minutes of the hearings of the committee. 

Yours very truly, 
J.C. Loss, Executive Vice President. 

Mr. Loss. We are the third largest bank in the State, and I believe 
I represent our stockholders and our 23,000 customers. 

We are basically very much in favor of the bill and wish only to 
comment on certain sections. We believe the examination by the 
Congress of all the financial institutions is essential, and we certainly 
hope that some form of regular examination of the entire financial 
system of this country can be undertaken from time to time by some- 
body as it is in Great Britain, where, as you probably know, every 10 
years by law a complete reexamination of the financial structures 
of the entire Commonwealth are done. 

First of all I would like to comment that the act, as it originally 
appeared in the Senate committee print, title I, section 36, provided 
an alternative mortgage loan provision which proivded that national 
banks, as an alternative, might be allowed to make mortgages up to 
20 percent of demand deposits. 

Now under the present laws it is 100 percent of capital and surplus, 
or 60 percent of time deposits, which is the normal usage. The 20 
percent of demand deposit provision was supported before the Senate 
by Mr. Gidney, the Comptroller; by Mr. Lyons, a representative of 
the American Bankers Association; Mr. Fleming, representing the 
Reserve City Bankers; by Mr. Cravens, chairman of the advisory 
committee, and by Mr. Turner, of Memphis, and by Mr. J. Wallace 
Haley, of Robert Morris Associates, and a special appearance by the 
Ohio Bankers Association. The sole opposition was from Mr. J. L. 
Robertson, a member of the Board of Governors of the Federal Re- 
serve Board. 

It is our feeling, gentlemen, that this is not a life-or-death matter. 
On the other hand, it would permit an expansion for national banks 
of their mortgage loan capacities. In our particular case, time de- 
posits account for only 17.5 percent of our total deposits, even though 
they have grown very rapidly. We are paying 3 percent interest 
on savings. 

The largest bank in our community is in a similar situation, with 
about 20 percent of its total deposits in time. Under the State bank- 
ing laws, the State banks have a much more liberal provision. We 
feel this is not only good economics, but we feel it would simply 
release more funds for mortgage money. We see absolutely no 
detrimental effect from the standpoint of conservative banking policy. 
We have made a careful study over a 10-year period as to fluctuation 
of our demand deposits, and our time deposits, and we don’t see any 
important difference at all in the picture. 

It was quite a coincidence, as Mr. Stoddard appeared here from 
Michigan, that I wish to comment next upon a provision of the bill 
which, if I had known he was going to testify, we could have got 
together and practically said the same thing with a couple changes 
of words. The State of Wisconsin is unique, of the 48, in this respect. 
We have 38 States permitting branch banking. We have 9 States 
prohibiting branch banking, but only 1 State—and that is Wisconsin— 
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where branch banking does exist, and exists on a large scale, where 
people got under the wire by 1947. We have one-hundred-and-fifty- 
odd banks in the State with branches. In the city of Milwaukee we 
are a unit bank. We have no branches. We are competing with a 
bank, the First Wisconsin National Bank, that has 13 branches. This 
bank controls better than 50 percent of all the deposits of Milwaukee. 

We have submitted to our State legislature figures from the last call 
reports showing that the First Wisconsin National Bank of Mil- 
waukee has a greater dominance than any bank in any county of the 
25 largest cities in the United States. It is far greater than the Bank 
of America’s hold on San Francisco, or Los Angeles, and there is 
literally not a closed circuit, there being originally 13 branches and 
the other banks being disallowed in it. Two other counties have 
branch banks. 

Section 39 (b), in the merger provision: 

If a State bank is hereafter converted into or merged or consolidated with a 
national banking association or if two or more national banking associations 
are merged or consolidated, such converted or merged or consolidated associa- 
tions may, with respect to any of such banks, retain and operate any of their 
branches which may have been in lawful operation by any bank on February 
25, 1927, and such merged or consolidated associations— 
this is new material— 
in all States in which branch banking exists— 
continuing with the original material— 
may retain and operate any of the— 
new material— 
offices or branches of the consolidated or merged banks. 

In other words, instead of saying where branch banking is per 
mitted to State banks, as Mr. Stoddard said, we are simply saying 
“where branch banking already does exist,” it being our feeling—we 
have not yet tested it in the courts, that there is a very real question as 
to whether or not equal protection of the laws was not denied in the 
State of Wisconsin by this 1947 legislation. 

We haven't tested it yet. This has been gone into before, and I 
don’t want to belabor the matter with the committee, that is the mat 
ter of insurance, and there we recommend that section 45 be amended 
to reinstate paragraphs (a) and (b) of the committee print—our 
basic thinking on this is that savings and loan associations having the 
power to sell insurance, there is a competitive advantage there which 
I feel the original committee print was wise in permitting the banks 
to do, also. 

Mr. Parman. Are savings and loan associations permitted to sell 
insurance in connection with their business ? 

Mr. Lops. They are in Wisconsin, sir. I am not familiar with the 
picture elsewhere. I believe that summarizes what I have to say, 
gentlemen. 

Are there any questions? 

Mr. Brown. The Chair will recognize Mr. Reuss at this time, to 
interrogate the witness. 

Mr. Reuss. Thank you, Mr. Chairman. 

I would like to ask Mr. Lobb this question: You have presented the 
case for allowing national banks to loan in mortgages up to 20 percent 


FINANCIAL INSTITUTIONS ACT OF 1957 1401 


of their demand deposits. What this committee is interested in, of 
course, is seeing that depositors and also shareholders have adequate 
protection. I would like you to state for the committee your conclu- 
sion—and I assume you have one—that that 20 percent of demand 
deposit permission would in no way jeopardize the position of those 
ene in a solvent bank. 

Mr. Loss. We don’t feel that it would at all, Mr. Reuss. We feel 
this is not an illogical extension of the loaning power. As a practical 
matter, the State banks in Wisconsin operating under the State laws 
do have what is called a risk-asset formula, which does, in effect, give 
to a State bank, Mr. Reuss, approximately this same result, 

Mr. Reuss. What about other financial institutions, lending institu- 
tions; what restrictions are there on their mortgage lending powers in 
relationship to demand deposits ¢ 

Mr. Loss. A federally chartered savings and loan association is 
permitted under the present regulations to loan our virtually 100 
percent of the depositors’ funds. The regulations may vary in the 

various States. I am not familiar with them, but for all practical 
purposes, if you will pick up the anual statements of the usual savings 
and loan association, you will see that loans amount to 90 to 100 
percent of the amount of the funds that have been put in by the 
shareholders. 

It has always been my feeling, Mr. Reuss, that there is a basic in- 
consistency in one arm of the I ‘ederal Government saying to the na- 
tional bank “You may loan out only 60 percent of time deposits,” and 
another arm of the Federal Government, the Federal Home Loan 
Bank Board, granting considerably more latitude. 

Now, it seems quite obvious that one of those rules is erroneous, and 
I think we all agree that it is the duty of both institutions to act as 
fiduciaries and protect the people whose money is at stake. 

I am not making this statement at all as a competitor. I firmly 

believe there is a pl: we for savings and loans, I think they have done 
a fine job here. They are an integral part of the financial structure in 
Great Britain. In Great Britain they have very stringent liquidity 
requirements which we do not have in this country, and I assume 
somewhere along the line that the Congress, in investigating this bill, 
will make some determination as to whether the limitations on both 
institutions should not be more or less the same. You have the same 
problem, and the reason the bank regulation is there, is the long series 
of bank failures known over the last 100 vears. 

Mr. Reuss. There is one provision of the present national banking 
laws, Mr. Lobb, about — you did not comment, and I would like 
to get your comments. Under the present law a shareholder in a 
national bank has the right in voting for directors in a bank, to ac- 
cumulate his shares. Do you have an opinion on whether that provi- 
sion is a good one or not ? 

Mr. Loss. Mr. Reuss, I hadn't intended to comment on that one 
way or the other, but we are in favor of cumulative voting. We don’t 
feel strongly about the present provision in the bill. Basically, our 
thinking is that if a minority of our stockholders—I am a director, 
too—if a minority of our stockholders are dissatisfied and want to get 
together and elect a director, I should think that banks—the least of 
any institution—would want to deny the minority representation on 
the board. 
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I think it is terrible public relations, if nothing else, to say nothing 
of not being any real problem. As I believe Mr. Stoddard said. 
would say, as did Mr. Stoddard, that I would recommend that we 
put cumulative voting into our bylaws. 

Mr. Reuss. Thank you, Mr. Lobb. 

Thank you, Mr. Chairman. 

The Cuarrman. Mr. Kilburn. 

Mr. Kitsurn. Just in that connection, of course, the bill allows 
any bank that wants to have cumulative voting to have it 

Mr. Loss. Yes, sir. 

Mr. Kitsurn. As Mr. Stoddard said, would you leave that provi- 
sion as it is, anybody who wants to do it can do it, and anybody who 
doesn’t want to doesn’t have to; do you agree with that ! 

Mr. Loss. I think that is true, Mr. Kilburn. I think, as a prac- 
tical matter, the Board would leave it out or put it in. 

Mr. Kitsurn. You were for the provision of the bill having to do 
with national banks loaning mortgage money up to 20 percent of 
demand deposits ? 

Mr. Loss. Yes, sir. 

Mr. Kitsurn. You recommend, then, no change in the bill? 

Mr. Loss. No, sir. That was in the Senate committee print and 
then was taken out when it passed the Senate. We are recom- 
mending that it be reinstated. 

Mr. Kitsurn. How about the banks in Boston ? 

Mr. Loss. There is no bank in Boston under that category. 

Mr. Kitpurn. Are you for the bill, generally speaking ? 

Mr. Loss. Yes, sir. 

Mr. Brown. Mr. Patman. 

Mr. Parman. We appreciate the fact that we have your fine Con- 
gressman as a member of this committee. He is highly regarded and 
he is very helpful to us. We appreciate his fine service. 

Mr. Loss. Thank you, sir. 

Mr. Parman. I have no questions. 

Mr. Brown. Mr. Widnall. 

Mr. Wipnatu. What would you say were the percentage of con- 
ventional loans related to FHA loans in mortgages in Wisconsin— 
at the low figure you would like to have raised now { 

Mr. Loss. Do you mean for all the banks? Do you mean our bank 
or all the banks ¢ 

Mr. Wipnat. For banks in the same classification that your bank is 
in. 

Mr. Loss. I have never seen any breakdown overall. 

Mr. Wiwnau. Would the increase to 20 percent mean you would 
be more in the conventional lending field, or in the FHA guaranty 
field ¢ 

Mr. Logs. We would be in both, depending on the money market, 
sir. 

Mr. Wipnatt. What I am thinking about is: how much of that 
money is going to be available to the low-income group; the pur- 
chasers who have very little by way of downpayment ? 

Mr. Loss. That would depend entirely upon the mortgage rate 
available at the time. 

Mr. Wipnatu. Do you have any estimate as to the amount of addi- 
tional money that would be available to the mortgage market if you 
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increased it to 20 percent? How about in the case of your own bank? 

Mr. Loss. In our bank it would be—we currently have $22 million 
in mortgage money out. We would be able to increase that to about 
$31 million. A little more or a little less than 50 percent increase. 

Mr. Wipnatyt. Would that be true of most of the banks in 
Wisconsin ? 

Mr. Loss. No, sir; because many banks, probably most small banks 
have 50 percent of their total deposits as time deposits now. The 
reason this provision was put in and recommended by the Comptroller 
and the ABA was to take care of—not to take care of, really, it was 
to take advantage of—the available funds of a lot of large national 
banks, such as ours, largely industrial and commercial in their nature, 
and have a smaller percentage of savings deposits and to loosen up, or 
free up, more funds for mortgage money. 

For example, some of the big New York banks have very little in 
savings, so, of course, they can’t make much in the w ay of mortgage 
loans. 

Mr. Wipnatt. I understand that. I have been on the Subcommit- 
tee on Housing of this committee, and I am very much interested in 
how much more would be available and whether or not it would go 
into conventional loans or whether or not it would go into the FHA 
guaranteed type of loan. Because, depending on where you channel 
your funds will be the type of housing you are building, and what 
you are making available to the consumer. 

Mr. Loss. Right at the moment it might interest you to know that 
we are making quite a lot of GI loans for the first time in a long time. 

Mr. Wipnatt. Right at the moment ? 

Mr. Loss. Right at the moment. 

Mr. Wipnatx. Thank you very much. 

Mr. Brown. Mr. Mumma. 

Mr. Mumma. No questions, Mr. Chairman. 

Mr. Brown. Mr. Henderson. 

Mr. Henperson. In connection with the question just asked you, 
may I ask why you are making a lot of GI loans at the present time; 
do you know / 

Mr. Loss. Yes. Just at the present time, the GI market—the 
program seems to be going to expire in June, in our area, anyway, and 
there are quite a few applic ations. With the discounts that are 
legally available of 4 points, it works out to an interest rate of about 
bY, percent, and the demand for those is good, and better than the 
demand for conventional loans, which is 5.5 percent in the market of 
the Chicago-Milwaukee area at the present time, and it is simply a 
question of employing funds in a safe place, in volume. 

Mr. Henverson. Now turning to some of the testimony that you 
favored us with, do you recognize the practical impossibility of lib: 
eralizing all of the Federal statutes so as to permit national banks 
to enjoy Pall of the privileges that State banks enjoy ? 

Mr. Loss. I certainly ‘do, sir. The only reason I am down here is 
that I think the Congress is the only place that can correct our par- 
ticular situation in Wisconsin. Our constitution requires that a two- 
thirds vote of the elected members of each house be obtained on any 
matter pertaining to banking legislation, and I don’t have to tell you 
that a two-thirds vote of the elected members of both houses is pretty 
hard to get. 
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Now, in spite of that, we went to our legislature in the last session 
with a bill to permit branch banking by consolidation, and we lost the 
two-thirds by 1 vote in the senate and only by 4 votes in the lower 
house; that may well be the high-water mark, however. I think al- 
most all major banks are in interstate commerce to a very large de- 
gree, and I think and I hope someday the Congress will give equal 
rights to all the national banks in all the States. 

Mr. Henperson. You do recognize, or I hope you do, the value 
of having the two systems of banking, State and National? 

Mr. Loss. Yes, sir; I don’t think there is any conflict in our think- 
ing there. We have State bank branches, too. We happen to have a 
branch-banking system that does exist, but it is illegal. 

Mr. Henverson. Thank you, Mr. Chairman. 

Mr. Brown. Are there any further questions? 

Mr. Breeding. 

Mr. Breepine. No questions, Mr. Chairman. 

Mr. Wipnatt. A previous witness testified a group he represented 
recommended removing FHA loans from the 60-percent limitation on 
time deposits at the present time. What would your own feelings be? 

Mr. Logs. I would recommend that, too. That, in effect would go 
a longways toward accomplishing the same thing we recommend here. 
The GI loans are now exempted from your limitations. I would think 
there would be a certain amount of logic, sir, in treating the FHA pro- 
gram the same as the GI program. 

Mr. Wipnatt. You feel that would loosen it up ? 

Mr. Lops. Yes, sir. 

Mr. Brown. Mr. Lobb, we have been very glad to have your testi- 
mony. You may be excused, now. 

We have one other witness, Mr. Kravigny. He is not here. 

The committee will adjourn and reconvene Tuesday, at 10 o’clock. 

(Whereupon, at 3:20 p. m., the committee adjourned, to reconvene 
Tuesday, February 4, 1958, at 10 a. m.) 
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TUESDAY, FEBRUARY 4, 1958 


Houss or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, the Hon- 
orable Brent Spence, chairman, presiding. 

Present: Messrs. Spence, Brown, Patman, Multer, Barrett, Mrs. 
Sullivan, Mrs. Griffiths, Messrs. Vanik, Anderson, Breeding, Kilburn, 
McDonough, Betts, Mumma, McVey, Bass, Seely-Brown, Henderson, 
and Chamberlain. 

The Cuamman. The committee will be in order. 

We will resume the hearings on the Financial Institutions Act. 

We have this morning, as our first witness, Mr. Bent, appearing 
on behalf of the National Savings and Loan Le: ague; also Mr. Shaw, 
savings and loan commissioner of California. If your testimony is 
on the same subject, I suggest that you each read your statement, 
and then subject yourselves to interrogation. 

Mr. Bent, you may proceed first. 

Mr. Bent. Thank you, Mr. Chairman. 


STATEMENT OF JAMES E. BENT, ON BEHALF OF NATIONAL SAVINGS 
AND LOAN LEAGUE 


Mr. Bent. Chairman Spence and gentlemen, my name is James KE, 
sent, and I am president and managing officer of the Hartford Fed- 
eral Savings & Loan Association, Hartford, Conn. I might also add 
that I am a member of the Federal Savings and Loan Advisory 
Council created pursuant to section 8 (a) of the Federal Home Loan 
Bank Act, and was for the past 4 years an elected director of the 
Federal Home Loan Bank of Boston, and chairman of the legislation 
committee of the National Savings and Loan League, in which 

capacity I am appearing today. 

Needless to say, Mr. Chairman and members of the committee, I am 
most appreciative of the opportunity to appear before the House 
Banking and Currency Committee. Over the years we have felt that 
this committee always considers and carefully weighs the arguments 
we present against its objective of legislating in the public interest. 
We do not ask for more. 

My statement today is limited to those sections of the bill and 
proposed amendments thereto on which our organization has estab- 
lished a policy. 

I will first take up title IV, Federal Home Loan Bank Act, and 
specifically, the advertising practices of uninsured members. 
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Section 4 (d) of S. 1451 prohibits uninsured members of the Fed- 
eral Home a. Bank System from advertising such membership 
except as the Board may authorize by regulation. The language of 
the House bill is more general and would make any statement tend- 
ing to mislead the public into believing the accounts of such asso- 
ciation are insured by the Federal Savings and Loan Insurance Cor- 
poration a ground for termination of bank membe rship. We believe 
the language of subsection (d) as it appears in the House bill is 
desirable. 

The Board has recommended adoption of the House language with 
the addition of two new subsections (e) and (f). The proposed 
subsection (e) authorizes the Board to regulate the sales plans and 
practices and advertising of uninsured member associations to the 
same extent they are controlled for insured associations. ‘The pro- 
posed subsection (f) covers, to some extent, the same area as the lan 
guage of subsection (d) of the Senate bill and in addition provides 
for the regulation of the use of Board indicia by any individual, 
association, partnership, or corporation. We believe the two new 
subsections submitted by the Board are desirable and should be 
enacted into law. 

There are some 700 uninsured members of the Federal home-loan 
bank system. The vast majority of these associations do not engage 
in the practices which these amendments seek to prevent and would 
not therefore be affected by their adoption. Unfortunately, some 
few of these associations, either wittingly or unwittingly, have fol- 
lowed advertising practices that are inimical to the interest of the 
public and all member associations. These practices should not be 
allowed to continue. 

Now, as to the compensation of examiners, supervisory and other 
Board personnel. The reenactment of section 19 (a),a provision which 
has been a part of the Federal Home Loan Bank Act since 1932, would, 
in effect— 

Clarify the applicability of the Classification Act of 1949 to 
Board personnel ; 

2. Place the Board in the same position as the Federal Reserve 
Board, Federal Deposit Insurance Corporation, and Comptroller 
of the Currency so far as the Classification Act is concerned, and, 

3. Unless the amendment suggested by the Board be adopted, 
endanger the rights of employees of the Board in the benefits of the 
Civil Service Act, the Civil Service Retirement Act, and other benefits 
which have been extended to them by law since the enactment of the 
Federal Home Loan Bank Act. 

The Civil Service Commission has held that the Board is subject 
to the Classification Act. Although the Board does not concur in this 
ruling, it continues to follow the act. The situation makes it ex- 
tremely difficult for the Board to perform adequately its statutory 
responsibilities in the fields of supervision and examination. W hen 
you have a rapidly growing savings and loan business, the Federal 
Reserve Board, FDIC, and ( ‘omptroller of the Currency all recruiting 
personnel with the same qualifications and background as does the 
Board, it is not difficult to see how the Board, subject to the limitations 
of the Classification Act, is placed at a material disadvantage. This 
should not be, nor should the Board be placed in a position of having 
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to conduct a farm system for financial institutions or other Federal 
agencies. 

I do not have any figures but I know from personal knowledge that 
hundreds of employees of financial institutions today rec eived their 
initial training in the Federal home-loan bank system. 

The salaries of examiners and supervisors and other Board per- 
sonnel are paid by associations subject to such examination and super- 
vision; not by the public in general. We urge the reenactment of 
section 19 (a) with the amendment submitted by the Board to protest 
the rights of Board employees in veterans preference and other 
rights extended to them under Federal statutes. Reenactment, plus 
the amendment, would place the Board in exactly the same position 
as the Federal Reserve Board, Federal Deposit Insurance Corporation 
and the Comptroller of the Currency. 

A word about limitation on employment. Section 19 (b) is a new 
provision making it unlawful for any employee of the Board to 
accept employment with any member of the Federal home-loan bank 
system within 2 years after terminating employment with the Board 
except pursuant to regulations. This raises some implication of im- 
proper practices which we do not believe exist. As I have stated, 
many employees do leave the system for employment in financial 
institutions and probably in the three other financial regulatory 
agencies. 

They have left, and will continue to leave, because the Board 
unable to compete effectively for the skill which these employees have 
to offer. Section 19 (b) was not intended, and will not prevent, Board 
employees from moving on to other jobs which command higher sal- 
aries. Section 19 (a), as modified by the Board, will enable the 
Board to retain these examiners, supervisory and other personnel. 

Turning to title V, Federal Savings and Loan Act; first, a word 
as to the enforcement of supervisory powers, appointment of con- 
servators and supervisory represent: atives, 

Section 5 (d) (1) reenacts existing law with respect to the powers 
of the Board to enforce section 5 and the rules and regulations m: — 
thereunder. If the Board believes that a violation has occurred, i 
must notify the association of the facts constituting such aed 
violation. After notification, either party may move immediately 
for a judicial determination of the issues. If this procedure is not 
followed, the association is given an opportunity to correct, and 
failure to do so results in a hearing and adjudication by the Board. 
Appeals lie as is provided in the Administrative Procedure Act with 
review upon the w eight of the evidence. 

Section 5 (d) (: 2) reenacts existing law with respect to the powers 
of the Board to appoint conserv ators and supervisory representa- 
tives. Statutory grounds for the appointment of a conservator or 
supervisory represent: itive range from the condition of insolvency 
to the more nebulous condition of unsafe or unsound practices. Pro- 
vision is made for the appointment of a supervisory representative, 
ex parte and without notice, to take charge of an association if the 
Board determines that an emergency exists. Where these powers are 
exercised to conserve the assets of the association they are in order 
and comparable with powers over banks. Where, however, the ex- 
ercise of these powers is to summarily effect compliance with regu- 
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lations and is not related to a conservation of assets, the use of this 
drastic remedy, it is submitted, is unnecessary and improper. 

We request the committee to review the existing provision of sub 
section (d) (2) which permits the Board to appoint a supervisory 
representative ex parte and without notice. We think such drastic 
action should be limited to insolvency and other situations that can 
not be corrected by other proc edures available to the Board and be 
made more comparable to similar provisions relating to banks. In 
other words, we feel that section 5 (d) (2) is too drastic in its apphi- 
cation to our institutions. We further feel strongly that Congress 
wishes to protect the financial institutions of the Nation and the 
public interest against arbitrary and capricious action of an admin 
istrative agency present or future. The laws relating to banks have 
been time tested and similar provisions relating to savings and loan 
associations should not be made more drastic. 

The provisions of subsection (d) were enacted in 1954, after care- 
ful consideration by the industry, the Board, and this committee. 
We cannot see any need for rewriting these provisions at this time 
as proposed in amendment No. 2 submitted by the Board. Among 
other things, this amendment would change the method of review 
of supervisory actions and add two new grounds for the appoint 
ment of a conservator. Paragraph 3 of amendment No. 2 would, 
in effect, make the appointment of a conservator mandatory in cases 
where an association charges usurious interest. 

Section 5 of title IV, page 185, of the bill provides that no insti 
tution 
shall * * * be retained in membership 


if it charges usurious interest. Paragraph 3 of amendment No. 2 
provides that if an association’s membership is terminated 

the Board shall * * * appoint a conservator. 

However bad usurious charges may be, we doubt whether it justifies 
placing a conservator in a solvent institution. We point this out 
merely to show the pitfalls involved in trying to write so much 
legislation in a relatively short period of time. 

Also, the Federal Home Loan Bank Board in its proposed amend- 
ments relating to enforcement procedure in the appointment of con- 
servators for Federal savings and loan associations and in the termi- 
nation of insurance of insured associations would ch: ange the review 
of administrative action from the district court to the court of appeals. 
In our opinion, this would substantially affect the extent of review. 
In the cases of granting of licenses by Federal agencies, review in a 
court of appe: als might be adequate; but in cases involving substan 
tial existing rights, such as are involved in the appointment of a con 
servator or the termination of insurance, review should be in the dis- 
trict court. In a comparable provision in the Bank Act, title I, sec- 
tion 30, page 21, review is placed in the United States district court. 

Next, removal of officers and directors. Subsection (d) (3) isa new 
provision authorizing the Board to remove officers and directors for 
violation of regulations or for engaging in unsafe and unsound prac 
tices. Provision is made for giving the director or officer an oppor 
tunity to correct the prohibited practices. Paragraph 2 of amend 
ment No. 2 submitted by the Board deletes the language giving the 
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oflicer or director an opportunity to correct. We cannot agree to this 
amendment for the following reasons: 

There are approximately 100 pages of regulations covering the 
operations of these associations. Much of the language is tec hnical 
and capable of differing interpretations. Over the . years many legal 
opinions construing these 1 ‘egulations have emanated from the Board. 
These opinions, for the most part, are in the nature of letters to the 
individual association and are not generally disclosed to any other 
party. There is no systematic promulgation of these opinions chiefly 
because of insufficient funds and shortage of personnel. It is very easy 
to violate a regulation unknowingly, and no form of review can cor- 
rect the damage done to an association or its officers and directors by 
being called before the Board for a formal hearing on some alleged 
wrongdoing. 

2. Certainly, honest men can differ over whether a given practice 
is sound or unsound, These words have no precise meaning and we 
have no body of judicial precedent construing their legal meaning. 
Before being called for a formal removal hearing, the officer or di- 
rector should at least have an opinion from the Board that a particular 
practice is unsound. 

3. Subsection (d) (38) is not the only remedy available to the 
Board. A variety of techniques are available under paragraphs 1 and 
2; and, in cases of theft or embezzlement, provisions of our Federal 
Criminal Code apply. In addition, there is a vast body of common 
-" applicable to the operations of these assoc ‘lations. 

The provisions of 5 (d) (38) follow pri actically identical provi- 
sions for the removal of deen and directors found in title I relating 
to national banks and in title II relating to member banks of the Fed- 
eral Reserve System. There is no reason why this provision for Fed- 
eral savings and loan associations should be more drastic than that 
provided for banks. 

Of course, we do not believe the provisions of subsection 3 would be 
invoked in some technical or minor violation; but they could be; and 
we must look at the language as it is, and not from the standpoint of 
probable administration. 

Now as to the matter of branches, Federal savings and loan as- 
sociations. The basic issue involved in Section 6, at page 211, 
equality of competition among financial institutions who coomete 
for the savings dollar. The Senate bill would place Federal associa- 
tions in a materially disadvantageous position in approximately half 
of the States. The House bill is more liberal in that, with approval 
of the Board, such association may, after June 30, 1959, establish 
branches in States where State banks and trust companies are per- 
mitted to do so by law or practice. This would preclude the estab- 
lishment of branches in a number of States where commercial banks, 
though prohibited by law from establishing branches, have an effec- 
tive substitute not available to savings and loan associations. 

The Federal Home Loan Bank Board has been extremely careful 
in its granting of applications for branches. A complete administra- 
tive hearing is provided with notice to all competitors and an oppor- 
tunity to appear and protest the granting of a branch. <A branch 
is granted only after substantial evidence hae been presented that 
there is need in the community to be served and that it will not 
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unduly injure existing thrift and home Seine institutions. ne 
this rigorous procedure, not followed in the case of banks, it is not 
strange that an insignificant number hi ave been granted in the past 
23 years. We therefore would strongly urge the deletion of section 6. 

However, if the committee insists on some legislation on branches 
we think the base should be broadened. To this end we offer an 
amendment to section 6, or in the alternate, an amendment to sub- 
section (d) of section 54, at page 141 of the bill. 

The amendments are as follows: 

Amend subsection (c) of section 6 (p. 211) by deleting the words 
“after June 30, 1959” as they appear therein and add thereto, im- 
mediately after the first sentence, the following new sentence: 

For the purpose of determining practice in any State within the meaning of 
this section, the operation of chain, group, or affiliated financial institutions shall 
be regarded as the operation of branch offices, and the term “branch office” for 
the purposes of this section, shall include any office of a financial institution at 
which savings may be received. 

An alternate amendment: 

Delete subsection (d) of section 54 at page 141 and insert in lieu 
thereof, subsection (c) of section 5 of H. R. 2674, 84th Congress, Ist 
session (the Bank Holding Company Act of 1955). 

The first amendment would delete the moratorium on branches and 
define “practices” to include chain group and affiliated banking. The 
alternate amendment provides that within a State future peel ac- 
quisitions by a bank holding company or subsidiary thereof are re- 
quired to conform to the geographic limitations which apply ei the 
establishment of branch banks unless State law otherwise affirmatively 
permits other acquisition. The alternate amendment is identical 
with the language reported by this committee and passed by the 
House as a part of the Bank Holding Company Act of 1955, but the 
language preventing a circumvention of State branch laws was de- 
leted in confe rence. 

All we ask is that our associations be given branch parity with com- 
peting financial institutions. We will not have that parity unless 
our amendment or alternate amendment is adopted. 

The Bank Holding Company Act as passed by the House clearly 
recognizes that holding company operations or group banking is a 
substitute for branch banking and has been, and is being used to cir 
cumvent State banking laws. The Federal Reserve Board, in a re- 
ep to the Senate Select Committee on Small Business, dated Septem- 
ber 10, 1952, stated at page 7, 

In most respects * * * a group system is a substitute for a branch system. This 
is indicated by its existence in several States where branch banking is prohibited 
or severely restricted. 

We believe our solution to be fair and equitable and we do not see 


} 


how other financial institutions could, in good conscience, oppose the 


amendment or alternate amendment we have suggested. 


Turning next to title VI—Federal a and Ioan Insurance 
Corporation Act. 


There are two basie « ‘orpor: ate ty pe s of Say ines and loan ASSOC r if ion Ss, 
One is the mutu: ul and the other is the stock type. State chartered 
associations are of both types and 1 i. few States the stock type pre- 


dominates. All Federal savings aa loan associations are mutual. 
Both types, State and Federal, stock and mutual, are in competition 
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one with another. A number of years ago Congress enacted legisla- 
tion providing a two-way street between these types; however, con- 
version from mutual to stock must be on an equitable basis. We 
favor the two-way street between State and Federal associations and 
stock and mutual associations upon the above-mentioned basis. 

The Federal Home Loan Bank Board would assert broad authority 
in its proposed amendment No. 4 over conversions within a State from 
insured State-chartered mutual associations to State-chartered stock 
associations. No test of risk to the Federal Savings and Loan In- 
surance Corporation is involved or asserted. The proposed amend- 
ment is a clear encroachment of State jurisdiction and in violation of 
States rights. 

The Board has requested, at page 14 of its printed statement, the 
power to regulate the establishment of branches by insured Staie- 
chartered savings and loan associations. The argument presented in 
support of this request for power is that branches affect the risk of 
the Insurance Corporation. Any decision an insured association may 
make affects to some degree the insurance risk. If this concept is used 
as a criterion for control over State-chartered associations, we could 
in effect repeal all State savings and loan statutes and take over all 
the functions traditionally performed by State supervisory officials. 

Aside from the question of encroachment upon State prerogatives 
and the preservation of a dual banking system, we think it would 
be totally unfair to subject these State associations to the dual expense 
and effort of pleading a branch case in their State capital and in 
Washington. We also point out that under section 407 of the bill the 
Board has the power to enforce an insured association to correct any 
unsafe or unsound practices or give up its insurance. 

[t should be further pointed out that the tests imposed by the Fed- 
eral Home Loan Bank Board for the granting of a branch relate in 
the main to factors outside of the individual association. In other 
words, the needs of the community to be served and the likelihood of 
injuring other institutions are both normal factors for State deter- 
mination in the case of its own associations. 

A word as to the new criteria for considering insurance applications. 
Section 404 (c) reenacts existing law and establishes new criteria to 
be used by the Insurance Corporation in considering insurance appli- 
cations: namely (1) character or nature of the association’s facilities 
for serving the public; (2) its ability to render proper serv ices to the 
public: (3) the need for additional insured institutions in the com- 
munity; and (4) the effect of the granting of insurance upon existing 
insured institutions in the community. There 1 is also new language 
authorizing the Insurance Corporation to “impose such conditions 
to insurance, which conditions may be conditions precedent or con- 
ditions subsequent” as it thinks necessary or advisable. 

We are very much concerned, however, over the language empower- 
ing the Corporation to impose conditions subsequent and validating all 
such conditions previously imposed. Once insurance is granted, the 
association should not be subject to a special set of continuing regula- 
tions; all insured associations should be governed by the same laws and 
regulations. We also believe it is not good legislative practice to 
validate prior agency actions of question: able v: alidity. We therefore 
recommend adoption of the following amendment which (1) deletes 
the language authorizing the Corporation to impose conditions sub- 
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sequent and (2) deletes the sentence validating all such conditions 
previously imposed : 

Amend subsection (c) of section 404 by deleting the last two sen- 
tences and inserting in lieu thereof the following new sentence : 

In considering applications for such insurance the Corporation shall give full 
consideration to all factors in connection with the financial condition and policies 
of applicants, the need for additional insured institutions in the community, 
and the effect of the granting of insurance upon existing insured institutions in 
the community, and shall have power to impose conditions precedent as it may 
deem necessary or advisable in the public interest or for the protection of 
investors. 

A word about termination of insurance. Section 407 of the bills, 
providing for termination of insurance of insured associations, is 
already more drastic than comparable provisions authorizing the Fed- 
eral Deposit Insurance Corporation to terminate insurance. The 
Board, however, in its proposed amendment No. 6 is seeking additional 
powers which would substantially modify substantive rights under 
termination procedure. There is no need for these additional powers 
and we strongly recommend that this committee reject Board amend- 
ment No. 6. 

Next, insurance of bank members. The Board has recommended 
the addition of a new section 410 providing that no savings and loan 
association shall be admitted to Federal home-loan bank membership 
unless it is, or becomes insured by the Insurance Corporation. We 
think this is a highly desirable amendment and recommend its 
adoption. 

As to the proposed name change, FSLIC: On two previous oc- 
casions this committee has reported and the House has passed a 
amendment to our statutes shortening the name of the Federal Savings 
and Loan Insurance Corporation to “Federal Savings Insurance Cor- 
poration.” The reason for deleting the words “and Loan” are very 
simple and logical—the Corporation does not insure loans. ‘The 
word is still there, however, and confusion and public misunderstand- 
ing continue to exist. We would, therefore, urge that this committee 
amend titles IV, V, and VI by deleting the words “and Loan” as 
they appear in the name “F ederal Savings and Loan Insurance Cor- 
poration. 

As to branches, District of Columbia association: The Board has 
recommended an amendment to the District of Columbia Code pro- 
hibiting associations incorporated under District laws from establish- 
ing or moving a branch without approval of the Federal Home Loan 
Bank Board. We recommend adoption of this amendment. 

Finally, a word about the use of the words “banks” and “banking” 
The effect of section 44 (b) of title I of the bill is to give commercial 
banks an exclusive patent on the use of the words “bank” and “bank- 
ing” except where statute specifically authorizes use of the word in cor- 
porate names. As a practical matter, we do not think the change is 
too important. In principle, however, this attempted legal perver 
sion of the generic term “banking” is bad. The language itself raises 
the implication that the word has been misused. 

Section 709 of the Criminal Code as amended by section 803 (d) 
of the bill covers false advertising by financial institutions in a com 
prehensive manner. Before adding further criminal penalties of 
general applicability to the National Bank Act, we think evidence 
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should be adduced as to the need for this amendment. We ask for 
deletion of this section. 

Mr. Chairman, that concludes my statement. If there are any 
questions, I shall be happy to attempt to answer them. 

The Cuamman. We will have Mr. Shaw proceed with his state- 
ment now, and then you may both be interrogated. 

Mr. Parman. Is he with the same group, Mr. Chairman 4 

The CuHarrMan. Yes, he is. 

Mr. Suaw. Mr. Chairman. 

The CuarrMan. Mr. Shaw. 


STATEMENT OF MILTON 0. SHAW, SAVINGS AND LOAN COMMIS- 
SIONER OF CALIFORNIA, ON BEHALF OF NATIONAL SAVINGS 
AND LOAN LEAGUE 


Mr. Suaw. Mr. Chairman and members of the committee, my pur- 
pose in appearing before this committee is to oppose certain sections 
of the Financial Institutions Act of 1957 which I believe invade the 
rights of the States, and to oppose certain recent proposals of the 
Federal Home Loan Bank Board which, it would appear, would com- 
pletely take over the rights of the States as regards savings and loan 
associations. 

My name is Milton O. Shaw. My residence is Los Angeles, Calif. 
I am now and have been for the past 4 years savings and loan com- 
missioner of the State of California. I have served in the division 
of savings and loan of the State of California for more than 27 years, 
having successively held the positions of chief examiner, assistant 
commissioner, acting commissioner, and commissioner. Iam a gradu- 
ate of Ohio State University in business administration. I have been 
a certified public accountant for more than 30 years. 

During the year 1957 I was president of the National Association 
of State Savings & Loan Supervisors and am now a member of the 
executive committee of that organization. Also during the year 1957 
[ was appointed to and served as a member of the F ‘ederal Savings 
and Loan Advisory Council. I would like to add here that all of the 
officers of the National Association of State Savings & Loan Super- 
visors are present, and I am speaking also for the officers of the 
ni ' ional association. 

California has a greater volume of savings and loan association busi- 
ness than any other State in the United States. The total assets of 
State associations in California are now approximately $3,300 million. 

California is the first State in the United States to have the assets of 
its State savings and loan associations exceed the $3 billion mark. In 
addition to this huge total for State associations in California, Federal 
associations now operating in the State have total assets of $2,700 
million. 

Nearly all of the California savings and loan associations have their 
accounts insured up to $10,000 by. the Federal Savings and Loan 
Insurance Corporation. I would like to emphasize to you that the 
Federal Savings and Loan Insurance Corporation has not been called 
upon to make good a single dollar of loss as a result of insuring any 
State association in California since the Federal Savings and Loan 
Insurance Corporation was organized in 193 
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I would also like to point out that the California laws governing 
savings and loan associations are quite comprehensive and in many 
respects are more restrictive and provide greater safeguards than do 
the laws governing Federal savings and loan associations. 

In this presentation, first I would like to cover those items now in 
the Financial Institutions Act of 1957, S. 1451, which seriously invade 
= rights of the States. 

Title VI, section 404 (c) authorizes the Federal Savings and Loan 
Poti Corporation— 
to impose such conditions to insurance, which conditions may be conditions 
precedent or conditions subsequent, as it may deem necessary. 
This provision would give the insurance corporation unlimited au- 
thority. Any provision authorizing conditions precedent should de- 
fine the scope of any such conditions and should require that such 
conditions be applied uniformly to all associations. Unlimited au- 
thorization for conditions subsequent should be eliminated. All in- 
sured associations should be governed by the same laws and regulations 
and special conditions which could be applicable to particular associa- 
tions and could be without limit as to duration should not be sanc- 
tioned. 

The last sentence of section 404 (c) provides— 

any such conditions heretofore imposed are hereby validated. 
This sentence would, of course, have the effect of validating ex post 
facto all agreements which the insurance corporation has required of 
the various associations as a condition for the granting of insurance. 
By this provision you gentlemen are being asked to validate agree 
ments without knowing the nature of the agreements you are being 
asked to validate. 

Let me tell you about one of these conditions which seriously atfects 
State associations. For a period of years the insurance corporation 
has required new State associations applying for insurance to agree 
that such new association will transfer to reserves 25 percent of its 
income before paying the investing public interest on its money. 
Now let’s analyze this provision. The prevailing rate of interest 
paid to savings account holders in most California areas is currently 
4 percent per year. A newly chartered association cannot hope to 
obtain sufficient money to operate profitably without paying a rate 
equal to that paid by ‘all others. In order to have a net profit sufli- 
cient to pay 4 percent and transfer this 25 percent to reserves, the as- 
sociation must make a net return on its loans of at least 7.3 percent. 
So that you may understand, to the 4 percent paid on savings must 
be added the cost of doing business, for which a new association is 
2 percent, plus approxim: itely 1.3 percent in order to meet the 25 per- 
cent of earnings transfer requirement. 

Of course, this assumes that the new association will have all of its 
money loaned out, which it should not do. In such a situation a 
new association cannot have the protection of any FHA-insured or 
servicemen’s guaranteed loans in its portfolio, because of their low 
rates. It must seek high-rate, high-risk loans. This committee, I 
know, has been vitally concerned about the high cost of home 
financing, You are being asked by this very provision either to put 
new State associations out of business or that the cost of financing 
homes be tremendously increased. This is only one of many condi- 
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tions imposed on new associations by the insurance corporation. In 
fact, new conditions not heretofore used are always being devised by 
the insurance corporation, and no applicant for insurance can know 
in advance what conditions it will be required to meet. 

I am advised by counsel that in imposing these conditions the Fed- 
eral Savings and Loan Insurance Corporation is acting totally beyond 
its statutory authority. Certainly if these agreements which have 
been extracted from the new associations asking for insurance of ac- 
counts are valid, there is no need to ask the Congress at this point to 
validate them. 

2. Title VI, paragraph 404 (e), page 221 of the bill, gives the in- 
surance corporation unlimited authority over mergers s and transfers. 
Under this proposal approval of said corporation “would be required 
should a State-insured association sell even one loan to another State- 
insured association. Such a transfer could not affect the insurance 
risk, and the provision is unnecessary. No loss to the insurance corpo- 

ration is believed to have resulted from existing laws and procedures 
regarding mergers and transfers, 

It seems incontrovertible to me that the interest of the insurance 
corporation should be limited to the protection of its insurance risk. 
I believe that as far as State-chartered associations are concerned any 
requirement of approval by the insurance corporation of mergers and 
transfers would be an invasion into matters which should be de- 
termined by State law. In any event, any regulation or law on these 
subjects should be concerned solely with the safety of the continuing 
or acquiring institution as tested by the adequacy of its reserves, and 
let me point out a standard requirement applicable to mergers and 
transfers in California. No mergers or transfers are approved un- 
less the reserves of the acquiring association equal or exceed 9 percent 
of total savings accounts after the transaction is effected. 

3. Section 403 (c) (6) of the bill gives the insurance corporation 

the right— 
To adopt and amend bylaws and to adopt, amend, and require the observance 
of such rules, regulations, and orders as may from time to time be deemed neces- 
sary for carrying out the provisions or purposes of this title or for the protec- 
tion of its insurance risk. 

This new provision is, in my opinion, too broad, and delegates to 
the Insurance Corporation powers and rights which should be reserved 
to the Congress. The law itself should limit the subjects upon which 
rules and regul: ations may, from time to time, be issued and not leave 
such broad powers in the hands of a governmental corporation which, 
as you know, is now an independent agency and responsible directly 
to Congress. Under such a broad authorization, rules, regulations, 
and orders could be promulgated which would adversely affect only 
State-chartered savings and loan associations. A blank check such 
as this should not be signed by Congress. 

Let me now proceed to the new and startling recent proposals of 
the Federal Home Loan Bank Board which, if enacted, would take 
away most of the rights of the States regarding savings and loan 
associations. 

. The Home Loan Bank Board requests an amendment to subsec 
tion (d) of section 4 of title IV of the Federal Home Loan Bank Act 
which would add a new provision giving the Board authority to regu- 
late the sales plans and practices and “the advertising of uninsured 
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members of the district Federal home-loan banks. It has never been 
my understanding that the district Federal home-loan banks are in 
anyway concerned with supervising or regulating the member insti 
tutions. These banks are supposed to doa banking business for mem- 
bers. In ordinary practice the bank will est: ablish 2 line of credit 
for a member institution and make the loans of advances to that mem- 
ber upon submission of adequate collateral. The Board cites as a 
need for this authority the practice of giveaways for opening or in- 
creasing savings accounts. It is difficult to understand what effect 
the use or nonuse of giveaways by an association would have on the 
collateral which is submitted to the banks as security for advances. 
I submit that this is merely a res aching out for power by the Board 
and the only justification is a desire on the part of the Board to control 
the uninsured State-chartered bank members. 

2. Let me now proceed to the Board’s proposal to add a new sub 
section (k) to section 403 of title VI dealing with the capitalization 
of a State-chartered mutual type institution. ‘This, in effect, is an 
attempt by the Board to control the form of corporations within the 
various States. I would like to point out that the capitalization of 
a State-chartered mutual institution includes the addition of consid- 
erable new capital, always not less than 2 percent of savings accounts, 
and that this additional capital which goes into the association is 
permanent, is nonwithdrawable, and must remain with the association 
as a guaranty that no savings account holder will ever have any loss 
on his account. 

Thus a considerable additional protection is provided not only to 
the Insurance Corporation but to the savings account holder. ‘There- 
fore, not only is the insurance risk not increased, it is materially les- 
sened, by the introduction of this new capital. The loose statements 
of the Board on this subject are that the reason for this proposal is 
“the problem of assuring adequate protection to the interests of the 
mutual shareholders.” As a matter of fact, by this proposal the 
Board is seeking to prevent the mutual shareholder from having addi 
tional protection. This proposal approaches this subject in a back- 
handed manner and provides that no State-chartered association may 
issue any security not having the same characteristics as a security of 
such institution previously issued and currently outstanding. I sub- 
mit for the committee’s consideration that during the many years I 
have been in the savings and loan division there have been numerous 
capitalizations of mutual type associations. There has never been any 
loss to the Insurance Corporation as a result of the ¢ apitalization of 
any such association. The reserves of the mutual institution continue 
for the life of the association in the same ¢ "apac ity for which they were 
created, and in every case the guaranty or permanent stock has acted 
as an additional protection to both the Insurance Corporation and 
the savings account holder. There has not been one valid reason given 
that would justify this proposal, and I ask that it be refused by this 
committee. 

The Board has also asked that a new provision be added to sec 
tion 404 which would require the approval of the Insurance Corpora- 
tion for the establishment of a branch by any State-chartered insured 

savings and loan association. In this proposal we have another seri- 
ous attempt to impair the jurisdiction of the State. So far as I have 
been able to ascertain, no claim has ever been made by the Insurance 
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Corporation that the licensing by the States of branches has ever jeop- 
ardized the insurance risk. In fact there are m: my States which do 
not permit branches at all, and in other St: ites the approval of 
branches is severely limited by law. 

As far as California is concerned, if we have any Federal law limit- 
ing branches it should be one to limit branches of Federal associa- 
tions. In California we have adopted standards which must be met 
by all associations seeking branches, and the requirements of law are 
exacting. An applicant for a branch in California must file a formal 
application setting forth the facts which will support the legal re- 
quirements, which include a showing that the area is not now ade- 
quately served; that the association’s financial program is sound; 
that it would be in the interest of the association to have the branch 
and that the public convenience and advantage would be promoted. 
Also a public hearing must be held at which any person has a right 
to appear and or: uly, or in writing, show cause why the branch ap- 
plication should not be approved. 

Briefly, I would like to enumerate the standards that the division 
of savings and loan enforces in California. We require that there 
must be 25,000 population per savings and loan office; an association 
must have more than 7 percent of reserves and capital to savings ac- 
counts, and the association must have assets of at least $3 million 
($5 million for the larger cities), in order to qualify for 1 branch. 

In the Los Angeles metropolitan area I have been able to get the 
Federal Home Loan Bank Board to agree to substantially all of these 
standards. In other parts of the State of California the Federal au- 
thorities have no standards for the approval of branches and I can 
cite numerous examples of Federal associations being approved where 
a State association cannot qualify, and in fact a number of Federal 
branches have been approved in identical areas in which, within a 
few months prior thereto, a branch of a State association was denied 
by me because it failed to meet the standards. 

t. Now with your permission I would like to direct your attention 
to the Board’s proposed amendment to section 407 which would give 
the Board power to issue an order of removal against any director 
or officer of a State-chartered savings and loan association. Under 
this proposal it becomes a Federal criminal offense if after the is- 
suance of such order of removal such director or officer participates 
in any manner in the management of the State-chartered association. 
Hearing and the limited judicial review provided would come after- 
wards. This peremptory manner of removing officers and directors 
of State-chartered associations is not given to the State officials of 
the State of California. Therefore this would not be me rely a trans- 
fer of power from State authorities to the Insurance Corporation, but 
it would be a transfer of the powers of shareholders and management 
of these associations themselves to the Insurance Corporation. 

In addition to other reasons, this proposal provides that directors 
and oflicers may be removed for engaging in “unsafe and unsound 
practices.” Neither the law nor the Board has ever defined what con- 
stitutes unsafe and unsound practices. .It would be impossible for the 
management of an association to know in advance what practices 
might be termed unsafe and unsound by the Board. 

Let me state right here that as far as California is concerned we 
in the division of savings and loan are more frequently in touch with 
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the management of associations and we are in a much better position 
to know whether the affairs of the associations are being conducted 
properly than are members of the Federal Home Loan Bank Board 
in Washington. We are perfectly capable of acting in cases where 
officers and directors violate their trust and I submit that this is an- 
other case of reaching out for power over State associations. This 
proposal should be rejected. 

5. Finally, I would like to suggest that the provisions already con- 
tained in the bill as well as the various new proposals be carefully 
screened with a view to eliminating those provisions which give the 
Federal Home Loan Bank Board blanket power so that our savings 
and loan associations will be governed by law rather than by men. 

Thank you for your courteous attention, Mr. Chairman, and 
gentlemen. 

The Cuarrman. Mr. McDonough. 

Mr. McDonoveu. Mr. Chairman, I think Mr. Shaw has given the 
committee a very comprehensive and studied view of the proposals we 
have before us, and since he is the commissioner of savings and loan 
associations for the State of California, I want to compliment him for 
the fine statement he has made. 

I understand there are in the audience—and in the interest of saving 
time and repetition of testimony—a number of people who agree w ith 
the testimony Mr. Shaw has just presented. I have the names of the 
officers of the United States Savings and Loan League here. As I 
call the names, will you identify yourself for the record, and if you 
agree with Mr. Shaw’s testimony. 

Mr. Suaw. Mr. Congressman, that is the Association of State 
Supervisors, not of the Savings and Loan League. 

Mr. McDonoven. State supervisors. 

Mr. Walter Brenneman, 

Mr. BrENNEMAN. Yes, sir. 

Mr. McDonoveu. W.C. York, of North Carolina. 

Mr. York. Yes, sir. 

Mr. McDonovueu. Mr. D. J. Coleman, Massachusetts. 

Mr. Coteman. Yes, sir. 

Mr. McDonovueu. Mr. Wilcosky, of Wisconsin. 

Mr, BreNneMAN. Mr. Wilcosky isin thecity. He, for some reason, 
didn’t get to this meeting. However, he had planned to be here. We 
are sorry that he is absent. However, we can conform that Mr. Wil- 
cosky supports wholeheartedly Mr. Shaw’s statement. 

Mr. McDonoven. Thank you. 

In addition to that, Mr. Chairman, there are a number of men from 

California who are in the Federal savings and loan business, and 
tate savings and loan business. Not having the list of their names, 
but to be identified for the record, will those of you who are here from 
California please stand and announce your names? 

I will announce first Mr. Mosely Jones, the former speaker of the 
State Legislature of California, now the president of the Pacific Build- 
ing & Loan Association. 

Mr. Jones. Thank you, Mr. Congressman. 

Mr. McDonoven. Any others ? 

Mr. Suirtey. Gunther Shirley, president, Metropolitan Savings 
& Loan Association. 
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Mr. Ler. Lobert Lee, president, Huntington Park Savings & Loan 
Association. 

Mr. Eaton. Louis Eaton, president, Guaranteed Savings & Loan 
of Fresno. 

Mr. Crarporne. President, Savings & Loan Association of Auburn. 

Mr. Hirscu. Elmer Hirsch, president, Bakersfield Savings & Loan 
Association. 

Mr. Davis. M. L. Davis, president of Fort Sutter Savings & Loan 
Association, Sacramento, Calif. 

Mr. McPuerson. Stewart McPherson, president, San Andrew Sav- 
ings & Loan Association. 

Mr. McDonatp. Jack H. McDonald, president, Investors Savings 
& Loan Association. 

Mr. Frercuson. Lee W. Ferguson, president, Whittier Savings & 
Loan Association. 

Mr. Rapcriirr. John Radcliff, president of Berkeley Savings & 
Loan Association. 

Mr. Wetuiman. Charlie Wellman, executive vice president, Glen- 
dale Savings & Loan Association—and I do not concur in all the 
things that Mr. Shaw has said. 

Mr. McDonovuen. Any others ? 

Mr. Kirweti. James B. Kitwell, president of the Eureka Federal 
Savings & Loan Association of San Francisco—and I am not in 
concurrence with everything that Mr. Shaw has said. 

Mr. McDonoveu. Any others? 

(No response. ) 

Mr. McDonovueu. Thank you, gentlemen. 

The CuarrmMan. Their names may be inserted in the record. 

Mr. McDonovcu. Thank you very much. I have no questions, Mr. 
Chairman. 

The Cuarrman. Mr. Bent, did the national league ever have any 
conferences with the United States league, with reference to its at- 
titude on the bill, with a view to reconciling any differences they have ? 

Mr. Bent. Chairman Spence, Mr. Braman, executive director of 
the National Savings and Loan League, is with me. I will confer 
with him on that. I am sure we have. He can tell us how many. 

The Cuarrman. Your position on some of the sections of the bill is 
not in accord with their views. Mr. Bubb, as I remember, said that 
he was very well satisfied with the provisions of the House bill. 

Mr. Braman. Mr. Chairman and members of the committee, the 
national league has always favored a coordinating committee of the 
industry to consider and propose legislation. We have consistently 
requested such a committee. This year there was no such commit- 
tee. There was none last year. We would still like to see a co- 
ordinating committee present proposals that could represent the views 
of the entire business. 

As it is, we must submit our views separately, and this Mr. Bent 
has attempted to do today. 

The CuatrrmMan. You never did have any conferences with them ? 

Mr. Bent. Not this year; no, sir. 

The CratrmMan. Could you say generally that you approve of the 
position of the section with reference to branches which is in the House 


bill? 
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Mr. Bent. Yes, sir. The broadest form of that is quite acceptable. 
We think that savings and loan associations, of course, should have 
every right under I ‘ederal law to compete with existing institutions, 
regardless of how they are adopted, whether chain banking or group 
banking, and the portions deleted from the previous bill, which the 
House wished to have, we concur with. 

The Cuarmman. You think that effectuates that purpose and saves 
your competitive position ? 

Mr. Bent. We do, sir. 

The Cuarrman. Mr. Brown. 

Mr. Brown. Mr. Shaw, I notice in your statement, “We in California 
require that there must be 25,000 population per savings and loan 
oftice.” Can you have a savings and loan office in a town of less than 
25.000 ¢ 

Mr. Suaw. Mr. Brown, we h: ave, as I have stated in my formal state 
ment, more assets and more savings and loan business already, in Cali 
fornia, that in any other State in the United States. 

Mr. Brown. I understand that. 

Mr. Suaw. And I would say that we, through experience, have found 
that itis very difficult for an association to grow and operate profitably, 
and 25,000 population, we have found, insures the success of the asso 
ciation. 

Mr. Brown. You haven’t answered my question yet. Can you have, 
in your St: ite, savings and loan associations in towns of less than 
25 000 ¢ 

Mr. Suaw. For the past 4 years, no, sir. Prior to that, many were 
approved in the very small communities, and they are still there. 

Mr. Brown. Don’t you think towns of 25,000 or less need savings and 
loan associations ¢ 

Mr. Suaw. The 25,000 is to be a matter of judgment on the part of 
the commissioner as to how far out they reach to secure the 25,000 
population. 

Mr. Brown. We are also trying to accommodate those people 
towns of less than 25,000 population. 

Mr. Suaw. I might answer your question in this way. Hanford, 
Calif., is a town of about 12,000 to 13,000 population. There is no 
association in the entire county. The county hasa population of about 
35,000, and we let that kind of association reach out and embrace the 
population of the county. 

Mr. Brown. That is all. 

The CuatrMan. Mr. Betts. 

Mr. Berrs. I have no questions, Mr. Chairman. 

The CHarrMaNn. Mr. Patman. 

Mr. Parman. Mr. Chairman, do we have 5 minutes for each witness, 
214 minutes foreach? I want to interrogate both of them. 

The CuarrMan. I think 5 minutes for both of them. We are under 
the 5-minute rule. 

Mr. Parman. Call my attention, then, Mr. Chairman, at the end of 
214, minutes. 

Mr. Murer. I want to again raise the point of order, Mr. Chair- 
man, that we are entitled to 5 minutes with each witness. While we 
have no objection to accommodating the witnesses and the committee by 
having them testify tegether, we should not have the 5-minute rule 
whittled away. 


or 
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The CuHatrmMan. We are proceeding under the 5-minute rule and 
you are recognized for 5 minutes. 

Mr. Parman. Mr. Shaw, if these amendments are rejected, would 
you be for the bill then ¢ 

Mr. Suaw. lam sorry, I don’t understand. 

Mr. Parman. Would you be for the bill if your amendments are 
rejected ¢ 

Mr. Suaw. No, sir, lam opposed to the invasion of State rights. 

Mr. Parman. And if these amendments are not accepted, you are 
against the whole bill ? 

Mr. Suaw. Yes, sir. 

Mr. Parman. Are there many interlocking directorates among build- 
ing and loan associations and commercial banks in California’ Are 
as many as 25 percent of them interlocked with commercial banks ? 

Mr. Suaw. No,sir. 

Mr. ParmMan. Five percent? 

Mr. Suaw. No,sir. 

Mr. Parman. Practically none ? 

Mr. Suaw. Practically none. 

Mr. Parman. You are a member of the State supervisors group, are 
you? 

Mr. Suaw. Yes, sir. 

Mr. Parman. Did you have a representative on the Cravens Com- 
mittee ? 

Mr. Suaw. No, sir. 

Mr. Parman. Did you have a representative on the Cravens Com- 
mittee which drew up this bill ? 

Mr. Suaw. No, sir. 

Mr. Parman. Did you have a representative on the United States 
Chamber of Commerce group that helped with the preparation of this 
bill? 

Mr. Suaw. No, sir. 

Mr. Parman. Not on either one of them? 

Mr. Suaw. No, sir. 

Mr. Parman. How many States have savings and loan branches, Mr. 
Shaw ? 

Mr. Brown. Will you yield? 

Mr. Parman. I can’t yield, I only have 214 minutes. I will get back 
to you inaminute, hope. It isembarrassing to me to have to do that, 
Mr. Brown, but my time is nearly expired with this witness. 

Mr. Suaw. Do I understand your question, Mr. Patman, to be how 
many States allow branches ? 

Mr. Parman. I yield to Mr. Brown. 

Mr. Brown. The Chamber of Commerce of the United States did 
not help prepare that bill. 

Mr. Parman. The gentleman was not here when the testimony was 
given to that effect, apparently. 

Mr. Brown. I have been here all the time. The 
didn’t hear. 

Mr. Parman. [ will admit that I hear more than I understand. 

Ilow many States did you say allow savings and loan branches? 

Mr. Suaw. I do not know. 

Mr. Parman. You don’t know ? 

Mr. Siraw. No, sir. 


gentleman just 
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Mr. Patman. Mr. Bent, suppose your amendments are rejected; 
would you be for the bill ? 

Mr. Bent. Mr. Patman, we frankly, don’t think that the bill yields 
any great benefits to the savings and loan industry. We have no 
major objections to the bill, but without the amendments we would 
not care for it. 

Mr. Parman. You wouldn’t be for it? 

Mr. Bent. No, sir. 

Mr. Parman. You would be against it if your amendments are not 
accepted ? 

Mr. Benv. Yes, sir. 

Mr. Patman. Do your views coincide with the views of Mr. Shaw 
about very few interlocking directors between commercial banks and 
savings and loan associations ? 

Mr. Bent. F rankly, I don’t have any information on that. I know 
in our area we have very few, if any. 

Mr. Parman. Were you on the Cravens Committee ? 

Mr. Bent. No, I wasn’t. Mr. Morrison, the present president of 
our league, was. 

Mr. Parman. Is he here? 

Mr. Benr. Yes; he is. 

Mr. Parman. Let me ask you a question, Mr. Morrison. 

Mr. Morrison, did you work with the Chamber of Commerce of 
the United States in getting up this bill ? 

Mr. Morrison. I did not. 

Mr. Patman. Did you know that they had committees working on 
it, too ? 

Mr. Morrison. I did not. 

Mr. Parman. You had no connection with them ? 

Mr. Morrison. No, sir. 

Mr. Patrman. Thank you very much. 

Now in accepting deposits, Mr. Bent, does a member of your asso- 
ciation grant any favoritism between investors? Do they give pres- 
ents or gifts or anything in the way of a gratuity to some of their 
more favored customers, or do they treat them all in the same way ? 

Mr. Bent. In my institution ? 

Mr. Parman. Yes, sir. 

Mr. Bent. Yes, on certain occasions we do. From time to time 
we have had promotions which are for the purpose of attracting new 
accounts, and for the purpose of doing that, we have had small nomi- 
nal items of gifts to attract new accounts. 

Mr. Parman. But they are given to everybody alike, are they not? 

Mr. Bent. Under the same and similar circumstances ? 

Mr. Bent. That is right. 

Mr. Parman. You don’t discriminate among them; you don’t single 
out one person because he keeps an investment in your association 
over a period of time and favor him over others ? 

Mr. Bent. No, sir, never. 

Mr. Parman. You treat them all the same? 

Mr. Bent. We do. 

Mr. Parman. Don’t you think the law should be written that way 
so that savings and loans and banks snould treat their customers the 
same ? 
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Mr. Bent. Frankly, I think the law is adequate in that respect. I 
don’t believe a law can be drafted that will regulate any institution 
into being a “good boy.” If you rule out one item, why, they will 
probably develop another means of cireumventing it. That is more 
of an ethical problem. 


Mr. Parman. You don’t believe the banks should be in the insur- 
ance business, do you? 

Mr. Bent. In what way ? 

Mr. Parman. Fire, life, earthquake, cyclone? 

Mr. Bent. No, I do not. 

The CuarmMan. Mr. Mumma. 

Mr. Mumma. Mr. Chairman, I want to take this opportunity to rise 
to the defense of Pennsylvania. I notice we have Mr. Walter Bren- 
neman here. Mr. McDonough beat me to it in having him presented. 
[ should like Mr. Brenneman to get up now. He is executive director 
of our savings and loan business in Pennsylvania. 

Mr. Brenneman. Thank you, Congressman. 


(The statement presented to the committee by Mr. Brenneman fol- 
lows:) 


STATEMENT OF WALTER BRENNEMAN, PRESIDENT, NATIONAL ASSOCIATION OF STATE 
SAVINGS AND LOAN SUPERVISORS 


Mr. BRENNEMAN. Chairman Spence and members of the committee, I am di- 
rector of the Building and Loan Bureau, Department of Banking, Commonwealth 
of Pennsylvania, and as president of the National Association of State Savings 
& Loan Supervisors, I present this formal statement in addition to the formal 
statement of Milton O. Shaw, savings and loan commissioner of California, as 
past president and now a member of the executive committee of the National 
Association of State Savings & Loan Supervisors, confirming that under H. R. 
7026 and 8. 1451, the Federal Home Loan Bank Board would be given powers 
much broader than now exist under present law. It is the firm opinion that 
certain sections of the proposed legislation and recent additional proposals of 
the Federal! Home Loan Bank Board enumerated and commented upon in this 
statement are an invasion of States rights and infringe on the authority of 
States to regulate and supervise State-chartered savings and loan associations. 
These broader powers, if granted to the Federal Home Loan Bank Board, would 
most certainly weaken the dual savings and loan system. 

The National Association of State Savings & Loan Supervisors represents the 
supervision of State-chartered savings and loan associations, building and loan 
associations, cooperative banks and homestead associations. It has an active 
membership representing 43 States and the Territory of Hawaii. 

I submit that the following provisions included in the two bills now before 
this committee should be altered in the interest of the preservation of the dual 
savings and loan system: 

1. Title IV, section 4 (d). “It shall not be lawful for any uninsured member 
of a Federal home-loan bank to advertise or represent in any way, off the prem- 
ises on which is situated its main office or any branch office or agency thereof, 
that it is a member of a Federal home-loan bank or is otherwise associated with 
the Federal home-loan bank system or to so use for advertising, display, or 
publicity purposes any insignia, emblem, or indicia designed to identify such 
member with a Federal home-loan bank or Federal home-loan bank system 
except as the Board may expressly authorize by regulation referring to this 
subsection.” 

It is also of great concern to note that the Federal Home Loan Bank Board 
submitted an amendment making insurance of accounts a condition precedent to 
membership in the bank system for all associations applying for membership 
in the future. 

These two proposals clearly conflict with the purpose for which the Federal 
home-loan bank system was created. It is also submitted that the restriction 
contained in the proposed legislation does not apply against or include insured 
members of the bank system. These two subjects appear to be the result of the 
overlapping and conflicting functions of the Federal Home Loan Bank Board due 
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to their dual responsibility for the supervision of the Insurance Corporation and 
the bank system. These restrictions and limitations would create inequities 
which could be far reaching. 

2. Title V, section 6. Federal Savings and Loan Act dealing with Federal 
savings and loan branches. It is urged that this section in H. R. 7026 be amended 
to conform with the language of 8S. 1451 in paragraph 6, which deals with Fed 
eral savings and joan branches. It is agreed that the branch powers of Federal 
Savings and loan associations should be specifically defined by law, and that 
branch powers to be granted Federal savings and loan associations should not 
exceed those of tie similar State-chartered associations. The proposed legis- 
lation contained in S. 1451 removes undue advantages that Federal savings and 
loan associations have over State-chartered savings, building and loan associ 
ations and similar State-chartered institutions with regard to branch privileges. 
The dual system of savings and loan associations under the proposed legislation 
of S. 1451 would be protected and maintained in the same manner as the dual 
system of banking under the McFadden Act passed in 1927 which permits the 
Comptroller of the Currency to grant to national banks authority to establish 
branches subject to the limitations imposed by the State law for State banks. 

The Federal Home Loan Bank Board in its recent additional proposals sub- 
mitted an amendment reading in part: ‘“‘No insured institution shall establish 
any branch unless it shall have the prior written approval of the Insurance Cor 
poration by regulations or otherwise, and no insured association shall move its 
principal office or any branch without such prior written approval.” This pro 
posed amendment represents another step in an attempt to acquire maximum 
supervisory enforcement powers and would result in an invasion of States rights, 
as well as infringe on the authority of States to regulate and supervise State 
chartered associations. This proposed encroachment upon State jurisdiction 
definitely lacks any justification. 

3. Title VI, section 403 (c)-6. This is a new provision and gives the Insurance 
Corporation the right “To adopt and amend bylaws and to adopt, amend, and 
require the observance of such rules, regulations, and orders as may from time to 
time be deemed necessary for carrying out the provisions or purposes of this title 
or for the protection of its insurance risk.” 

Rules and regulations on this subject could be made that would infringe on 
State laws. It is the opinion that this proposed provisions gives to the Insurance 
Corporation powers and rights which belong to Congress. 

4. Title VI, section 404 (c) authorizes the Federal Savings and Loan Insurance 
Corporation “to impose such conditions to insurance, which conditions may be 
conditions precedent or conditions subsequent, as it may deem necessary.” This 
proposed provision should be altered so that any provision authorizing conditions 
precedent will be defined as to the scope of any such conditions. Unlimited 
authorization for conditions subsequent should be eliminated. This provision 
could result in voiding the purpose for which the Federal Savings and Loan 
Insurance Corporation was created. 

The provision contained in the last sentence of section 404 (¢) which provides 
“any such conditions heretofore imposed are hereby validated” would be asking 
the Congress to validate agreements without knowing the contents and extent of 
such agreements. 

5. Title VI, section 404 (e) gives the Insurance Corporation unlimited author 
ity over mergers and the purchase or sale of assets of State-chartered insured 
associations. This proposed change represents another attempt by the Federal 
Home Loan Bank Board to infringe on the authority of States to regulate and 
supervise State-chartered savings and loan associations. Any regulation or law 
on these matters should be concerned solely with the safety of the surviving or 
acquiring institution as tested by the strength of its loss reserves. 

6. The Federal Home Loan Bank Board proposes to amend section 403 of title 
VI by adding a new subsection (k) which concernes the capitalization of State 
chartered mutual type institutions. The Board’s proposal prohibits the conver 
sion of a Federal-chartered association to a State-chartered insured association 
with permanent stock except pursuant to regulations of the Insurance Corpora 
tion. This, in effect, is an attempt by the Board to control the form of corpora 
tion within the States. We agree that the Insurance Corporation must be 
concerned with the problem of assuring adequate protection to the interests of 
the mutual shareholders. However, it is submitted that permanent stock results 
in giving considerable additional protection, not only to the Insurance Corpora 


tion, but also to the savings share accounts. The introduction of permanent 
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stock as part of the capitalization of an association materially lessens the 
er risk. 

The proposal of the Federal Home Loan Bank Board to amend section 407 
wii reby the Board would be given the power to remove any director or officer of 
an insured State-chartered savings and loan association for violation of any law 
or regulation of the Insurance Corporation or engaging in any unsafe or unsound 
practice would result in the transfer of power from State authorities to the 
Insurance Corporation, as well as the transfer of powers of shareholders of 
insured State-chartered associations to the Insurance Corporation. It is also 
important to point out that neither the law nor the Board have ever defined what 
constitutes unsafe and unsound practices. These proposals are substantially 
more drastic and severe than those provided for banks under this same bill under 
section 29 of the National Bank Act title and section 29 of the Federal Deposit 
Insurance Corporation title which provide for removal of directors and officers 
after warning and a review by the Court under the Administrative Procedure Act 
on the weight of the evidence and for the termination of insurance by the 
Federal Deposit Insurance Corporation only after an opportunity to correct 
practices is given Court review on the, weight of the evidence. 

8. The Federal Home Loan Bank Board’s proposal dealing with request for 
control over retirement, pension, and deferred-compensation contracts of State- 
chartered insured associations as contained under its amendment No. 5, is re- 
garded as unreasonable and would result in interfering with the purely internal 
policies or decisions of each insured association. This proposal of the Board 
should be changed so that the obligations incurred by an association under 
pension or retirement agreements with employees shall not become prior claims 
against the assets of an association which the Federal Savings and Loan In- 
surance Corporation shall be required to pay or discharge under its insurance 
contract, except to the entent that the amounts funded from year to year under 
such pension or retirement plans are available and properly subject to pension 
and retirement claims. 

The membership of the National Association of State Savings & Loan Super- 
visors urges that the Congress carefully screen the provisions already contained 
in these bills as well as the various new proposals made by the Federal Home 
Loan Bank Board as covered in this statement, with the view of eliminating 
those matters which give the Board blanket powers so that the dual system 
of savings and loans will be preserved to the extent that the Board shall not 
legally infringe on the authority of States to regulate and supervise building, 
savings and loan associations and other similar mutually chariered institutions. 

Mr. Mumma. Also from Harrisburg, Pa., Harry McFadden. He is 
president of the State Capital Building and Loan Association, which 
is the largest institution of that kind in the State of Pennsylvania. 
Harry. 

Mr. McFappen. Thank you. 

Mr. Mumma. I have no further questions. 

[ might add, Mr. Patman, you didn’t ask whether they ever gave 
any Edselsaway. They do that a lot in California, too. 

Mr. Parman. poe about Cadillacs ? 

Mr. Mumma. I didn’t know. 

Thank you, Mr. Chairman. 

Mr. Mvuurer. Do they cancel every ten-thousandth loan as a gift, 
too? 

Mr. Mumma. I don’t know. 

Che CHarrman. Mr. Multer, you are recognized. 

Mr. Murer. Thank you, Mr. Chairman. 

[ want to compliment both of you gentlemen on a very fine state- 
ment. I agree with you wholeheartedly that we ought not try to 
speed this bill through just so as to get a bill to the floor. This is 
the first time since I have been on this committee, which dates back 
to 1947, that we have tried to review these statutes, and it is the 
first time, I think, in 30 years that the House Banking and Currenc y 
Committee has attempted this kind of a job. To try to rush it 
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through, I think, is not doing the duty that is imposed upon us as 
Congressmen. 

I am afraid some of us are not going to be able to give the com- 
plete study that these matters deserve, and I am glad that both you 
gentlemen did direct your attention to the fact that this cannot be 

speedily handled and do justice either to the public, the stockholders, 
th 1e depositors, or the people managing these institutions, or for that 
matter, even to the agencies that are supposed to be supervising them. 

May I ask you gentlemen, did you collaborate in your sts itements ? 

Mr. Suaw. No, sir. 

Mr. Bent. Not at all. 

Mr. Mvurer. I didn’t think you did, but I wanted the record to 
show that. 

Mr. Bent. May I add a word, Mr. Congressman, that the first we 
knew we were going to sit together was when Mr. Cardon advised us 
this morning. Because we had no idea that Mr. Shaw was on the 
schedule this morning. 

Mr. Moutrer. The only excuse for doing it is the alleged speed- 
up in the proceedings 

Now, Mr. Shaw, can you tell us, or supply for the record, please, 
a breakdown of the number of stock companies, of State associations 
in your State, and the number that are mutuals? 

Mr. Suaw. Yes, sir. 

(The data requested above has not been submitted to the com- 
mittee. ) 

Mr. Motrer. Will you tell us, briefly, if you can, and if time still 
permits, how you get your money for the stock companies? Is it 
all by subscription to the capital stock, or do you also take public 
deposits ? 

Mr. Suaw. In the case of the stock type or permanent stock type 
of savings and loan association, the stock is the risk capital, the owner- 
ship capital, just like 90 percent of the other corporations for profit 
in the United States. 

The money is subscribed for by those who are interested in becoming 
owners of a savings and loan association. The laws of California 
permit no commission to be paid. The full amount of the selling price 
must go into the association, and it remains there permanently for 
the protection of all savings account holders. 

The additional capital is raised through the issue of either invest 
ment certificates or shares. And that is the savings account. 

Mr. Mutter. And interest is payable on the investment certificates, 
or share accounts, rather than on the common stock ? 

Mr. Suaw. Interest is paid on the investment certificates and divi- 
dends are paid on the shares. It is one or the other type that they 
choose. They can select either type in California. And the perma- 
nent stock, the guaranty stock, receives a dividend out of the net profits 
after taxes are paid. 

Mr. Mutter. Before you pay a dividend to the stockholders who 
supply the capital for the stock corporation, do you first make pro- 
vision for the interest or dividends on the interest shares? 

Mr. Suaw. Oh, yes; the savings account holders come first in every 
respect. 
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Mr. Murer. You fix the interest on savings account certificates be- 
fore you determine what, if any, dividends will be paid to your capi- 
tal-stock holders, and you write that interest off as a bookkeeping 
entry as though it was an expense of operation, the interest on or 
dividends paid the public shareholders? 

Mr. Suaw. That is correct. 

Mr. Mutrer. But when it comes to paying the tax to either the 
State of California or the Federal Government, whatever is paid to 
the shareholders as interest must be considered part of your earned 
profits, is that right ? 

Mr. Suaw. Yes, sir. The theory of the Federal tax, as you know, 
is that an association which transfers all of its earnings to the re- 
serve, where that reserve is within the 12 percent, the association 
has no profit, and therefore it would not be entitled to pay any divi- 
dends on its permanent capital. But if it doesn’t transfer all of its 
profits to the bad debt reserve, then it must pay a Federal income 
tax, before it can pay dividends to the stockholders. 

Mr. Mutrer. Now you referred to the matter of an attempt by 
the proposed provisions of this bill to validate a situation that may 
possibly be invalid. Can you give us, or could you supply for the 
record, a list of those instances that you think is aimed at by that 
provision, so as to cure what was done in the first instance because of 
lack of authority ¢ 

Mr. Suaw. The position of which I have been advised by counsel 
is that the Federal Savings and Loan Insurance Corporation had 
no right to impose any conditions whatever subsequent; that is, that 
applies after the association gets its insurance and applies forever. 
But. they have been imposing them, and there are just hundreds of 
these conditions that these new associations have to comply with be- 

cause they had to agree to them before they could get their insur- 
ance. And those are very often onerous conditions, and they hamper 
the operations of that particular association while all the others are 
operating normally, and counsel has advised me that the corporation 
had no right to impose these conditions in the first place. And I think 
the insurance corporation is admitting that by now coming to you 
gentlemen and saying “I want to validate all of these things.” 

The Cuamman. Mr. MeVey 

Mr. McVey. No questions. 

The CramMan. Mr. Barrett. 

Mr. Barrerr. I have no questions, Mr. Chairman. 

The Cnamman. Mr. Seely-Brown. 

Mr. Serity-Brown. Mr. Bent, in our section of the country, is there 
any competitive advantage that a Federal institution may have over 
a State institution, or vice versa, generally speaking ? 

Mr. Ben. Congressman, I would say in Connecticut, with which 
both you and I are quite familiar, that the State institution at the 
present time probably has the advantage over the Federal, primarily 
in the field of investment. A Federal savings and loan association, as 
you know, is permitted to invest in only two items; one, loans on real 
estate, and Government securities, whereas a State institution in Con- 
necticut is similar to the mutual savings bank in being permitted 
usually to invest in other types of securities. Other than that they 
are the same. 
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Mr. Seety-Brown. The proposed amendments which you have rec- 
ommended through your organization, in your opinion, ‘then equalize 
the situation in other areas, not necessarily our own; is that correct, 
in general terms / 

Mr. Brent. Well, in some cases, sir—the primary objective in our 
testimony, I think, mostly deals with the prevention of unfair 
practices on the part of the administrative body. We think, as 
Mr. Shaw has pointed out, that there are a number of instances here 
which deprive an individual or institution of the proper recourse to 
law, by setting up specific provisions such as the removal of directors 
and officers, and other action which the Board wishes to take sum- 
marily against an institution under their supervisory rights. We 
feel very strongly that the Board should have every power to super- 
vise savings and loan associations, and that they should have strong 
regulations. 

At the same time, they are human beings, and we feel very strongly, 
and I think Congress, in protecting the public interest and these in 
stitution, does not want to deprive any institution or any individual 
of the right to appeal to the law. 

Mr. Srety-Brown. In other words, you don’t want the ground rules 
changed once you have participated in the program at the whim or 
fancy of some however well-meaning individual without an op 
portunity for proper rev lew ¢ 

Mr. Bent. That is right. So far as I can recall, most of the actions 
that we know of which have been taken have been well-meaning, but 
they have been very definite in their opinion that they are so right 
where many times under law they would be found to be wrong. 

Mr. Sre_y-Brown. I have one further question. You and many 
other witnesses have suggested that certain associations, either wit- 
tingly or unwittingly, have followed advertising practices that are 
against the interest of the public, and all member associations. That 
statement has been made a good many times, and I am certainly not 
disputing the statement. But I would be very grateful if somebody 
could give me, either for the committee staff or for myself, some 
ex xamples of that. 

I have heard it said. I am not disputing that it probably exists. 
But I would actually like to see the kind of advertising on my desk, 
to which many witnesses have referred. Certainly if you have any, 
or your organization has any, I would be pleased to receive them so I 
could look at them. 

Mr. Bent. There have been many cases. As a matter of fact, in 
my briefcase I have a copy of an advertisement, which is not precisely 
what we have been talking about, but is commercially insured, and 
we feel strongly that the form of insurance is quite questionable. But 
I feel that a member of the public reading it—it says “commercially 
insured.” I don’t know whether we can do a great deal about it, but 
we are afraid it may be a dangerous thing. It is a foreign corpora- 
tion, I think, that does it. It is capitalized in Tangiers. Nobody has 
been able to do anything about it. It is an association in Arizona. 
I do have a copy of their advertising, and I will leave it with you. 

Mr. Srety-Brown. Thank you. We have heard testimony on that, 
and I would like to see some of these advertisements. 

Mr. Murer. Mr. Seely-Brown, may I suggest that those advertise- 
ments which are submitted may be made a part of the record? 
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Mr. Seety-Brown. Certainly, if it is agreeable to the chairman. 

The Cuairman. Mrs. Sullivan. 

Mrs. Suttivan. No questions. 

The CuarrMan. Mr. Henderson. 

Mr. Henperson. No questions. 

The Cuarrman. Mrs. Griffiths. 

Mrs. Grirrirus. I would like to ask you, Mr. Shaw, if we remove 
title VI, section 404 (c), the power to set up conditions precedent and 
subsequent, and left in section 403 (c) (6), the power of the insurance 
corporation to adopt and amend bylaws, and to adopt, amend, and 
require the observance of such rules, regulations, and so forth, as they 
may deem necessary, don’t you think that the last section gives them 
all the power that they are asking for, really, in the first section n: amed, 
except to say that “anything you have done heretofore is all right” 

You would either have to take out both sections, or they would have 
the power. 

Mr. Suaw. No; I am objecting to the broad power. The one that 
gives the Board the right to adopt and amend regulations on any 
subje ct whatsoever—now, if you had regul: ations regarding procedure 
before the Board, you should say so. They have a right to adopt 
regulations regarding procedure before the Board. But not give them 
this blank check about regulations which vitally affect savings and 
loans all over the United States without any check. 

Mrs. Grirrirus. But the point I make, Mr. Shaw, is that power to 
amend and make those regulations, is the power to set up conditions 
precedent and subsequent if you knock out just the first section 
and leave in the second, they will accomplish by indirection what they 
have sought to do direct ly : 

Mr. SuHaw. I think you are correct. I think you are right. 

Mrs. Grirrirus. Then I would like to ask you, following up on Mr. 
Brown’s question, you say that in ¢ ‘alifornia you do not set up a sav- 
ings and loan institution in areas where they have less than 25,000 
customers ¢ 

Mr. Suaw. That is right. 

Mrs. Grirvirys. And that the Federal Government has set up such 
institutions / 

Mr. Suaw. Yes. 

Mrs. GrirrirHs. Now I would like to ask you, have any of them 
failed? 

Mr. Suaw. No. 

Mrs. Grirrirus. Then what real objection do you have to it? 

Mr. Suaw. The objection is—and I would like very much, if I 
might, to give you an example. South of San Francisco is the small 
community of San Bruno. In order to qualify under the State re- 
quirements, San Bruno is very close to South San Francisco, and in 
their application they set up that they would serve South San Fran- 
cisco and San Bruno, and thereby they qualified under the State re- 
quirements. And this is a new association, and it has now, after a 
number ‘of years of operation, grown to be almost $2 million in assets, 
I think it is, and it is still having a struggle. But within the year, a 
Federal branch has been approved in South San Francisco, with popu- 
lation of probably ten to twelve thousand, and a Federal brane th of a 
large San Francisco association has been approved in San Bruno, 
right alongside of this new State association. 
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I think, by those actions, the insurance corporation is jeopardizing 
the risk that it took in insuring the State association in that small 
community. 

Mrs. Grirrirns. It could be. But it is also giving some competition ? 

Mr. Suaw. If they had given this new State association a chance 
to get large enough that it could operate safely and profitably, I 
wouldn’t be complaining. 

Mrs. Grirrirus. Well, business has not customarily started under 
such situations. Thank you, Mr. Chairman. 

The CuHarrman. Mr. Chamberlain. 

Mr. CHAMBERLAIN. No questions, Mr. Chairman. 

The Cuatmrman. Mr. Anderson. 

Mr. Anperson. Mr. Chairman, I have no questions, but I would 
like to compliment these gentlemen on their testimony and express 
my appreciation to the many citizens who came to support their testi- 
mony. I am sure that the committee will give additional credit to 
the substantiation which your testimony has received from the other 
people who are in the room. Thank you, gentlemen. 

Mr. Bent. Thank you. 

The Cuatrman. Mr. Breeding. 

Mr. Breepine. Thank you, Mr. Chairman. 

Mr. Bent, I would like to ask you this question: Last week we heard 
testimony form Henry Bubb, of Topeka, Kans., pretty much in behalf 
of this bill that we are discussing. Then, this morning, from you and 
Mr. Shaw, both, we hear criticism of the bill. Don’t you have an 
organization, nationally, whereby you can get together and come in 
here with a united front ? 

Mr. Bent. Mr. Braman, I think, commented on that briefly. Mr. 
Bubb was also on the Cravens committee, and assisted in the forma- 
tion of this bill, and he worked with commercial bankers and others. 
There are certain factors to which he agreed to which we did not 
agree, and we still cannot agree, particularly with reference to 
branch banking, and the branches of savings and loan associations. 

Mr. Brreptnc. Do you have a preference in these two bills? Do 
you like the House bill better than the Senate bill ? 

Mr. Bent. We like the House bill best. 

Mr. Breeprne. Mr. Shaw, which bill do you like the best ? 

Mr. Suaw. The House bill. 

Mr. Breepine. That is all, Mr. Chairman. 

The Cuatrman. That concludes the questioning under the 5-minute 
rule. Are there any other questions? 

Mr. Parman. I have some questions, Mr. Chairman, when you get 
back to me. 

The Cuarrman. Mr. Patman. 

Mr. Parman. Mr. Bent, on this matter of insurance, the fact is, if 
it is in the law, as proposed, and it is reenacted in this recodification, 
then the States will have no jurisdiction in supervising the insurance 
business by national banks. Do you understand that? 

Mr. Bent. No; Iam not sure that I do. 

Mr. Patrman. In a Virginia case, decided within the last 10 years, 
it was held that this law, where no question of validity of the code 
did come up, and it was assumed that it was the law, it was held that 
the States could not prevent a national bank from engaging in the 
insurance business. Now, the reason I am calling this to your atten- 
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tion is that it is a dangerous thing to your business. If commercial 
banks can represent insurance companies and investment trusts in the 
placing of loans on farms, ranches, or homes, and at the same time if 
they can engage in the insurance business, and have tie-in sales, re- 
quiring borrowers to take life insurance or different types of insur- 
ance, you can see where that would be a great evil, can you not? 

Mr. Ben. It certainly can. 

Mr. Parman. Now, the Department of Justice has recently put on 

a drive to stop these tie-in sales. But if this amendment goes through 
and is recognized as part of the law, then it is thought that such tie- 
in sales would be outside the jurisdic tion of the Department of Jus- 
tice, and the Department of Justice could not do anything to inter- 
fere with it. Have you considered that ? 

Mr. Bent. Yes, sir. 
Mr. Parman. All right. So it is a very dangerous thing, is it not? 
Mr. Benr. Yes, sir. 
Mr. Parman. Now, although my position is being challenged, I 
say that this section "45 is not a part of existing law; that if you 
were representing a national bank and were going before a court to 
prove that you had the right to sell insurance in a town of under 
5,000 population—and, of course, that doesn’t restrict you to that 
town of 5,000 people, but you can go to a town of a million or any- 
where else provided your bank is in a town of 5,000 people. But if 
you were trying to prove to a court that you had that power, the 
court would open the United States Code—that is his guide, his rule 
book—and you would refer to a certain title and a certain section. 
The court would then say: “I see here that that is not in this code; 
it is not here.” Therefore you would have to prove that there was 
a mistake in the code, and there is where I say you would be up 
against it, because you couldn’t prove it. The facts are definitely 
the other way. 

I just mention that to you to let you know that from the stand- 
point of the savings and loan associations and the e redit unions, and 
the other financial institutions of this country, that is a great booby- 
trap and should be looked into with great care and caution. It is 
a danger to your institutions. 

Mr. Benr. Mr. Patman, I agree with you. Of course, we have 
some problems in the Northwest, where, the mutual savings banks of 
Massachusetts, I believe, and New York and Connecticut, have the 
life-insurance plan. 

Mr. Parman. That is right; it was, I believe, up to $1,000. 

Mr. Benr. I think it is $2,000 now. 

Mr. Parman. It is only a very small amount / 

Mr. Bent. Yes. 

The Cuatrmeman. Mr. Patman, we have another witness. 

Mr. Parman. Well, Mr. Chairman, we don’t want to deny these 
people a chance to testify. — are national organizations. ‘They 
should have an opportunity to be heard. And this bill is life or 
death over their business. I ama Member of Congress from the First 
District of Texas and I have a right to interrogate these people about 
this bill: We want to be able to present it on the floor of the House, 
with the assurance that we have intelligently and deliberately con- 
sidered it. 
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The Cuatmman. Well, we will call the next witness. 

Mr. Parman. But I want to ask some questions on another point, 
Mr. Chairman. This is about the competition of the commercial 
banks, with the building and loan associations. Under this provi- 
sion, Mr. Bent, there are two provisions which permit commercial 
banks to give gifts and premiums, and to do favors for customers, 
for placing demand deposits with them. 

Now, you understand, under existing law, during the depth of the 
depression, when no one was looking, the American Bankers Associa- 
tion had gotten the law amended so as to make it unlawful, illegal- 
really a crime, you might say—for a bank to pay a depositor interest 
on demand deposits. It certainly couldn’t be too immoral, but it is 
listed in the category of a violation of the law. Well, it was consid- 
ered temporary legislation at the time, I thought, and many other 
people did, too, but it has remained on the statute books, and the banks 
get all their demand deposits free of charge. Congress says they can’t 
pay interest on demand deposits. Now there is a proposal here to 
change that, to leave the law so that the banks can’t pay actual money 
for the use of these demand deposits, but that it could give a person, 
if he has a sizable deposit, a trip around the world or a Cadillac car. 
If it is a small account, you could give him a Ford or something else. 
But the provision is in this bill to permit the granting of the privilege 
of giving bonuses and gifts and subsidies and premiums and rewards, 
to people for putting their demand deposits in a certain bank. 

Do you, as a savings and loan official, consider that fair competition 
by banks with savings and loan associations ? 

Mr. Bent. I think it is ridiculous, and I don’t think it should be 
permitted. 

Mr. Parman. You don’t think it should be permitted ? 

Mr. Benr. It is not fair competition, particularly where, in the 
savings and loan association, under regulation, is limited in any type 
of giveaway, whether it is development of a new account, to a $2.50 
gift. 

Mr. Parman. I agree with you. Where you treat people all alike, 
where it is promotion, and you give one as much as you give the other, 
and it is open and aboveboard, that is all right. But I am talking 
about delivering a gift to only one customer under the counter. In 
other words, it is favoritism. 

The Cuatrman. Mr. Patman, the savings and loan associations 
have never indulged in that practice. 

Mr. Parman. But under this bill, Mr. Chairman, if it becomes law 
as it is, it will allow their competitors to do that, which will be unfair 
competition, and I think this provision ought to be gone into and 
fully explored; if the chairman can answer what I have said I cer- 
tainly would be glad to yield to him. 

Mr. Brown. Mr. Chairman— 

Mr. Parman. They can’t answer it because it is there. 

The Cuatrman. Mr. Brown. 

Mr. Brown. There is no such provision in the House bill. 

Mr. Parman. I am sorry, the gentleman hasn’t read the bill. 

Mr. Brown. I am sorry, the gentleman hasn’t interpreted the bill. 

The Cuamrman. Let’s call the next witness. 

Mr. Parman. Just a minute, Mr. Chairman. Let me finish now. 

The CuairMan. I am calling the next witness. 
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Mr. Parman. This is an important bill. 

The Cuarrman. I have called the next witness. 

Mr. Parman. This is down to the point where the procedure is 
destructive. Now, it is against the chairman’s bill. But I have to 
bring it out whether it is for him or against him. He wants to cut 
me off just because I am bringing out devastating answers against his 
bill, and I don’t think I ought to be cut off. 

You are muzzling me. I don’t want to be muzzled, Mr. Chairman. 

Mr. Kizpurn. Mr. Chairman. 

Mr. Parman. I have the witness, Mr. Chairman. Of course, if the 
chairman will permit me, I will be glad to yield. 

The Cuarrman. We want to call Mr. Haire, who has a short 
statement. 

Mr. Mutrer. Mr. Chairman, a point of order. I object to these 
witnesses being excused. Mr. Patman has not completed his exami- 
nation. I haven’t had an opportunity to complete my examination 
of Mr. Shaw, and I haven’t even had an opportunity to address a 
single question to Mr. Bent. 

Mr. Pusan. I yield to Mr. Multer, then, but I don’t want the 
witnesses to leave, because I have a lot of questions. 

Mr. Muurer. My point of order goes to the fact that I am entitled 
to my own time. You are entitled to finish your examination, and 
every other member of the committee should then be called and given 
an opportunity to examine these witnesses. 

Mr. Parman. I thoroughly agree with you, but in view of the 
chairman’s insistence, and I don’t say his embarrassment by reason of 
bringing out these harsh things in the bill, which he doesn’t want to 
hear, I will cease and desist and yield to another member of the 
committee. 

The Crarrman. I am as deeply interested in the welfare of savings 
and loan institutions as anybody here. They have helped to build 
up my community. I have an affectionate regard for them, and have 
had for many years. I organized one, once. I want to do everything 
to help you gentlemen, to gain in influence and economic power. You 
have done a great work. “But I would now like to call Mr. Haire. 

Mr. Bent. Thank you, Mr. Chairman. 

Mr. Muurer. Mr. Chairman, I object to your letting these witnesses 
go at this moment, unless we arrange for them to return at another 
time convenient to them and the committee, so that we can conclude 
our examination. I have no objection to any other witnesses’ time 
being convenienced so he can get away, if necessary. 

The Cuairman. I call Mr. Haire to the stand. 

Mr. Haire, take the stand. 


STATEMENT OF JOHN R. HAIRE, VICE PRESIDENT OF THE NEW 
YORK STOCK EXCHANGE, ACCOMPANIED BY SAMUEL L. ROSEN- 
BERRY, JR., PARTNER OF MILBANK, TWEED, HOPE & HADLEY, 
ATTORNEYS FOR THE EXCHANGE 


Mr. Hatre. Mr. Chairman, my name is John R. Haire. I am a 
vice president of the New York Stock Exchange. I am accompanied 
by Samuel L. Rosenberry, Jr., a partner of Milbank, Tweed, Hope & 
Hadley, attorneys for the exchange. 
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I sincerely appreciate this opportunity to appear before you to dis- 
cuss certain problems which we at the exchange see in the present 
language of three related sections of the Financial Institutions Act. 
These 3 sections—section 23 of title I, section 23 (g) of title II, and 
section 27 (b) of title 1] I—have as their purpose the disclosure of the 
name of any person who is the beneficial owner of more than 5 percent 
of the stock of any national bank, State member bank, or insured non- 
member bank. 

The disclosure of the names of beneficial owners of stock with sub- 
stantial holdings is a matter with which the exchange has had consider- 
able experience, since section 16 (a) of the Securities Exchange Act of 
1934 requires that every person who is the beneficial owner of more 
than 10 percent of any stock listed on an exchange disclose his owner- 
ship. We believe that the system of requiring the beneficial owner him- 
self to disclose his ownership, as is required by section 16 (a) of the 
1934 act, is a sound approach to this problem. 

Section 23 of title I[—and also of the 2 related sections of titles I] 
and III—however, abandons this time-tested approach and attempts 
to place on the record owner of any stock in a national bank the burden 
of reporting to the Comptroller the name of any person having a bene- 
ficial interest of more than 5 percent in that stock. This provision, if 
enacted, would impose a reporting burden on member firms of the 
exchange and other brokers who are, or may in the future become, 
holders of record of bank stocks for their customers. 

While it may appear logical, as a matter of first impression, to place 
the burden of reporting on the record owner who is readily ascertain- 
able, we believe that analysis of this approach demonstrates that it will 
probably not achieve the desired disclosure for the following reasons. 

First: The record owner can obviously report only the information 
which he has. Let us suppose that a brokerage firm in New York is 
holding 5 percent of the stock of a bank in its name on behalf of : 
brokerage firm in the Midwest which has purchased the stock for one 
of its customers. The customer has requested that the stock be left in 
the name of the New York broker for convenient delivery if he wishes 
to sell it. Under section 23, the New York broker would report to the 
Comptroller the only information which it has—namely, the name of 
its customer—the Midwest broker. Since neither the Midwest broker 
or the true beneficial owner has any duty to report under the terms of 
section 23, the information obtained by the Comptroller would be far 
less satisfactory than it would be under the approach of the Securities 
Exchange Act, which would put the burden of reporting on the benefi- 
cial owner himself. There are many such common busines situations 
where the record owner will not know the name of the ultimate benefi- 
cial owner of the stock. 

Second: Since there is no burden and no penalty on the beneficial 
owner to disclose himself, an unscrupulous person could easily ev: - 
the requirement of section 23 by holding 4 percent of the stock of : 
bank in the name of each of several record owners. In this ay 
he could acquire perhaps as much as 20 percent or 30 percent of the 
stock of a bank through different channels. He could use such record 
owners as nominees, brokers, banks, or corporations created for the 
purpose of holding 4 percent of the stock. Since no one of these 
record owners would be aware of the beneficial owner’s other holdings 
they would not be required to report. Such a scheme could be 
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employed by the beneficial owner without any fear of punishment 
under section 23. On the other hand, under the more direct ap- 
proach of the Securities Exchange Act, the perpetrator of such a 
plan would be subject to the crimin: ial penalties of that act. 

Let me put these two points in another way. -When you are seeking 
disclosure from beneficial owners, there are basically two types of 
persons you will encounter, namely, the vast m: ijority of beneficial 
owners who are perfectly willing to give you the information you 
are seeking, and then a very small number of persons who will try 
to conceal themselves from your inquiry if they can. We believe that 
with both these groups the results will be better if you put the burden 
directly on the beneficial owner. 

Under that approach, you will get prompt and accurate reporting 
of their total holdings from the vast majority of beneficial owners— 
information which the record owner in many cases could not give 
you. 

With the few who will try to conceal themselves, you will find 
that the criminal penalties on them under a direct reporting require- 
ment are a deterrent to concealment—in sharp contrast to the situa- 
tion under the approach of section 23, where the beneficial owner can 
attempt to conceal himself with ene 

In addition to these major weaknesses which we see in section 23, 
there are a number of ambiguities in the language of that section. 
These were discussed in a letter to this committee from G. Keith 
Funston, president of the New York Stock Exchange, dated July 24, 
1957. I shall not take up your time with these lesser difficulties now 
unless some member of the committee has a question concerning them. 
With your permission, however, I would like to introduce a copy of 
that letter into the record of these hearings. 

Mr. Muurer. May the letter be made a part of our record, Mr. 
Chairman ¢ 

The Cuamman. Without objection, it may be. 

(The letter referred to is as follows:) 

New York Stock ExcHANGE 

New York, N. Y., July 24, 1957. 

Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washington, D.C. 

DEAR REPRESENTATIVE SPENCE: The provisions of the Financial Institutions 
Act of 1957 relating to the disclosure of stock ownership in national banks (sec. 
23 of title I, sec. 283 (g) of title 11, and sec. 27 (b) of title III) have come to 
our attention. These provisions, if enacted, would impose reporting require- 
ments on member firms of this exchange who are, or may in the future become, 
holders of record of bank stocks for their customers. 

We believe that the language of these sections as presently drafted contains 
ambiguities which should be resolved to avoid imposing obligations on brokers 
and other record owners to report information which may not be within their 
knowledge. 

Among the problems we see are: 

1. These sections require the record owner to notify the Comptroller in writ- 
ing of the name of “any person or persons” having a beneficial or equitable 
interest in such stock in excess of 5 percent of the outstanding shares of the 
bank. If a broker held 2 percent of the outstanding shares of a bank for each 
of 3 different customers—or a total of 6 percent—the language might be con- 
strued to require the broker, as record owner, to notify the Comptroller. It 
seems to us that the use of the word “persons” introduces an ambiguity and 
should be clearly limited to the situation where 2 or more persons have a joint 
beneficial interest of at least 5 percent in the same shares. 
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2. Where a broker carries an account for another broker or for a financial 
institution, he may know only the identity of that broker or that institution. 
There is no practical way in which the broker who is the record owner can tell 
what other persons may have a “beneficial or equitable interest” in the stock. 
Thus it would be impossible as a practical matter for the broker, as record 
owner of the stock, to comply with the statute. We would suggest that it be 
made clear that the obligation of the record owner is solely to report the name 
of his own customer for whom he holds more than 5 percent of the stock. 

3. We are unclear as to the meaning of the sentence: “The transferee of any 
such stock shall, within thirty days after such transfer, cause his name to be 
listed as the record owner thereof.” 

(a) It should be made clear that “transferee” means the new holder of 
legal title and that this sentence requires him to complete the record trans- 
fer to his name within 30 days. This should be done to avoid a possible 
misconstruction of “transferee” to mean the new beneficial owner. Such 
a construction might cast doubts upon future nominee holdings of bank 
stock. 

(b) What is the meaning of “any such stock’? If a broker held 10 
percent of the stock of a bank for a customer and one-tenth of that stock 
were transferred to another individual, would that transferee have to com- 
plete the record transfer or is the completion of the record transfer required 
only in the case where more than 5 percent of the stock of the bank is 
transferred ? 

(c) The verb “listed” is not precise. We presume it is intended to mean 
“entered on the stock transfer books of the issuing bank,’ or something 
similar. 

4. Throughout the section the words “stock” and “shares” appear. If a bank 
has more than one class of stock outstanding—both a common and a preferred, 
for example—to what do these words apply ? 

If the committee determines that reporting of 5-percent beneficial ownership 
of bank stock is desirable, we believe that you should consider placing the 
burden of reporting on the beneficial owner and not on the record owner. This 
is the approach of section 16 (a) of the Securities Exchange Act of 1934, which 
places the burden of reporting substantial (10 percent) beneficial ownership 
of listed stocks on the beneficial owner. The beneficial owner knows the full 
extent of his holdings and can be subjected to criminal penalties for failure to 
report his holdings. If, as proposed, the responsibility to report is placed on 
the record owner, a beneficial owner might effectively conceal his interest by 
holding 4 percent of the stock of a bank in the names of each of several record 
owners—no one of which would be aware of his customer’s other holdings of 
the same stock. 

We believe that it is essential that any contemplated legislation in this area 
be drafted so as to avoid any construction which might put unreasonable bur- 
dens, liabilities, or restrictions on the record and beneficial owners of bank 
stock. Unnecessarily stringent or unworkable legislation could make national 
bank stocks less desirable investments and thus jeopardize the ability of these 
institutions to raise equity capital. 

We hope that these comments will be helpful to the committee in its consid- 
eration of these sections. If we can be of any further service in this connec- 
tion, we will be glad to cooperate with you or your staff. 

Sincerely yours, 


G. KEITH FUNSTON. 


Mr. Haire. Thank you, sir. 

I might add that a copy of Mr. Funston’s letter was also sent to Mr. 
William MeChesney Martin, Jr., Chairman of the Federal Reserve 
Board. In his reply to the Exchange Mr. Martin stated: 

It would seem that the suggestions in Keith Funston’s letter deserve the care- 
ful consideration of the committee. I might add that in connection with an 
earlier version of these provisions the Board suggested to the staff of the Senate 
Banking and Currency Committee that consideration be given to placing the 
burden of reporting on the beneficial owner, as in section 16 (a) of the Securities 
Exchange Act, rather than on the record owner. 

Mr. Chairman, because of the advantages which I have described, 
the New York Stock Exchange recommends that the burden of re- 
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yorting 5 percent beneficial holdings of bank stock under section 23 
is placed on the beneficial owner who knows the full extent of his 
holdings and can be subjected to criminal penalties for failure to 
report. 

The Cuatrman. Do you think that would be true if the beneficial 
owners were — 

Mr. Rosenserry. I didn’t hear the question, Mr. Chairman. 

The Cuarrman. Isn’t it a fact that, if the beneficial owners Were 
children, that they are people who have very little experience, people 
who don’t have the capacity, under the law, to conduct their own af- 
fairs; would you propose a penalty on them if they didn’t report ? 

Mr. Rosenperry. In the case of a trust, a penalty would fall upon 
the trustee who presumably would be of age and competent to manage 
the affairs of the minor. 

The Cuairman. But the trustee wouldn’t be the beneficial owner. 
The beneficial owner would be the people for whose benefit the trust 
has been established. This would put the burden upon them, would 
it not ¢ 

Mr. Rosensperry. That has worked out, under the Securities and 
Exchange Act of 1934, by rules of the Commission, where the report- 
ing requirement falls on the trustee, and when he reports, that satisfies 
the requirements. That is a technicality that could be cured. 

The CHarrMan. You wouldn’t call the trustee the beneficial owner ? 

Mr. Rosensperry. Not in the sense of the word in which we use the 
words “beneficial owner” in connection with a trust, you are right. 

The Cuairman. Then it is your idea that the trustee should report ? 

Mr. Harre. Under those circumstances that you describe, that is 
correct. I might add that the situation may be that the trustee would 
not be the record owner in many cases. For example, the stock may 
be held in a broker’s name or a bank nominee’s name. We are suggest- 
ing that the burden be placed on the trustee in the case you describe, 
ves, sir, as is done under section 16. 

The CHarrman. Mr. Kilburn. 

Mr. Kitpurn. I am just not clear. What is the reason for 
reporting ¢ 

Mr. Hatre. Well, I can give you perhaps some of the background. 

= Kitpurn. Just briefly. 

Harre. This provision was added to the Senate bill following 
aoe of ota e hearings, so that I am not entirely clear on the 
background of it. I would presume that the theory was that it was 
important for hes regulatory officials to know substantial holders of 
stock of banks. Similar reasoning lies behind section 16 (a) of the 
Securities and Exchange Act, the purpose of which is to give the 
public the information as to 10-percent holders of the stock of listed 
companies. 

Mr. Kinsurn. And that would hold true, would it? 

Mr. Haire. The three related provisions of this bill, as I under- 
stand them, would apply to national banks under title I, to State 
member banks under title II, and to insured nonmember banks under 
title III. This provision is in all three titles, I understand. 

Mr. Kitsurn. In other words, the regulatory authorities are the 
ones who want this? 


Mr. Haire. They are the ones to whom the information will be re- 
ported. 
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Mr. Kiteurn. I know that, but—— 

Mr. Haire. No, I think the answer to that would be “no.” This 
committee has heard testimony in July from Mr. Gidney, the comp- 
troller, opposing this provision. The committee has he ard testimony 
from Mr. Cook, of the Federal Deposit Insurance Corporation, in 

August, opposing this provision, and I have just read you Mr. Mar- 
tin’s statement that they have suggested section 16 (a) to the Senate 
Banking and Currency Committee staff. I think the answer would 
be no. 

Mr. Kirsurn. I just wondered who wants it. 

Mr. Hare. Apparently the Senate committee wants it. 

Mr. Kiteurn. That is all, Mr. Chairman. 

The Cuatrman. Mr. Patman. 

Mr. Parman. No questions. 

The Cuatrman. Mr. Betts. 

Mr. Berts. I have no questions. 

The Cuamman. Mr. Multer. 

Mr. Mutrer. Mr. Haire, I am very happy that you were able to 
be with us today to present your views to this committee. They should 
be given very careful consideration by the committee, and I trust they 
will have that consideration. 

Thank you, Mr. Chairman. 

Mr. Harre. Thank you, Mr. Multer. 

The Cuarrman. Mr. Bass. 

Mr. Bass. No questions, Mr. Chairman. 

The Cuamman. Mr. Barrett. 

Mr. Barrett. I have no questions. 

The Cuarrman. Mr. eee 

Mr. Srety-Brown. Mr. Haire, I understand you have no objection 
to the report being made available, but you do feel that it should come 
from the beneficial owner rather than from any other source; is that 
it ? 

Mr. Harr. Yes, I would say that is basically our position. I think 
it is up to this committee to determine whether this type of reporting 
is desirable. We merely wish to bring to the attention of the commit- 
tee the 24 years of experience we have had with a similar provision, 
and to point out some problems. 

Mr. Sre_y-Brown. In other words, you are not advocating the re- 
porting, but you say if the reporting is going to be a requirement, 

that we follow your suggestion as to how it should be done; is that 
correct ¢ 

Mr. Hamer. That is right. 

Mr. Sreiy-Brown. But you are not arguing, necessarily, that the 
reporting should be required ? 

Mr. Hatre. We are not. 

Mr. Seety-Brown. Thank you. 

The Cuatrman. Mr. Vanik. 

Mr. Vanik. No questions. 

The CHarrman. Mr. Mumma. 

Mr. Mumma. I have no questions, Mr. Chairman. 

The Cruarrman. Gentlemen, the House is in session. The commit- 
tee will adjourn to meet at the call of the Chair. 

(Whereupon, at 11:54 a. m., the committee adjourned to reconvene 
Wednesday, February 5, 1958, at 10 a. m.) 
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WEDNESDAY, FEBRUARY 5, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, Hon. Paul 
Brown, presiding. 

Present: Messrs. Brown (presiding), Patman, Multer, Mrs. Sul- 
livan, Mr. Reuss, Mrs. Griffiths, Messrs. Vanik, He: aley, C oad, Ander- 
son, Breeding, Kilburn, McDonough, Betts, Mumma, McVey, Bass, 
Seely-Brown, Henderson, and Chamberlain. 

Mr. Brown (presiding). The committee will come to order. 

We call as our first witness this morning, Mr. Shirk. Mr. Shirk, 
will you proceed to identify yourself and go ahead with your state- 
ment ¢ 


STATEMENT OF STANLEY E. SHIRK, CHAIRMAN, COMMITTEE ON 
BANK AUDITING, AMERICAN INSTITUTE OF CERTIFIED PUBLIC 
ACCOUNTANTS 


Mr. Suirk. My name is Stanley E. Shirk. I am a partner of the 
firm of Peat-Marwick, Mitchell & Co., accountants and auditors. I 
am chairman of the committee on bank auditing of the American In- 
stitute of Certified Public Accountants, the national association of 
CPA’s, with a membership of more than 30,000, which I am repre- 
senting today. 

As you undoubtedly know, a certified public accountant has met 
the education and experience requirements of his State and passed a 
214-day written examination which is uniform among all of the States. 
The primary interests of the institute and its committee on bank 
auditing are in the area of the work of independent professional certi- 
fied public accountants, with major emphasis on accounting principles 
and procedures, auditing, income taxation, and advice on matters in 
which accounting training and experience give them special aptitudes. 

My appearance here today is in response » to an invitation from your 
chairman, following an offer by our professional society to be of any 
help we can with respect to proposed legislation contemplated by the 
Financial Institutions Act of 1957 insofar as matters affecting bank 
and credit-union examinations and auditing are concerned. We do 
not wish to make any recommendation as to whether an act of this 
kind should or should not be passed. 

We are here solely to supply information which may be helpful 
to your committee. While these comments will be directed primarily 
to the problems relating to banks, we believe they also apply, for the 
most part, to credit unions. 
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The Financial Institutions Act of 1957, in its present form, includes 
sections which provide discretionary power to each of the three Federal 
bank supervisory authorities to require banks subject to their juris- 
diction to be audited by an independent accountant or firm of account- 
ants whenever the supervisory authority deems such action necessary 

“either because of the inadequacy of ex: umn: ition or for any other 
reason arising in the course of supervision.” 

We understand that this discretionary power generally would be 
applied only in those instances where a supervisory authority deems 
inadequate the internal control and internal auditing procedures in 
effect in a bank under its jurisdiction. 

There has been a good deal of testimony given before this commit- 
tee which indicates a lack of understanding about the differences be- 
tween bank examinations, internal bank audits and external audits. 
The fact that some procedures followed in each of these activities 
may be similar, undoubtedly accounts for the lack of clarity that 
often exists in statements made regarding them. 

The primary responsibility of bank supervisory authorities is to 
protect. the depositors, rather than the stockholders. The examina- 
tions conducted by them, there fore, consist primarily of a determina- 
tion of the bank’s solvency, based upon an appr: aisal of its assets 
(such as loans and investment securities), and its compliance with 
the baws: under which it operates. 

While the supervisory authorities have a statutory right to make 
practically any kind of an examination that they may wish, of the 
bank’s eens and records or of its activities, it is only in the most 
unusual or critical circumstances that they would extend their ex- 
amination fie what might even approach a « omplete audit. 

It is recognized that supervisory examinations differ greatly in 
their scope, but they rarely, if ever, carry out certain audit procedures 
that have long been accepted by the professional accountants as a 
lecessary part of an audit leading to an unqualified expression of 
opinion. 

For example, it is unusual for the supervisory examiner to con- 
firm, by direct communication with borrowers, the existence and 
amount of their loans; to confirm the balances of any depositor’s 
accounts by direct communication with the depositor; to make de- 
tailed tests of transactions affecting assets and liabilities between 
examination dates; or to audit the income and expenses of the bank. 

Frequently they omit the inspection of investment securities and 
trust assets. Moreover, they never express an opinion on the fairness 
of the financial information reported to the bank’s stockholders. In 
fact, they specifically state on their report forms that their examina- 
tion is not the same as an audit. 

[t should be emphasized that this listing of the differences between 
& supervisory examination and a professional audit is not intended 
to be critical of the supervisory antiee ities. If their examinations 
were to be broadened to accomplish the objectives of a professional 
audit, the number of examiners would have to be multiplied many- 
fold, which would necessitate an extensive training program. 

Most agencies having supervision over banks provide for a review 
of the procedures of the bank designed to protect it against errors, 
defaleations and similar irregularities. However, it is customary 
for this review to be carried out by means of a questionnaire which is 

nswered by responsible officials of the bank. 
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The supervisory examiner may, though he usually does not, check 
the actual workings of the bank to determine that the procedures 
outlined in the questionnaire are actually being followed. The pro- 
fessional auditor, on the other hand, must make a careful study of 
the way in which the procedures are actually working because he 
must expand the scope of his audit to compensate for any weaknesses 
which he may discover in the operation of the bank’s internal control 
system. 

A significant difference between supervisory examinations and in- 
dependent audits is the fact that the bank management is not. told 
anything about the scope of the supervisory examination and, there 
fore, does not know how much reliance can be placed upon it. In the 
case of the professional audit, it knows that if the auditor expresses 
an unqualified opinion with respect to the financial statements, all 
phases of the bank’s accounting activities and control procedures will 
have been studied. 

Let us turn now to a brief discussion of internal control and 
ternal auditing. 

Internal control is the name given in accounting and management 
circles to all those methods and procedures, within a business organi- 
zation, that are designed to prevent the loss or theft of assets; to 
prevent errors in the accounts and records; and to encourage efficient 
operation and the execution of the policies prescribed by the man- 
agement. 

These internal controls are brought about, primarily, by segrega 
tion of responsibilities in such a way that one employee checks on 
another. For example, in a bank, a teller should not have access to 
the depositor’s ledger and the custodian of securities should not have 
access to the accounting records which control them. 

Where the staff is large enough, the system of internal control may 
include an internal auditor or an internal-audit staff. The internal 
auditors, however, are still the fellow employees of those whose work 
they check and are ultimately responsible to the same management. 
The internal-andit staff will usually have the responsibility not only 
of checking on the accuracy of the accounting data and the safegu: ard- 
ing of the company’s assets, but also of reporting whether or not the 
management’s prescribed policies are being carried out. 

The internal auditor may, and often does, carry out many of the 
same procedures followed by the independent professional auditor. 
For example, the internal auditor may confirm the loans by direct 
communication with borrowers and may confirm the depositors’ ba] 
ances by direct communication with depositors. It is possible for the 
board of directors to set up an audit staff that is suffic iently inde- 
pendent of the operating personnel and endow it with enough author- 
ity to give the board, itself, quite a bit of assurance as to the account 
ing accuracy and operational efficiency of its own organization. 

It must be recognized, however, that the reliance that may be placed 
upon the internal auditors is often limited. The internal auditors 
have day-to-day contact with the operating staff of the bank whose 
work they are checking. This day-to-day familiarity with the indi- 
viduals whose work is being checked by the internal auditor tends 
to develop a feeling of overconfidence in their reliability. 

It must also be recognized that the possibility of developing a rea- 
sonably satisfactory system of internal control is dependent on the 
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bank having enough employees to permit a proper division of respon- 
sibility. 

There are about 11,500 banks in the United States with resources of 
$10 million or less. Few of these are likely to have enough employees 
to provide very effective internal controls, and pr actically none are 
likely to have an internal auditor. Accordingly, if a supervisory 
authority needs a complete review of the activities and financial rep- 
resentations of the bank, it must either turn its examiners temporarily 
into auditors or obtain independent, professional help. 

In the small bank, the element of cost involved in establishing and 
maintaining an adequate program of control and audit, whether in- 
ternal or external, is a real and important factor. However, cost or its 
effect on banks should not be the sole determinant in arriving at a con- 
clusion on this question; at least equally important are the factors of 
need and the fulfillment by bank management of its responsibilities. 

The question is sometimes raised whether C. P. A.’s are familiar with 
banking operations. Not all C. P. A.’s, of course, can be experts in all 
lines of business, but many C. P. A.’s in all parts of the country, and 
their number is increasing, have had experience in bank audits and 
are thoroughly familiar with bank operations. 

For all the reasons I have mentioned, we believe that the provisions 
in the Financial Institutions Act of 1957 giving discretionary power 
to bank supervisory authorities to require independent audits of banks 
by professional accountants when special circumstances indicate a 
need, are sound in principle and should prove useful. 

We appreciate very much having had the opportunity to discuss this 
matter, and I trust you will feel free to call upon the American In- 
stitute of Certified Public Accountants for any consultation or advice 
which you feel would be helpful to your committee. 

Mr. Brown. aan anyone have any questions of this witness? 

Mr. Parman. I do, Mr. Chairman. Your organization is on the 
alert, I know, to make sure that a Government agency is properly 
audited; is that correct? What I = in is, you are not doing any de- 
tective work or anything like that, but where it is well known, that an 
agency is not being audited in a w ay that the public is not given full 
and complete information, do you point that out ? 

Mr. Sumx. Well our relationship is with the management of the 
bank. 

Mr. Patrman. You don’t have any connection with Government 
agencies / 

Mr. Suirk. Not unless we might be specifically requested by them 
to represent them. 

Mr. Patrman. You understand that, for instance, the Comptroller 
of the Currency is not audited except through an internal audit. Are 
you familiar with that ? 

Mr. SurrK. Yes, sir. 

Mr. Parman. In other words, the Comptroller of the Currency has 
handled probably $150 billion of actual money, greenbacks, and Fed- 
eral Reserve notes, and yet there has never been any public audit of 
the Comptroller by the General Accounting Office. You are familiar 
with that? 

Mr. Suirx. That is an exclusion as far as the jurisdiction of the 
General Accounting Office is concerned ; yes. 
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Mr. Parman. You don’t look with favor on anything like that; do 
you? 
Mr. Suirx. Well, the trend in Government today is to handle its 
affairs like a well-run business organization would. 

Mr. Parman. Do you mean, internally ? 

Mr. Suirk. Internally, managementwise, and administratively, to 
the extent that one looks at what the General Accounting Office did 
many years ago, and the way it did it, and compares it with what it 
is doing today, you can see remarkable progress in the imaginative, 
commonsense, professional auditor’s approach. 

Now without taking a position as to the banking agencies, it would 
seem that if the General Accounting Office is the watchdog of the 
Government, that its jurisdiction should be widespread. 

Mr. Patman. In other words, its jurisdiction should include any 
agency of the Government having to do with the finances and money 
of the public, the taxpayers of the country ¢ 

Mr. SuieK. That is right. 

Mr. Parman. I agree with you. And I think that something should 
be done to require an audit. I think it has just been an oversight on 
the part of Congress, because we so seldom ever look into these mat- 
ters; we just don’t take them up. That subject will come up in con- 
nection with this bill. 

Another oversight is the lack of public audit of the Federal Reserve 
banks. 

Mr. Mutter. Will you yield ? 

Mr. Parman. Yes, sir. 

Mr. Mutter. Is there a provision in the law today which prohibits 
the General Accounting Office from going into the Comptroller’s 
Office ? 

Mr. Parman. Yes, it has been interpreted that way; this is because 
the expenses of the Comptroller’s Office are met from a fund which 
is made up from examination fees paid by the banks. In other words, 
the Comptroller does not receive appropriated funds, and it is for that 
reason that the General Accounting Office is kept out. A new provi- 
sion in section 49 (c) of the bill would cement this theory into the law 
and keep the GAO out. It is certainly unusual that we should have 
right here in the shadow of the Capitol an agency handling hundreds 
of billions of dollars of Federal Reserve notes from the Bureau of 
Engraving and Printing, collecting money from the banks to carry 
on that operation, plus the destruction of hundreds of billions of unfit 
currency, and the General Accounting Office cannot check on them. 

Mr. Suirk. I might say this, that in business today, when an in- 
ternal auditing staff is developed and is part of the organization, the 
concept is that the internal auditor should be free to range into any 
department of the business organization, to do whatever he feels is 
necessary to accomplish his objectives. There are no exceptions. 

Mr. Parman. Well, that, of course, is the right way to do it, I think. 

But as you have well pointed out here, you have different kinds of 
audits. You have these supervisory examinations, which are the pro- 
fessional audits. Now this type of examination is just a cursory 
examination, I assume. You don’t go into everything as you sug- 
gested just now. ; 

Mr. Suiek. Are you referring to the supervisory agency exami- 
nation ? 
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Mr. Parman. Yes, sir. 

Mr. Suirk. Well, the supervisory agency examination starts with a 
concept of solvency, statute compliance and appraisal of management. 

Now, nec essarily, we are talking, in a certain sense, about a quest ion 
of degree. The supervisory agencies would not review the affairs of 
the bank in certain areas in as detailed a fashion as a professional 
auditor would when employed by management. And again this is no 
reflection on the agencies, because, if you look upon an examination as 
of a point of time, and look at the previous one, a lot has happened 
between the 2 days. 

The supervisory authority is concerned with the position as it exists 
at; that date, and generally what progress the bank has made, but if 
in all the inner workings of the bank, of the financial transactions, 
there are things that should be studied in more detail, they don’t have 
the time. 

Mr. Parman. That is right. 

Mr. Suir«. They don’t have the examining force today to do that. 

Mr. Parman. May I invite your attention to the fact, too, that the 
12 Federal Reserve banks, which are owned by the Government, are 
permitted to have private banker ew ntatives on the Board. 
These Reserve banks are owned by the Government, and yet there has 
never been an audit of the Federal Reserve Banking System by out- 
side auditors; only internal audits. 

Did you know that from 1913 to 1954 they had never even had an 
audit of the Board of Governors?’ Did you know that? Not one? 

Mr. Suirk. Well, I had been aware of that generally. I had some 
recollection of the fact that occasionally the Federal Reserve System 
had employed a professional firm to review their procedures, as dis- 
tinguished from an audit. 

Mr. Parman. Well, when I brought up the subject of audits of 
Federal Reserve Board in 1952, in a hearing before the Joint Commit- 
tee on the Economic Report, they employed auditors, but they were 
internal audits. Wedon’t know what the score is. 

Mr. Suir. I see. 

Mr. Parman. In other words, they reported to themselves. They 
hired their own auditors, under their own instructions, who reported 
tothem. You wouldn't consider that a very satisfactory audit, would 
you? 

Mr. Surrk. From the standpoint of the arm’s-lengt h arrangements ¢ 

Mr. Parman. Yes 

Mr. Sutrk. Probably no. 

Mr. Parman. And then the 12 Federal Reserve banks have never 
been audited by the General Accounting Office, or by any auditors 
except auditors of their own choosing, or of the choosing of the 
Board, and they do the audit by borrowing personnel from one bank 
and sending it into another bank as well as by borrowing from the 
bank which is being audited. 

In other words, not only is it a self-audit, but most of the auditing 
is done by their own personnel. 

Mr. Sux. Well, that is the point I was going to raise. If the 
Federal Reserve Board had employed an independent professional 
firm, even though they had made the arrangements rather than some 
other segment of Government, I would feel that that was a suitable 





FINANCIAL INSTITUTIONS ACT OF 1957 1445 


arrangement, because of the fact that the professional firm starts 
with a concept of independence and integrity. 

Mr. Parman. But suppose they are restricted in the scope of their 
examinations ¢ 

Mr. Suiex. If they are restricted in their scope, they can only re- 
port upon the areas they have covered, that is right. 

Mr. Parman. Take, for example, this fact: For about 30 or 35 
years, the Federal Reserve banks had a peculiar system of not paying 
out the Federal Reserve notes of another Federal Reserve bank. For 
instance, the Bank of Richmond would have Federal Reserve notes 
accumulated from all the other Federal Reserve banks and it would 
have to bundle them up and ship them to the issuing banks. 

That was an idiotic arrangement, but it was provided for in the 
original act, and they kept it up for nearly 40 years, but finally they 

came up here and asked us to change the law because it was costing 
$750,000 a year to do that. 

Now an auditor would have discovered that years ago, would he 
not have, and would have brought it to their attention ? 

Mr. Suir. That is one of the byproducts of a good audit, recom- 
mendations for improvements in operating procedures and efficiency. 

Mr. Paraan. That is right. And in another case—and I will 
finish with the witness presently, Mr. Chairman—there was a law 
passed in 1916 which permitted national banks to go into the insur- 
ance business. 

In 1918, it is my contention—and my contention corroborated by 

the present United States Code, to which all judges and lawyers must 

look to find out what the law is—that it was repealed. Notwith- 
standing that, the Comptroller kept on putting out regulations and 
building up a fund and enforcing and carrying out the provisions of 
that repealed act. That would have been discovered by an auditor 
at once; would it not ? 

Mr. Suirk. Generally, in an examination or audit of sufficient 
scope, a matter like that might come to hght. But I can’t say it 
would unequivocally, but the chances are that it would. 

Mr. Parman. That is right. Furthermore, when in 1952 the stat- 
utes were recodified, and it was clearly shown that this was not in the 
law, but that it was outside the law, the Comptroller of the Currency 
knew it, and notwithstanding that, he kept on carrying on the enforce- 
men of the act as though it were law. 

Now certainly an auditor would not have permitted that, would he, 
without criticism 4 

Mr. Suirex. I wouldn’t think so. 

Mr. Patman. Thank you. 

Mr. Brown. Does any other member desire to interrogate the 
witness ¢ 

Mr. Mutter. Mr. Chairman. 

Mr. Brown. Mr. Multer. 

Mr. Mutter. Mr. Shirk, you have presented a most important, even 
though brief and concise statement, and you have directed the atten- 
tion of this committee to some very important oversights, both on 
the part of the committee in not performing its full function as re- 
quired by the rules of Congress in constant watchfulness over the 
agencies under our jurisdiction. You also have pointed out, though 
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you point no finger at anyone, in the laxity of the operation of some 
of these import: unt financial institutions of the Government. 

I am very glad you were able to come here and present this state- 
ment. 

You use the expression in your statement, Mr. Shirk, “bank and 
credit unions.” I assume—correct me if I am wrong, that you are 
using the word “bank” in its colloquial sense so as to include all 
banks, savings banks and also savings and loan associations? Because 
you make no mention of savings and loan associations, though you do 
mention credit unions. 

Mr. Suirx. We hadn’t intended to include savings and loan asso- 
ciations as part of the thing we were discussing. The savings and 
loan association situation I have some familiarity with, though not 
too much, and I do know that the Federal Home Loan Bank Board 
makes an examination and at the same time requires that an audit be 
made of the association, and they offer alternatives as to how the audit 
objective can be accomplished. 

Mr. Muturer. Now let’s break that down, if we can. We have two 
institutions which deal with savings and loan associations. One is 
the Home Loan Bank Board, from which the savings and loan as- 
sociations, if they are members, may borrow. Then we have the 
Federal Savings and Loan Insurance Corporation, which insures the 
moneys placed with the associations by the general public. 

Do you know what the situation is as to those institutions? Do 
they have any external audits? 

Mr. Surex. Those agencies, themselves ? 

Mr. Mutter. Yes, sir, the Home Loan Bank Board and the Federal 
Savings and Loan Insurance Corporation. 

Mr. Surek. I donot know, sir. 

Mr. Mutter. You are not familiar with what procedures, if any, 
are used within Government as to the examination of their books and 
accounts ¢ 

Mr. Suiek. No; Iam not. 

Mr. Mutter. But in the operation of the savings and loan associa- 
tions, the supervisory Federal agencies supposedly do require ex- 
ternal audits, sometimes / 

Mr. Suirx. No; the situation is not as simple asthat. They require 
that the association be audited. 

Mr. Mutrer. By an independent auditor? 

Mr. Suirk. Let me finish. 

Mr. Mutter. I am sorry. 

Mr. Suirk. This can be accomplished in any 1 of 3 ways: Either 
by the establishment of a satisfactory system of internal auditing 
approved by the Federal Home Loan Bank or Insurance Corpor ation, 
or, in the alternative, by employing an independent professional ac- 
countant who can make an audit of scope that meets with the approval 
of the Home Loan Bank Board, or, in the event the association fol- 
lows neither course, the home loan bank, itself, will make the audit 
as well as the examination. 

Mr. Mutter. Tell me, what, if anything, do you know about the 
situation with reference to the State savings and loan associations ? 
What do the State supervisory authorities require with reference to 
audits ? 
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Mr. Suiek. Well, of course, the pattern in the States will vary 
with the statute in the individual States. 

Mr. Muurer. Yes, sir. 

Mr. Sutrx. Most—I think practically all States—I am not certain 
of this, but certainly most States, will make at least an annual exami- 
nation of the sav ings and loan associations. Whether the scope of the 
examination is sufliciently penetrating to constitute an audit as well 
as examination, I don’t know. 

Mr. Moutrer. In the last several years, we have had several bad 
situations occurring in each of these different types of financial in- 
stitutions. We have had some failures of credit unions because of 
defalcations by officers in control. We have had the same situation 
with several savings and loan associations. We haven’t had any with 
reference to savings banks within my knowledge, but we have had 
several with reference to commercial banks. 

I think the most outstanding and scandalous examples of two of 
those instances in the last few years were the Ellenville National 
Bank in New York, and the Chicago bank that Mr. Hodges was con- 
nected with. I don’t recall the name. 

Mr. Suirk. Southmoor, I believe, is the one. 

Mr. Murer. Yes, that is the name of the bank that I was groping 
for. Has your association been invited by any of the Government 
agencies to give them your opinion or advice or recommendations as 
to how some of those situations can be ferreted out in advance of 
disaster coming upon the organization ¢ 

Mr. Suirk. Well, there has been quite a bit of liaison over the past 
5 or 10 years, on an informal basis, rather than on any formal basis. 
In other words, what I am saying is, professional accountants in 
various parts of the country have discussed matters like this in- 
formally with representatives of the Comptroller of the Currency, the 
Federal Reserve System and the Federal Deposit Insurance Corpora- 
tion, and with banking associations and similar groups. 

There have been platform appearances, pamphlets have been put 
out, and in the publication of those pamphlets, accountants often 
have been consulted. 

However, last year, we in the Amreican Institute of Certified Pub- 
lie Accountants realizing that there was a growing need for real and 
constructive help in more formal fashion, created the committee on 
bank auditing, of which I am chairman, and one of the first steps in 
the creation of that committee was to come to Washington and visit 
with Mr. Gidney, the top management of the Federal Reserve System, 
and with others, and we hope this will be the beginning of a relation- 
ship in which we can be of constructive service in helping some of 
these problems. 

Mr. Mutrer. Have you made any written recommendations to any 
of the Government agencies / 

Mr. Suirk. No, because one of the first projects of the committee I 
refer to is to develop a guide which can be used in examinations and 
audits of banks—something which we feel will be reasonable in the 
circumstances and cut down the possibility of such occurrences. 

Mr. Mutter. There is the very definite feeling, however, among the 
members of your association, that something must be done to improve 
these systems and methods of supervision and audit and control, so as 
to give the public better protection ? 
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Mr. Sui. Yes, sir. 

Mr. Mouurer. Thank you, Mr. Chairman. 

Mr. Brown. Does anyone else desire to interrogate the witness? 

Mr. Anperson. Mr. Chairman. 

Mr. Brown. General Anderson, you may proceed. 

Mr. Anperson. Would you turn to page 2 of your prepared sti ite- 
ment, the next to last paragraph. The opening sentence says, “The 
primary responsibility of bank superv isor y authorities is to protect the 
depositors rather than the stockholders. 

Based on that sentence and the balance of that paragraph, is it your 
contention that the proposal that you are supporting for independent 
audits is designed primarily for the benefit of the stockholders rather 
than the depositors ? 

Mr. Suirk. No, sir. 

Mr. Anperson. Would you amplify? 

Mr. Sumx. Well, the point we are trying to make here is that this 
is a two-edged sword—depositors and stockholders. 

Now the supervisory authorities have as their principal concern the 
protection of mereneees , and as a result most of their policies are what 
you and I would refer to as conservative. 

The stockholder relationship is a little different, in the sense that he 
is the owner of the enterprise, rather than the one who has loaned his 
money to the bank to loan to somebody else. 

When these supervisory authorities make their examination, while 
there is a certain aspect of advantage or protection to the stockholder, 
the aig ipal emphasis is not on the stockholder aspect. 

Mr. Anperson. | appreciate that, but I am trying to get to the rea- 
son for which you make that argument. Is it because you say that 
if we bring in a ©. P. A.’s separate audit, that that will serve the 
stockholders? I would judge 

Mr. Suirk. Well it would serve the stockholders and the depositors. 

Mr. Anperson. But primarily based on what you have just said, you 
feel it is for the service of the depositors rather than the stockholders ? 

Mr. Suiek. Not entirely. I think it has advantages for both. 

Mr. Anperson. The emphasis in your statement is on the stock- 
holders. You made that discrimination and you intimated that the 
depositors are adequately taken care of by the regular audits, but that 
a separate audit will serve to protect the stockholders. 

Mr. Surek. Let me see if I can clarify this. 

Mr. Anperson. I would appreciate t that. 

Mr, Surrk. Supervisory examination has as its principal objective 
the protection of depositors, and some protection to stockholders. 

Independent professional audit advantages are protection to both 
the depositor and stockholder, but more emphasis, in the independent 
progession al audit, is given to the stockholder, than the supervisory 
authority would give to it. 

Mr. Anperson. Don’t you think that the management, who are 
selected by the stockholders, would be responsive to the needs of the 
stockholders ? 

Mr. Suirk. Well I feel they should be. 

Mr. Awnperson. If they are not, the stockholders can certainly 
change the management ¢ 

Mr. Surrk. Well, there is more than meets the eye. 
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Mr. Anperson. Could you say what it is that doesn’t meet the 
eye! 

“Mr. Suiex. What I am trying to say is that many of your small 
banks are one-man banks, or one-stockholder banks. ‘They are closely 
held. f 

In a situation like that, when we talk about changing management, 
it is a figure of speech. Where we have banks whose stock 1s more 
widely held, to the point where you do get the changes or the pos- 
sibility of changes of management, what you say, sir, is true, that 1f 
the stockholders are unhappy, they should change management. 

However, many bank stockholders are, shall we say, naive with re- 
spect to the existence of some of the problems we have been talking 
about, particularly examinations and audits and safeguards. 

Mr. Anperson. Yes, sir, but in the first case you referred to, the 
management is almost synonymous with the stockholders ? 

Mr. Suirk. That is correct. 

Mr. Anperson. So that it shouldn’t require a separate law to see 
that the family looks after its own interests ¢ 

Mr. Suirk. Yes, sir, but it goes beyond that. Because when, in a 
community, a small bank closes its doors because of the kind of situ- 
ation that makes headlines, this gives the banking industry as a 
whole, a bad reputation, and tends to destroy the confidence of the 
public in banking institutions in the United States. 

Mr. Anperson. But you don’t think the supervisory 

Mr. Sutr«. And we have the depositors, too. Of course, we have 
the FDIC insurance, and other things to take care of the ordinary 
depositor, but there could be some large depositors who might be 
hurt. 

Mr. Anperson. And you don’t think that the usual supervisory 
audits would properly take care of that situation ? 

Mr. Suirk. The supervisory audits—we should say examinations 
rather than audits—supervisory examinations, generally, are not of 
sufficient scope to close all the doors that should be closed with re- 
spect to the internal safeguards. 

The reason for this, as I pointed out earlier, is that they don’t 
have the staff that could possibly spend the time required to do this 
more detailed and thorough job. They do the best they can. And 
in recent years they have been putting more and more emphasis on 
it, but if you will recall, in my original statement, I mentioned that 
they use a questionnaire, and the responses to the questionnaire are 
supplied by management, and it is at that point that generally super- 
visors must stop because they don’t have time to determine whether 
the answers of management are in fact, correct or true answers. 

Mr. Anperson. Certainly that should be a responsibility of the 
supervisory authorities to make a sufficient sampling to assure them. 
selves that their examination is accurate. 

Mr. Sure. I would say this, that if it is expected that they would 
do that, then they will have to be more adequately equipped to carry 
out that function, because in all fairness to the supervisory authori- 
ties, these things are quite time-consuming, and a man can’t do a job 
unless you give him the tools. 

Mr. Anperson. Your remarks lead to the other point that I wanted 
to raise, and that is dealt with on page 6 of your statement, and refers 
to the element of cost involved If you would look at your second 
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paragraph on the typewritten sheet, you state that that element of 
cost is a very important factor, but you don’t explain in what way 
the element of cost is related, whether that audit is made internally 
or whether it is made by a separate audit. 

To which item are you referring in this paragraph ? 

Mr. Sumk. Well, I am referring to cost of internal or external 
control and audits, safeguards, reasonable protective measures, some- 
thing that is reasonable in the circumstances. 

What we are saying there is that while this is a factor that must 
be recognized, the factor is not so important as to completely over- 
shadow other considerations. Many bankers have raised the cost 
question. 

On the other hand, I think we should look upon it as a part of being 
in business. 

Mr. Anperson. Which element of cost are you talking about / 

Mr. Surex. I am talking about both internal and external audits. 
One or the other or both. 

Mr. Anperson. We on the committee are faced with the choice. 
By and large should the internal audits be adequate, or should we 
authorize, through this law, external audits ? 

Mr. Sum. Well the internal audit in a small bank, of the type I 
refer to, of $10 million or less in assets, is not too practical because 
with a very small number of employees, there is not always a full 
day’s work for the internal auditor, and what happens in those cases 
where they do employ one is to use his spare time taking deposits at 
the window, making entries in the general books of account, with the 
result that there is a fusion of operations and auditing to the point 
where the value of auditing is lost. 

This invariably happens in a small bank, and it is natural that 
it would because of the practical feeling of the president of the bank 
that if a man is employed for 8 hours, he wants him to work 8 hours. 

Mr. Anprrson. My time has expired, but I must say that both your 
statement and your explanation still leave me rather confused as to 
whether you are speaking for the interests of the depositors, or the 
stockholders, and whether you are speaking for an expanded and 
more adequate regular audit, or whether you are speaking for occa- 
sional outside audits. 

Mrs. Grirrirus. Mr. Chairman, may I ask a question ? 

Mr. Brown. Are you through, Mr. Anderson ? 

Mr. Anperson. I have not received adequate answers to my ques- 
tions. 

Mr. Brown. We will goahead. Take the time to clear it up. 

Mr. Anperson. You understand my questions, and you haven’t an- 
swered them. 

Mr. Suiex. I would like to clarify the matter in your mind because 
I wouldn’t want to leave this room leaving any confusion behind me. 

With respect to depositors and stockholders, we feel that the needs 
of both are important. When I talk about needs, I am talking about 
adequate management and reasonable internal safeguards. 

Now part of the difficulty is that we are dealing with technical prob- 
lems, and we are dealing with a situation where the extent of super- 
visory examinations is not a matter of record. I am talking about the 
scope of their examinations. They may or may not do things, depend- 
ing upon the circumstances. 
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However, we feel that every bank should have built into its operating 
procedures a method of internal control. This is something that is 
there all the time. Any time they do anything, there should be checks 
and balances. 

In the smaller bank this is difficult because you have a limited num- 
ber of people. Nevertheless, to the extent practicable, it should be built 
into the system. Superimposed on that is the question of internal 
auditing and internal auditing is designed to see that the system of 
internal control is w orking. Not only. that it is on paper, but that it 
is in practice being followed. 

Now in some of the larger banks, they have a very adequate staff of 
internal auditors to carry out this process. 

In the bulk of the banks, the 11,500 banks I referred to, it is not 
practical to carry out internal auditing, the review of the system of 
internal control, by the employment ‘of an internal auditor in the 
bank. The alternative is the e1 mployment of an independent profes- 
sional auditor, if management is concerned with the problem. 

Mr. Anprerson. Of course, in this bill it isn’t a question of manage- 
ment being concerned. In this bill the question we are discussing is 
whether or not the supervisory authorities should be authorized to 
require these banks, regardless of whether or not the management 
feels it is desirable, and regardless of whether or not the stockholders 
feel it is desirable. 

Mr. Suirk. Well, starting with the problem of need, what I am say- 
ing is that the supervisory authorities at the present time seldom get 
into the question of internal auditing in a real way. I referred to the 
questionnaire, but beyond the questionn: rire, they don’t have the time. 

If it is expected that they will audit as well as examine, they 
should be given the tools to do so. If it is decided that the super- 

visory examiners should not carry out the audit functions, then, per- 
haps, you should have legislation requiring the bank to put its own 
house in order through the employment of outside professional help. 

Now part of the problem is due to the fact that you have some 
banks, a small part of the total number, who have their house in order 
and who are in excellent shape through internal auditing devices. 

On the other hand, I wanted to emphasize this, that even in those 
cases, that internal auditing staff cannot be as independent as someone 
who is an outsider, an interloper, so to speak. 

Mr. Anprerson. And for those that have not, do you say it would 
be less expensive for them to have outside audits ? 

Mr. Suirk. In the case of some small banks, it could very well be 
less expensive to employ an outside auditor than to try to employ one 
on its own payroll. I say expensive in a broad sense. Because it 
might not only cost them more dollars, but you have the situation I 
described earlier in which spare time is put into operating functions, 
and independence, the cornerstone, the foundation of internal auditing 
collapses and becomes useless, 

Mr. Brown. I will recognize Mrs. Griffiths. I am sorry General 
Anderson. 

Mr. Anperson. That is allright, Mr.Chairman. Thank you. 

Mrs. GrirrirHs. I would like to ask you, Mr. Shirk, how many banks 
in this country have annual inde ‘pendent audits made ? 

Mr. Suir. I don’t have statistics. 

Mrs. Grirrirus. Do you have any idea? 
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Mr. Suirk. I would venture a guess that perhaps the maximum 
percentage, numberwise, would be between 10 and 20 percent of the 
total of some 14,000 banks. 

Mrs. GrirrirHs. And how many CPA firms in this country do that 
work ? 

Mr. Sure. Well, that is a hard question to answer. As I said in 
my paper, there are many CAP’s who have the technical background 
and experience in the banking industry—I am not speaking about pro- 
fessional accounting and auditing in the industry—but their number 
is increasing because the need is growing. 

We in the American Institute are trying to help our membership 
and broaden the horizon. <As to the exact number, I wouldn’t have any 
idea. 

Mrs. Grirrirus. How many CPA’sare there ?/ 

Mr. Surrk. In the United States ¢ 

Mrs. Grirrirus. Yes, sir. 

Mr. Surrk. I would guess about 56,000. 

Mrs. Grirrirnus. About 56,000 ¢ 

Mr. Suirk. Yes. 

Mrs. Grirrirus. A few years ago there were 900 in the State of 
Michigan. I would like to ask you, do you think that if you really 
require an outside audit, that you have enough qualified CPA’s to do 
the job? 

Mr. Surek. I would think so, and I would say this, that if there is 
any indication that we were not completely equipped, on a crash pro- 
gram basis the profession could very well be further educated in the 
needs with respect to the special qualities or techniques in the banking 
industry. 

I started with the concept that a qualified CPA, in his day-to-day 
endeavor, ranges into all types of industry, and that in the field of 
banking, ‘perhaps terminology, and certain other, perhaps, technical 
differences, would have to be picked up fairly quickly. 

Mrs. Grirrirus. A CPA doesn’t have any better judgment than 
anybody else to decide whether the security on which a loan is made 
is valid or not. A CPA merely gives his opinion as that that. 

Mr. Surex. That is right, everything we do is opinion and judg- 
ment. 

Mrs. Grirrirus. And a CPA reared in a city, judging on city bases, 
going into a farm community, has no past experience on which to base 
his judgment on whether a farm loan is well based or not ? 

Mr. Suirk. I can’t disagree. 

Mrs. Grirrirus. He would have to be retrained. He must learn to 
guess all over again. 

Now I would like to ask you, if this becomes a part of the law, 
don’t you think there would be a tendency on the part of all super- 
visory banking personnel, since they, themselves are having great 
difficulty in getting adequate supervisory personnel, to start relying 
on CPA’s and independent auditors in place of enlarging their own 
staffs or supervisory personnel / 

Mr. Suirk. Are you speaking about the supervisory authorities 
enlarging their staffs as contrasted with the—— 

Mrs. Grirrirus. Yes. I think that they are now presented with 
this problem. They can’t get adequate supervisory personnel. 

Mr. Suirk. No, they are having difficulty. 
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Mrs. Grirrirus. Now if they say “We shall now rely on these 
CPA’s and independent auditors,” and we push them into that, is that 
really good judgment? Do you have enough CPA’s to do it? I 
submit that you certainly do not have. You are the most tightly 
controlled profession in America. You have refused to permit peo- 
ple to enter your profession. So that you just are not adequate for 
the job that you suggest you should handle. 

Mr. Suk. Well, let’ me say this, that the section of the law we 
are dealing with, as I understand it, would give the agencies the 
right to require an outside audit when them deem it essential. 

I think when we talk about mandatory external audits, we are 
talking about an entirely different subject. I didn’t come into the 
committee room to suggest that every bank in the country should 
have an independent audit, and that this should be made mandatory 
by — ition. 

Mrs. Grirrirus. Whether you suggest it or not, I feel that every 
bank should have a much better supervisory audit of some type than 
they are now having. I come from Michigan, and Michigan has 
had 2 of the worst bank failures of any State in the Union in the 
past 10 years. 

In one case they had moved a janitor up to running the bank, and 
he permitted people to overdraw their accounts by as much as 
$250,000. 

Mr. Suri. You raised some question as to our equipment to do 
the job. At the present time the banking industry is not utilizing 
the accounting profession to the extent that it could. 

Now if we get away from the extreme of 14,000 banks simulta- 
neously asking the accounting profession to make an examination 
every year, but think about the untapped potential of the account- 
ing profession, and let’s say for the moment that it is not adequate 
to handle the 14,000 banks, but if we think of the potential, to date, 
the utilization, on the part of bank management of the outside audit 
hasn’t been too great and I think cost 1s probably one of the big 
factors to reckon with. 

Mrs. Grirrirus. But you feel that if this were put into the law 
that then there would be a greater tendency to utilize outside ac- 
countants ¢ 

Mr. Suirk. I am not sure that would necessarily follow. Do you 
mean the section we are dealing with here this morning, if that were 
enacted, would that promote more outside auditing ¢ 

Mrs. Grirrirus. Yes, sir. 

Mr. Suirk. If we are thinking about something that is willful on 
the part of bank management, it might have some salutary effect, but 
I don’t think it would result in a st: :mpede. 

Mrs. Grirrirus. You see if it is going to be done for the stock- 
holders, the stockholders could now demand an outside audit; 
couldn’t they ? 

Mr. Suiek. Yes. 

Mrs. Grirrirus. An independent audit ? 

eee Yes. 

Mrs. Grirrirus. So really and truly this would be done for the 
benefit of the depositors and of the supervisory personnel, and now 
if they would forget their problems of finding their own satisfactory 
supervisory personnel, and if they said, “We will hire somebody from 
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outside,” I think it would be a great boon to the accounting profes- 
sion, too. 

Mr. Brown. Any other questions? 

Mrs. GrirFitus. That is all. 

Mr. Brown. Does any other member have any questions? If not, 
you may be excused, Mr. Shirk. Thank you. 

Mr. Suirx. Thank you, Mr. Chairman, and members of the com- 
mittee. 

Mr. Brown. Mr. Shipman is our next witness. Identify yourself 
and proceed, Mr. Shipman. 


STATEMENT OF RICHARD SHIPMAN, LEGISLATIVE ASSISTANT, 
DIVISION OF LEGISLATIVE SERVICES, NATIONAL FARMERS 
UNION 


Mr. Suipman. Mr. Chairman, members of the committee, my name 
is Richard Shipman. I am legislative assistant, division of legislative 
services, National Farmers Union. As representative of Mr. James 
G. Patton, president of National Farmers Union, and 300,000 farm 
families of our organization, I wish to express appreciation for the 
opportunity to appear before your committee. 

We think all farmers have a proper interest in this legislation. We 
think farmers have a proper interest in all legislation that would 
change the regulations and limitations placed on banking. It is our 
money the banks are handling; in the areas of the country anyway, 
farmers are the bank depositors. 

Furthermore, we depend upon bank credit, both for carrying on 
the business of farming and, as other consumers, for financing auto- 
mobiles and other consumer goods. 

From my own personal experience, I can assure you that farmers 
are vitally affected by the banks and banking policy. I lived through 
the depression years, the period when the banks were going bust, and 
through the bank holiday, on a farm in Montana. 

In his first inaugural address, President Roosevelt said: 

The moneychangers have fled from their high seats in the temple of our 
civilization. 

We do not know whether that statement was over completely eg 
gut from what we have seen of this financial institutions bill, 
certainly puts the moneychangers back in the temple, and in +p Bes 

seats than ever before. 

Some serious sleepers have been inserted in this bill since we testi 
fied on it before the Senate committee. We have not had time to 
analyze them, nor to get expert assistance in analyzing them. But 
one provision of the bill which we have looked into makes us sure 
that your committee will want to stop, look, and listen, and call some 
more witnesses before you make your report to the House. 

Actually, we don’t really need a study project to find out that 
roosters don’t lay eggs. 

As it stands, this is a bad bill. It was written to promote a high 
and usurious interest-rate policy. Those who want to live easy on 
high interest are trying mighty hard to rush it through to quick 
passage, This indicates that more careful study might be in order. 

This bill has received little or no attention in the public press. 
It has not been mentioned in any of the President’s messages to 
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Congress. It has not been mentioned as a topic in any other official 
program. 

It was originally described in the Senate as merely a “recodifica- 
tion” of existing law; that is, a bill where you take all of the laws 
that have already been passed on this subject and already on the 
lawbooks and put them together in a single place. 

Farmers Union put up a flag of ¢ aution to the Senate committee. 
However, these and similar warnings did not receive widespread 
publicity. 

The speeches that were made in the Senate, when the Senate passed 
this bill, left the impression that it is merely a recodification, except- 
ing only 2 or 3 changes which were debated on the floor of the Senate. 
It is no wonder then that the general public has been unaware of this 
bill. 

Further study reveals, on the contrary, however, that the bill con- 
tains many important changes from existing law. The record of the 
Senate Committee on B: anking and Currency shows that the bill was 
written by a committee of private citizens. There were 27 of these 
citizens. Twenty-one are bankers and finance company representa- 
tives. There were no farmer or farmer representatives on the ad- 
visory committee. 

The chairman of this committee of private citizens testified before 
this committee last week that the bill contains many major changes 
in law. This chairman, Mr. Kenton R. Cravens, testified before this 
committee on January 21, 1958, and answered the questions by Con- 
gressman Multer as follows : 

Mr. Mutter. Both bills, then, we can say, do contain major revisions of exist- 
ing law? 

Mr. CRAVENS. Oh, yes. 

Mr. Mutter. And some of them are quite important? 

Mr. CRAVENS. I think so. 

Since the bill does contain quite important changes in existing law, 
we can certainly assume that these changes are going to either 
strengthen or weaken banking regulation from the standpoint of 
farmers, and from many other standpoints. Presumably the com- 
mittee of bankers was pleased with the changes. But what will be 
their effects on others in our economy ¢ 

Monetary and credit policy, banking policy and laws, are not just 
the concern of bankers. ‘These matters are vital to our entire economy. 
Banking is everybody’s business because we are all vitally affected. 

No farm organization was told that there were to be major, quite 
important changes in the banking laws. They were not invited to 
have representatives on this private committee to help draft these 
changes in the Nation’s banking laws. 

Whenever a farm bill is to be considered, all proposals receive wide 
pub lic attention. They are analyzed and reported in the newspapers. 
Then the chamber of commerce, the NAM, the bankers, and everybody 
else has an opportunity to make his recommendations. Banking legis- 
lation is technical, we have no doubt, but so is farm legislation. 

Let me point out at least one provision in the financial institutions 
bill which gives concrete evidence to our fears that it will hurt farm- 
ers. This is the provision in section 35 of title I which, in effect, 
repeals the Federal usury law. Unless I am mighty wrong the farm- 
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ers I know are going to be greatly surprised and disappointed, too, 
when they learn about this part of the bill. 

Section 35 repeats the present law which sets out the general rule as 
to the maximum rate of interest a national bank can charge on a loan, 
discount or other evidence of debt. But then the bill adds some new 
language which provides an exception to the rule. This new language 
is as follows: 


The purchase of obligations or evidences of indebtedness from the actual 
owner thereof shall not, for the purposes of this section, be deemed a loan or 
discount if such purchase would not, under the law of the State in which the 
purchasing bank is located, be deemed a loan or extension of credit subject to 
the interest or usury statutes of such State. 

In other words, this exception repeals the Federal usury law inso- 
far as it relates to a national bank buying loan-shark paper. And this 
means you might just as well repeal the whole law. If you are going 
to let the banks lend money out the back door at exorbitant rates, then 
there is no logic to require them to lend much through the front door 
at reasonable rates. 

The banker is not going to compete with the loan shark across the 
street, or with the tractor dealers, or the automobile dealer, when he 
knows he is going to buy the loans which these people make. ‘This 
will result in farmers being saddled with much more exorbitant inter- 
est rates than they ar » already having to pay in most places. 

If the law against receiving stolen property were to be repealed, s 
that you created a legal market for stolen property, it would result in 
a great deal more property being stolen. 

Now what reason or excuse has been given for repealing the Federal 
usury law? 

The only excuse that has been given is that the people who recom- 
mend repealing the Federal usury law think the right thing to do is 
to let the State laws take care of this problem. In other words, this is 
a responsibility which they want to turn over to the States. The 
Comptroller of the Currency, Mr. Gidney, makes this argument sev- 
eral times in his testimony before this committee last year. At page 
221 of part I of your hearings, Mr. Gidney said: 

Ve think the States are alert to their responsibilities in that field. Andifa 
mene bank of commerce can purchase a set of contracts, then our national banks 
of commerce ought to be able to do the same. 

Then a little later at page 224 of your hearings, Mr. Gidney said: 

As to consumer credit, I don’t know the laws of many States on that, but I 
do know the New York State law, which I believe is that it may be 1 percent a 
month on the unpaid balance, which really works out to be 12 percent. 

In plain words, the Comptroller of the Currency is recommending 
repealing the Federal usury law to fall back on St ate laws for protec- 
tion of consumers of credit when he doesn’t even know what the State 
laws are. 

This illustrates the reason why my organization feels that. we can- 
not trust the judgment of the administrative agencies to protect the 
proper interest of farmers. 

So the argument which has been made for repealing the Federal 
usury law is that “we ought to let State laws take care of the problem.” 
Then if the States take the same attitude and say that we will shift 
the responsibility back to the Federal Government, there will be no 
law whatever. 
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We are asking you, the Federal Government, to do the right thing 
by the farmers on this matter. We think that the Federal usury law 
should be strengthened and improved so as to give farmers and all 
borrowers gret ater protection. We ask you to strengthen the law, not 
to repeal it. 

Jean Jacques Rousseau once said : “Good laws lead to the making 
of better ones; bad ones bring about worse.’ 

Let’s don’t go backward. Let’s make our banking system more 
civilized and enlightened—not less so. 

We oppose passage of the bill.as now written. We hope your com- 
mittee will extend these hearings so that we can study the other 
sleepers in the bill that we have “not had time to analyze. We urge 
you to call in some consumer representatives before you. You should 
hear the expert testimony of bona fide representativ es of small busi- 
ness. We urge you to invite some Consumer Union economists to 
analyze this bill and give you their recommendations. 

Don’t rush this bill through to passage. Let’s be sure what all its 
implications are and debate them fully. 

Mr. Brown. We will proceed under the 5-minute rule. 

Now, Mr. Shipman, I am not at all sure that the amendment re- 
— to discounts should be in this bill. It was not recommended 

by the Comptroller of the Currency and was not considered by the ad- 
visory committee. With this provision out of it, do you favor the 
bill as a whole? 

Mr. Surpman. No, I don’t think we could. There seem to be many 
other provisions which are very complex, and I think we should study 
them seriously before it is passed. 

Mr. Brown. I think Mr. Gidney did not recommend it. One of 
your members testified before the Senate on the Senate bill—I believe 
it was Mr. Baker. Among other things he said this: 

Nevertheless, if enactment of the proposed legislation should operate to make 
our publicly controlled private financial institutions more effectively responsive 
to our constitutional democratic political institutions, more observably honest 
in their financial manipulations and more fully competitive in rates and efficient 
management costs, these gains would be of great general importance and interest 
to farm people even if it did nothing directly and immediately to improve the 
current depressed economic lot of the farm people. 

Do you subscribe to that? 

Mr. Suipman. Yes, sir; if he said it, I do. I wasn’t able to hear 
your reading of it all. 

Mr. Brown. It is in the statement. 

Mr. Surpman. Yes, sir. Well that was made before the Senate, and 
as I have stated before, there have been some things inserted in the 
bill since it was debated before the Senate. 

Mr. Brown. If the provision was eliminated, to which you have 
referred, you don’t know whether you would support the bill or not ? 

Mr. Surpmwan. We would want to know about some of these other 
things. I think there are some other questions in the bill which should 
be very thoroughly investigated, and their implications, before the 
bill is passed. 

Mr. Brown. This bill was passed last March in the Senate. They 
had it up there for several months beforehand. Have you ever looked 
into it? Have you had a copy of the bill? 
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Mr. Sureman. Well these changes have been made since it came be- 
fore the Senate and are rather serious in their implications, it seems 
to me. 

One other thing I might comment on since you raise it, and that is 
since— 

Mr. Brown. There have been no changes since it has come from the 
Senate? 

Mr. Suripman. It is our understanding that there have been things 
put into it since it was before the Senate. 

Mr. Brown. What things? 

Mr. Sureman. Well, this section that you speak of, which we have 
just been discussing, on the installment buying. 

Mr. Brown. It was in the bill reported out by the Senate, by the 
Senate committee ? 

Mr. Sureman. It is our understanding that it was not in the bill 
when it was first introduced. 

Mr. Brown. Well you are wrong about that. It was in the bill 
reported out by the Senate committee. 

Mr. Kilburn, you may be recognized. 

Mr. Kirgurn. I would just lke to make this observation. You say 
you want to have more hearings. Of course, the House only lasts 2 
years. And this was passed by the Senate last March, I believe. We 
held inclines last year. If we don’t get it through this session, then 
never can pass any legislation, if you don’t do it within 2 years. 

I don’t think your argument is sound that it has to be delayed. 
We have had more hearings, I think, on this bill than any bill that I 
can remember and I have been with this committee for a long time. 
That is all. 

Mr. Brown. Mr. Patman. 

Mr. Parman. Considering the important questions and the number 
of statutes involved, we have had practically no hearings on this bill, 
practically no hearings, Mr. Shipman. We have hs 1d bills that in- 
volved one one-hundredth of what this bill contains, where we had 
more time taken up. 

I want to commend you on your statement, Mr. Shipman. I ap- 
preciate the fact that the Farmers Union has the courage to come 
before a congressional committee and make a statement such as you 
have made. It takes courage to do it. Because among our banker 
friends we have all types, just as we have in any other group, good, 
bad, and indifferent. 

Most of them are good. The bad ones are the exceptions. But 
the laws are made for the bad ones, as you know, and you have 
pointed out some good things which should receive consideration. 

May I suggest that, out of the Federal Reserve System, with seven 
public members, we have only heard from one—incidentally, though, 
Mr. Robertson substituted for Mr. Martin and this happened ac- 
cidentally. But of the 24 representatives of the bankers who help 
them perform their public duties and who help them fix high interest 
rates, which they profit from, and who help them to manipulate the 
stock market—not in a bad sense, but it is manipulated—none of them 
has been called. 

We haven’t been privileged to interrogate one of them. And I] 
think your statement that we should take plenty of time on this bill 
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is well worthy of consideration, because we haven’t heard many of 
the witnesses that should be heard. 

The Comptroller of the Currency should be brought back up here, 
particularly in view of that statute which has been discovered, which 
he said is law, when it is not law. He has been enforcing it and 
building up a big fund, which we knew nothing about. He ought 
to be brought back up here, along with many others 

Now you referred to this usury amendment. It is a 10 percent 
amendment. That is what it means; it lets national banks charge 
10 percent a month. I am glad you brought it up. But if the spon- 
sors of this amendment were to back off now, become frightened that 
it might interfere with the passage of the bill and say, “We will take 
it out,” that would not mean it would stay out. That means it would 
go to conference and probably be put right back in and passed over- 
night before we know it. 

So even though they were to take what we call in Texas, a limber 
tail on it, and run out on it, that would be no assurance that it would 
be out of the law, because—of course, I wouldn’t say they would do 
that on purpose, they wouldn’t be deceitful with us, they would 
probably mean what they said—but but when they got into confer- 
ence and the other body insisted on this provision, and was adamant, 
we might have to agree to putting it back in the bill. 

I appreciate the statement you have made on the usury provision. 
Now, as to banker practices, don’t you think that we should write into 
this bill a requirement that bankers treat all their customers alike? 
If they have certain rules about service charges, for instance, they 
should apply to everybody under similar circumstances; they 
should not pick out one customer and say, “We are going to charge 
you service charges,’ and not make these charges to other people in 
the same position ¢ 

Don’t you think it should be the same for all ? 

Mr. Sureman. It seems to me that is the way it should be. I don’t 
see why they should discriminate that way. 

Mr. Parman. In other words, we should have equality. And I 
think an amendment will be introduced along that line. 

Now, during the depression the banks got an amendment into the 
law—of course, the country was in the depth of the depression and 
there was no way to go except up, and we were all trying to help the 
bankers do things that would cause our economy to go up—and they 
asked for a lot of things, among them an amendment that they could 
not even pay interest on demand deposits. 

It is a violation of the law to pay interest on demand deposits. So: 
it was written into the law during the depression and it is still the 
law; and that refers to the money on which the banks actually oper- 
ate. Congress is in the idiotic position of saying, “It is a violation 
of the law for the banks to pay interest to the fellow who makes it 
possible for them to be in business.” 

There are tremendous demand deposits, and it is a violation of the 
law to pay interest on them. Don’t you think that it would be well 
for us to consider repealing that provision and letting the banks, if 
they want to, pay interest on these demand deposits, and leave it up 
to them as to the value of the deposits? Don’t you think that would 
be a good thing? 
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Mr. Suipman. It sounds very reasonable to me, Mr. Patman. 

Mr. Parman. That is all. 

Mr. Brown. Mr. McDonough. 

Mr. McDonoveu. No questions. 

Mr. Brown. Mr. Multer. 

Mr. Mouurer. Thank you, Mr. Chairman. 

Mr. Shipman, I also want to compliment you for your courage in 
coming before this committee and presenting this statement. 

Mr. Sureman. Thank you, sir. 

Mr. Murer. Were you advised in advance how much time you 
would be allocated to present your views on this bill ? 

Mr. Surpman. No. 

Mr. Mutrer. Well, for the record, let me tell you that most persons 
who have been asking for permission to be heard in opposition to this 
bill have been told that they could have 10 or 15 minutes, and that 
is all. 

I have been told that I can have 1 hour to present my views, and it 
took me more than an hour last year to present my views in opposi- 
tion to merely one section, which then was a separate bill and is now 
a part of this bill. But that is, unfortunately, not your problem and 
you can’t do anything to remedy it. 

Are you familiar ‘with the fact that, since this bill came to this 
House last year, 2 of the 3 members of the Federal Deposit Insurance 
Corporation have changed? There are 2 new members in place of 
2 of the old members of it. The only one who is still there is Mr. Gid- 
ney, the Comptroller of the Currency. 

Y ou are familiar w ith that, are you not? 

Mr. Sureman. Yes, sir. 

Mr. Mutrer. We haven’t heard from the two new members of the 
FDIC as to how they feel about this, and so far as I know, they have 
not been invited to give us their views. They will have to administer 
it. These two new members of the FDIC Board will have to admin- 
ister this new act. 

Mr. Kilburn directed your attention to the fact that if we don’t do 
it in 2 years, we will never do it. I think you are familiar with the 
fact that it took us almost 12 years to get a bank holding company bill 
enacted. I suppose the opposition of the big bankers and big ‘busi- 
nessmen is much more effective than that of the little fellow when he 
comes in and wants to be heard. 

I wish—not because you happened to refer to a statement of mine 
during the course of the hearings, Mr. Shipman—but I do wish you 
could give the widest possible: publicity to your testimony before 
this committee, because it is extremely important. This bill should 
not be rushed through. Every section, every change, whether we 
are going to change the law as it exists or not, we should review it 
section by section, and decide whether that section should remain 
the same or be changed, and certainly every major change should 
be studied fully. 

Most witnesses who have been in favor of the bill have come in 
here and have been heard at length, until it came to the examination 
of the witnesses and then they were excused quickly, and members 
who had some questions to try to throw some light on the matter were 
refused permission to examine those witnesses at length on these 
important matters. 
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Now, we are getting near the end, apparently, of the public hear- 
ings, and I w ant this on the record. There is going to be an effort to 
close these hearings without calling back many of ‘the witnesses who 
have heretofore appeared here, and who were to return for further 
questioning. 

Again that is not your fault, Mr. Shipman. I am simply using 
my few minutes to put this on the record. Thank you. 

Mr. Surpman. Thank you. 

Mr. Brown. Mr. Shipman, I would like to state that I am informed 
by the clerk that when you asked permission to be heard, that you 
told him that you are now living in the city of Washington, is that 
true ¢ 

Mr. Suipman. Pardon me? 

Mr. Brown. When you asked permission to testify, I understand 
that the clerk called you up and told you you could testify. Do you 
have any complaint about that ? 

Mr. Sutpman. Well actually Mr. Baker was to have testified, of 
course, but I was notified at the last minute that he would be before 
the Agricultural Committee so I took over in his place. I do not 
know how much time was granted Mr. Baker. 

Mr. Brown. All right, Mr. Mumma. 

Mr. Mumma. I don’t have any questions. Just one. Do you think 
1 percent a month is ordinary terms on small loans? 

Mr. Suteman. Is the ordinary terms? 

Mr. Mumma. Yes, sir. 

Mr. Surpman. Well it seems pretty high to a farmer. We would 
like to get money at a much lower rate of interest than that. As you 
know—— 

Mr. Mumma. Do you expect to get it as cheap as the REA gets it? 

Mr. Srnipman. Well, perhaps not for private loans as cheaply as 
REA, but as you know, we have been asking for cheaper rates of 
interest, especially to farmers in the particular plight they are in 
today, with incomes badly shrinking, especially in disaster areas in 
this country. Of course, we get money sometimes as low as 3 percent 
a year. 

Mr. Mumma. These loans for disaster, that has already been taken 
care of, and I guess today we may pass one to include grain under 
the disaster bill. That is all. 

Mr. Brown. Mr. Reuss. 

Mr. Reuss. First I would like to ask a question of Mr. Cardon. 

Mr. Brown. Go ahead. 

Mr. Reuss. I would like to ask whether it is the intention of the 
staff before hearings are finally concluded on this bill, to present. the 
committee with a staff study of the various provisions of the proposed 
Financial Institutions Act. with a view toward making recommenda- 
tions as to what should be deleted, what should be added, what 
changes both in form and substance are necessary, so that the Finan- 
cial Institutions Act that we act on and pass is the best possible law 
from the standpoint of the financial community, from the standpoint 
of the general public? 

Mr. Carvon. That isa question that Mr. Spence, the chairman, will 
have to answer, Mr. Reuss. 

Mr. Reuss. I ask it, Mr. Chairman, because I, for one, don’t feel that 
I can vote on the Financial Institutions Act with any kind of com- 
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prehension of what I am voting on unless we have the benefit of such 
a staff study, and I realize the ‘gentleman from Kentucky is not here 
this morning but 

Mr. Brown. We can refer the question to him, Mr. Reuss. 

Mr. Reuss. I just wanted to make that point. Mr. Shipman, you 
have confined your observations here to one section of the act spe- 
cifically, section 35, having to do with the maximum rate of interest, 
and your remarks have been directed to one additional sentence which 
was added in the Senate. 

Have you analyzed the rest of section 35 to determine whether in 
your opinion it makes sense, whether the wording is clear, that it has 
everything in it that it ought to have, and that it does not have that 
which it ought not to have? 

Mr. Sureman. No; as I pointed out earlier, we haven’t had the time 
to analyze this as completely as we would like to, but we wanted to 
point up this one thing which we had gone into most thoroughly 
and which we thought had very serious implic ations, and we under- 
stand that there are a number of others. 

Our staff is very limited, and we think that it should have much 
more study and we think that it has very broad implications. 

Mr. Reuss. I agree with your specific suggestion and hope that 
something can be done about that. I raised this additional point 
solely because, as I read the remainder of section 35, it contains a lot 
of language that to me is quite ambiguous and I would hope that 
that could be clarified, too. 

Thank you, Mr. Chairman. 

Mr. Brown. Mr. McVey. 

Mr. McVey. No questions, Mr. Chairman. 

Mr. Brown. Mr. Vanik. 

Mr. Vanixk. Before I ask the questions I have in mind, I would 
like to ask our clerk, Mr. Cardon, whether or not the study suggested 
by Mr. Reuss is underway ! 

Mr. Carpon. You say is it underway 

Mr. VantK. In your reply to Mr. ou uss, you inferred that the study 
is not underway. Is there any possibility that the staff is working on 
just such a study? 

Mr. Carvon. The staff, in the process of the hearings, and before 
the hearings started, made a study—and you, of course, have already 
been supplied with some of the material resulting from that. study— 
now just what form any additional material will take, with which you 
will be presented before the executive session, that decision has not 
been reached, and my only point was that it is a decision which I 
cannot make now. 

Mr. Vanixk. We have everything that has been prepared to date? 

Mr. Carpon. Yes, sir. 

Mr. Brown. That question should be directed to the chairman, 

Mr. Vanik. I think it is a proper question to address to the staff. 

Mr. Brown. I am satisfied he will answer any question he can. 

Mr. Vanrk. Mr. Chairman, I have a question I would like to 
address to the witness, Mr, Shipman. 

Mr. Brown. You may proceed. 

Mr. Vantx. I want to say that I appreciate your statement, Mr. 
Shipman, and I concur in your concern as to what this legislation 
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may bring about, but don’t you think, Mr. Shipman, that we ought to 
even go further in this study ? 

I am very much concerned that some directors in our national 
banks have personal financial holdings in some of the small loan, 
sharpshooter outfits you talked about. I have felt for some time that 
they were doing, through the back door, what they were not allowed 
to do through the front door, By making a financial investment in 
the small loan institutions they become able to participate in all 
phases of the banking business. 

Don’t you feel that there ought to be something in the Financial 
Institutions Act which would prohibit directors of national banks 
from having any financial interests, either direct or indirect, in small 
loan operations, which can be enhanced by the advancement of funds 
from national banks ? 

Mr. Suipman. I certainly do, and I think it would be in their in- 
terest, too. It seems to me that the respect for our banks is going to 
suffer a great deal if this gets out, that they are silent partners of 
these infamous groups who are preying upon the public. 

I think to try and break down the laws, as this section, it seems to 
us does, is going to reflect on the good name and respect which our 
banking system should have. 

Mr. Vanrx. Has your organization made any study of such finan- 
cial interests that might be ‘made by national bank directors or prin- 
cipal stockholders in small-loan organizations? 

Mr. Sutpman. No; we haven't. As you probably know, our agri- 
cultural legislation is our primary concern. We haven’t studied this 
deeply, but we are deeply concerned about money and credit and its 
effect upon the farmers, and we think it is tremendously important, 

Mr. Vanrx. As a matter of fact, such interest might be difficult to 
determine because it could be confined within State institutions and 
not be available. 

Mr. Surpman. Yes, sir. We have found State laws controlling 
these things very unsatisfactory. I know in my own experience, we 
have wrestled with the Montana legislation for years trying to get 
an adequate loan-shark bill through, and there are powerful interests 
there who have more control than they do feos here, and we were 
unable to get what we considered adequate protection against this 
kind of operat ion. 

Mr, Vantx. Thank you, Mr. Chairman. 

Mr. Brown. Mr. Kilburn. 

Mr. Kiieurn. I just wanted to straighten out one thing if I could, 
Mr. Chairman. That is, of course, the ordinary farm bank makes 
loans at the regular rate, 5 or 6 percent, on seasonal loans. The only 
think they do on installment paper is to charge up to 1 percent a 
month, I might add that that paper is very expensive paper to 
handle. I think they net, after expenses, after they pay for a col- 
lector to go around and collect those monthly installments, about 4 
percent. 

As far as I know, I have never heard of any banker that had an in- 
terest in a small-loan outfit, these gyp outfits, at all. I wouldn’t mind 
a provision here to stop it if they in but I have never heard of it. 
So there are no loans that any bank makes at 10 percent a month as 
Mr. Patman says. It is 1 percent a month on installment paper. And 
most farm paper is just like any other, at 5 or 6 percent. 
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Mr. Parman. Would the gentlemen yield? I said this bill would 
permit national banks to charge 10 percent a month if it is passed 
as it is. 

Mr. Mumma. Competition would enter into it. 

Mr. Parman. They would have none. State banks are doing it 
now, and there would be no competition. Right now there is competi- 
tion and the State banks don’t do it because of that. 

Mr. Brown. Mr. Coad. 

Mr. Coap. Mr. Shipman, you made a statement at the bottom of 
page 3 of your testimony, where you at least alluded to, and in fact 
mentioned by name that the chamber of commerce and the National 
Association of Manufacturers and bankers and everybody else has an 
opportunity to make recommendations in regard to the formulation of 
farm legislation. 

Is it not true that the Secretary of Agriculture has an agricultural 
advisory committee? Are you aware of that committee / 

Mr. Sureman. Yes, sir. 

Mr. Coap. Do you know who it is that comprises the membership 
of that committee / 

Mr. Surepman. Yes, unfortunately, under this administration, it 
hasn’t been farmers. It has been processors. 

Mr. Coap. Who has it been? Do you know? From what industry 
and what positions in life they come? 

Mr. Surpman. I understand a great many of them are from the 
processing industries, people who process agricultural commodities. 

Mr. Coap. Do you know if there are bankers on that committee / 

Mr. Suipmawn. I could not say personally that there are bankers, of 
my own knowlege, no. 

Mr. Coap. There has been, to your knowledge, no farm representa 
tive who has worked on the formulation of this bill ? 

Mr. Suipman. That is right. 

Mr. Coap. Do you know who instigated the writing of this bill ? 

Mr. Sureman. No. It seems to me there is a good deal of mystery 
about this whole thing. It seems to have been traveling under sort of 
false colors, you might say. Everybody had supposed that it was just 
a recodification and now it turns out to be something quite different. 

Mr. Coan. In your statement you said that it had not been a part 
of the administration’s proposals, and nobody had been t: alking about 
it? 

Mr. Surpman. That is right. 

Mr. Coap. Nobody has been clamoring for it ? 

Mr. Sureman. No, sir. 

Mr. Coan. The administration hasn’t necessarily, at least out in the 
open, asked for it. Are you aware of any banking organization which 
has specifically asked for the passage of this bill? 

Mr. Surpman. It is my understanding that the bankers have all 
appeared here in favor of this bill, and that it is just about a banker’s 
bill, and that other consumer organizations and other interested 
people, those interested in the public, have not appeared before this 
committee. 

Mr. Coap. Would you be in favor of this bill if it were simply a 
recodification of the existing law ? 

Mr. Sureman. Oh, certainly. We have no particular—we cer 
tainly wouldn’t oppose recodification. 
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Mr. Coap. But it is the subtle amendment, under the guise of re- 
codification, that you are opposed to ¢ 

Mr. SuipeMan. That is certainly it. 

Mr. Coap. Thank you, Mr. Chairman. 

Mr. Brown. Mr. Seely-Brown. 

Mr. Srety-Brown. Mr. Shipman, I have certainly read your state- 
ment with a good deal of interest and care. I would like you to look 
at page 4 of your statement. It is my understanding and I want to 
make sure that my understanding is correct—that in ‘the bill as passed 
by the Senate, which would be Senate 1451, that that bill contained 
not only section 35 of title I, which repeats the present law, but that 
that bill also included the language, the additional Janguage which 
you have in italic, in approximately the center of page 4 ‘of your pre- 
pared statement. Is that correct ¢ 

In other words, the sentence, “The purchase of obligations,” et 
cetera ¢ 

Mr. Suipman. It is my understanding that that has been added 
after we appeared before the Senate. 

Mr. Seety-Brown. That may be so, sir. I am just trying to get 
the facts completely clear. That language is in the Senate bill as it 
passed the Senate, however; is that r ight ¢ 

Mr. SuipMan. | am not sure of that, sir. I know that when we 
appeared, it is my understanding that that was not in there. 

Mr. Srevy-Brown. It was possibly not in the bill as originally 
considered, but I just wanted to make sure, that sentence is prese tly 
in the bill as it has passed the Senate, is it not? I believe it is, and I 
wanted to make that point. 

Mr. Suipman. | couldn’t be sure about that. 

Mr. Parman. I am sure it is. It was suggested by Mr. Cravens 
before the Senate committee. 

Mr. Seety-Brown. In other words, that is in the bill as passed by 
the Senate. Now it is my understanding that that same sentence is in 
the House version; is that correct 4 

Mr. Brown. Will you yield to me, Mr. Seely-Brown? That was 
in the committee bill when it was reported out. 

Mr. Seery-Brown. That was the point I wanted to make clear. 
Now your argument is, if I understand you correctly, that the only 
thing, as regards this particular section, that you want to change, is 
that you want to have that language which you have in italic deleted 2 

Mr. Surman. Yes, sir. 

Mr. Seety-Brown. You have no other objection to the rest of that 
particular section / 

Mr. Sutpman. Well, I wouldn’t say that. I think I have pointed 
out that we think there are a number of things here. We haven’t 
had the time to study this thoroughly, but this particular thing we 
seem to think is very bad, and there may be others in view of the 
way this thing is going. We don’t know what may be in here. Cer- 
tainly it is not just a recodification, and we are alarmed that these 
changes in fundamental banking laws should be paraded under the 
guise of a recodification. 

We don’t know what is in here. 

Mr. Seery-Brown. Well I certainly think everybody should be 
given the opportunity of studying it carefully. 

Now, I would like to ask you another question, if I might. 
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Mr. Berts. Would you yield for just one moment ? 

Mr. Szety-Brown. I yield. 

Mr. Berrs. You have been stating that this is represented to be a 
recodification. But the act reads “To amend and revise” certain 
statutes concerning financial institutions. 

I think all you ‘have to do is to read the first line to see that it is 
not a simple recodification. 

Mr. Sureman. That might be what some people would imply. Cer- 
tainly there has been no interest on the part of the public, and I think 
there should be, a broad interest, before fundamental changes such 
as proposed in this bill, are undertaken. 

Mr. Berrts. The point I make is that the title puts you on notice that 
it amends and revises. 

Mr. Mutter. Would the gentleman yield ? 

Mr. Seety-Brown. Well, could I continue my questioning? It is 
my understanding that you felt that the farmers and those who make 
their living in agriculture should be more strongly represented on the 
President’s Advisory Council, and I am sure there was much merit to 
your suggestion. 

Now what I am wondering is this: As you analyze the technical and 
detailed provisions of this bill, will you be able to have also men who 
not only understand the problem facing the farmers, but who are also 
qualified to analyze the implications of this legislation from the bank- 
ing point of view ? 

Will you be able to carry forward that same concept when you 
analyze this particular legislation in reference to banking that you 
would hope others w ould do when they considered agricultural 
problems ? 

Mr. Sureman. That isthe point. All groups, it seems to me, should 
be represented on any of these advisory councils, not just bankers. 
Certainly, labor, farmers, and all consumer groups who are interested 
in having to borrow money, should be represented—small businesses 
and so on. 

As I say, they look into all kinds of farm legislation to see how 
they are going to be affected by that, and anybody who is affected as 
fundamentally as farmers and these other groups would be by this 
legislation, should be represented on any advisory council. 

“Mr. Sreiy-Brown. That is all. 

Mr. Brown. Mr. Breeding. 

Mr. Breeptnc. Mr. Shipman, if we pass this law, do you think it 
will increase interest rates to farmers ? 

Mr. Suipman. I sure do. 

Mr. Breeptnc. In what way? In the repeal of this section 35? Is 
that one of the ways? 

Mr. Sureman. That is one of the ways; yes, sir. I couldn’t point 
out all the ways, but this is going to affect installment buying tremen- 
dously and with the vast amount of installment buying that is going 
on in this country, it seems to me that it is going to have very impor- 
tant implications, not only to farmers, but ‘all consuming groups. 

Mr. Breeptnc. How would we correct that situation in this bill? 
What is your en Q 

Mr. Suipman. I don’t see the need for changing the law as it is. 
That is to throw off all Federal regulation on this, it seems to me, is a 
mistake. I wouldn’t be in a position to advise you as a farmer just 
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how to write it, but we certainly don’t want higher interest rates for 
farmers. 

Mr. Breeprne. In other words, you think what we presently have 
on the books is adequate, then ? 

Mr. Sureman. I wouldn’t say it was adequate. I have suggested 
that we think that the law should be strengthened rather than weak- 
ened, and this bill seems to weaken the regulation over banking prac- 
tices. 

Mr. Breeprina. I notice further down on page 4 of your statement, 
you make the remarks, 

If you are going to let the banks lend money out the back door at exorbitant 
rates, then there is no logic to requiring them to lend much through the front 
door at reasonable rates. 

What is the logic behind that? How are they going to loan money 
out the back door ? 

Mr. Sureman. Well if they are allowed to buy up the loan-shark 
paper, which they are not allowed to buy now, at these exorbitant 
rates, they are going to loan money where they can get the most in- 
terest, instead of at reasonable rates out the front door. 

They are going to buy up the paper which has been floated by the 
loan sharks. 

Mr. Breepine. Would that be true in the case of purchasing a com- 
bine? That a man might go through the back door to get money to 
buy his combine where he couldn’t vet it through the front end of the 
bank? 

Mr. Sureman. That is right. 

Mr. Mumma. Will you yield? 

Mr. Breeprnea. I yield. 

Mr. Mumma. In dealing with farm machinery, doesn’t the manu- 
facturer set special terms ? 

Mr. Breeprne. Not necessarily. 

Mr. Mumma. I happened to be calling on a dealer last Saturday, 
and he was explaining his situation. They have yearly paper. 

Mr. Breeprne. But there is always a higher interest charge if you 
handle it through your machinery dealer. 

Mr. Mumma. They don’t bill you for it for a year. 

Mr. Breepina. They do in my country. 

Mr. Sureman. It is not only the dealer. It is the secondhand 
dealer. Much of this machinery changes hands several times. In 
buying automobiles, you can get financing wherever you want. 

Mr. Breeptne. In my area, Mr. Mumma, they bill you almost be- 
fore you can get the tractor home to your own farm. 

Mr. Mumma. This man I know who is an Allis-Chalmers dealer 
renders these special services. 

Mr. Breepine. I am glad that you are here to testify this morning. 
I happen to be a farmer myself, and I wondered all along—we haven’t 
had too much criticism in ‘regard to this bill, until the last few days, 
when we have had people here who have criticized it; and you, as a 
farmer, representing a farm organization, are criticizing some of the 
material in this bill and I am certainly glad to hear your testimony. 

I am a little worried, too. However, most of the banks in my area 
have been friendly to this bill. And not knowing too much about the 
banking business, myself, I appreciate having your views. 

Mr. Suteman. Thank you. 
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I think that is understandable. I think what is goed for bankers 
is not always good for farmers. You might protect their interests 
adequately, but it has been my experience that bankers are not a 
super race, and they are not always protecting the interests of the 
general public. 

Mr. Breepine. I know we get mighty fed up on 10 percent interest 
charges in my area of the country. Somebody mentioned there was 
no such thing as 10 percent interest to farmers. But certainly there is 
in my area of the United States, and it is generally known that my 
district is one of the highest cost areas in the country, as far as 
interest rates are concerned. 

That is all, Mr. Chairman. 

Mr. Brown. Are there further questions ? 

Mr. Cuamperztain. Mr. Chairman, I wasn’t present in the room 
when Mr. Shipman gave his statement, and I have been paying atten- 
tion to the conversation since I arrived, and have looked at his state- 
ment, and I note that you feel that we are acting in too great haste, 
is that right, with respect to this legislation / 


Mr. Sureman. That is right. I think there should be much wider 


hearings on the part of other groups besides bankers. There seems to 
have been a preponderance of bankers appearing here and favoring 
this legislation, but I see no representatives of labor or of the other 
large consumer groups. 

Mr. Cuampertar. In that respect, I would like to have the record 
indicate, Mr. Chairman, that as far as I am concerned, I feel this 
committee has pursued this with great deliberation. Last year this 
was before the Senate, and then finally we started hearings last 
year, and we have had the interim for all the groups to become ac- 
quainted with it, and since we have returned—and I will say this, too, 
for the record, that as my memory serves me, I haven’t had any com- 
munication from any farm people anywhere in my district or any- 
where else in the United States indicating any interest in this legis- 
lation. 

Mr. Breeprne. Could I interrupt you there, Mr. Chamberlain? I 
don’t believe we have had any labor groups or farm groups testify in 
this committee in regard to this bill. 

Mr. CHAMBERLAIN. Unless they be credit unions. 

Mr. Breepinc. But you mentioned that we had heard all groups? 

Mr. CuampBer.ain. No; I feel there has been opportunity. We have 
considered it last year, and we have considered it this year, and I say 
that there has been opportunity for those interested in the legislation 
to at least contact us. 

I am speaking only for myself as a member of the committee. 

Mr. Motrer. Will the gentleman yield 

Mr. Brown. Will you yield? 

Mr. CHaMBer.aIn. I yield to the chairman. 

Mr. Brown. I understand the Farm Bureau didn’t ask permission 
to testi fy. 

Mr. Parman. They probably didn’t know what was in this bill. 

Mr. Cuamper.ain. I have great respect for the representatives of 
the Farm Bureau. 

Mr. Breepine. I don’t think they have testified, if he should. 

Mr. Mutrer. Will you yield? 

Mr. CHAMBERLAIN. Yes, sir. 
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Mr. Mutrer. Don’t you think the lack of interest on the part of the 
press as well as the general publie is brought about by the fact that 
this has been widely advertised as recodification of the banking laws? 
There has been no notice given by the press or otherwise to the labor 
unions or farm unions, that this bill actually changes the meat of 
the statutes. 

Mr. Cuampertatn. If you are asking me the question, I will say 
that there may be some merit to wl it you say, but likewise, I would 
say that during our deliberations here we have been doing nothing 
but considering change, it seems, and that everyone who has been 
present has been aware of the fact that we have been considering 
change. 

Mr. Murer. I think you will also agree, will you not, that when we 
got to the meat of some of these changes, the witnesses were excused 
and we couldn’t ask the questions ¢ 

Mr. CHAMBERLAIN. Well, I don’t wish to take any position with 
respect to that. 

Mr. Muurer. The record will show that my statement is correct. 

Mr. Brown. Mrs. Sullivan. 

Mrs. Suniivan. No questions. 

Mr. Brown. The witness will be excused. 

Mr. Parman. Just a moment, Mr. Chairman, in order to get the 
record straight, Mr. Baker, the coordinator of legislative service of 
the National Farmers Union, testified before the Senate committee 
on January 29, last year. 

At that time, the amendment that you now criticize was not in the 
bill. 

Mr. Surpman. That is what I thought. 

Mr. Parman. Now, the day before, the record shows that Mr. Cra- 
vens, for himself, filed it for the record, as a recommendation of his 
own, but it was not a part of the bill, the bill that was then being 
considered. 

So the gentleman was correct on that point, 

Mr. Coap. Mr. Chairman, a parliamentary inquiry. Have labor 
organizations and farm groups and others been notified of the hear- 
ings and notified that they are welcome to appear ? 

Mr. Brown. The clerk will answer that. 

Mr. Carpon. The AFL-CIO requested some time last year, the op- 
portunity to testify. I have been in touch with them from time to 
time since then, and the last word I had from their representative 
was that they were interested only in the credit-union title, and wanted 
to file a statement but did not want to make a personal appearance. 

Mr. Cuampertain. Mr. Coad, would you yield on that point? 

Mr. Coan. I yield. 

Mr. CHamBer.AIn. It seems to me our Congressional Record and 
the newspapers, and everything else have given notice of our meetings 
here month after month. There ought to be cert: ainly a constructive 
notice if these people are interested in what is going on down 
here in the banking committee room. 

Mr. Coan. If I may take the time to reply, I notice there has been 
much use of the phr: aseology of “recodification” and I haven’t seen a 
single news item in the press in the papers I have read on what is 
going on in this committee. It is simply not getting out before the 
public and I don’t think the public knows what is in this bill or what 
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is not. It has only been in the last few days that some of the members 
of this committee have begun to find out. 

Mr. Breepine. Mr. Chairman. 

Mr. Brown. Mr. Breeding. 

Mr. Breeptne. I would like to make a suggestion. I would like to 
ask the chairman of this committee to notify the farm organizations 
of America to appear on this bill, to invite them to come here to testify. 
I am sure Mr. Coad is right. A lot of these people know about it, but 
they don’t know whether they are welcome to testify here or not and 
I would like to have this committee—— 

Mr. Brown. Mr. Breeding, you heard what the clerk said. 

Mr. Mutrer. May we have the name, Mr. Chairman, of the person 
in the AFL-CIO who has been contacted about this bill ? 

Mr. Brown. You will address that request to the chairman. 

Mr. Mutter. I am addressing it to the clerk. 

Mr. Brown. You may take it up with the chairman, if you desire. 
Also, Mr. Breeding, you may take up your request with the chairman. 

Mr. Breepine. Thank you. 

Mr. Mutrer. May I address my questions to the clerk, Mr. Chair- 
man? What isthe name of the gentleman representing the AFL-CIO 
who has been contacted about this bill 

Mr. Carvon. George Riley. 

Mr. Moutrer. Here in Washington ? 

Mr. Carvon. Yes, sir. 

Mr. Moutrer. Thank you, Mr. Cardon. 

Mr. Brown. If there are no further questions, you may be excused, 
Mr. Shipman. Wearevery glad to have your views. 

Mr. Suipman. Thank you. 

Mr. Brown. The committee will now adjourn to meet at 10 o’clock 
tomorrow. 

(Whereupon, at 12:05 p. m., the committee adjourned to reconvene 
at 10a. m., Thursday, February 6, 1958.) 
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THURSDAY, FEBRUARY 6, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 


The committee met at 10 a. m., pursuant to adjournment, the Hon- 
orable Brent Spence, chairman, presiding. 

Present: Messrs. Spence (presiding), Brown, Patman, Rains, Mul- 
ter, Reuss, Vanik, Rutherford, Coad, Anderson, Breeding, Betts, 
Mumma, McVey, Hiestand, Bass, Seely-Brown, Henderson, and 
Chamberlain. 

The Cuarrman. The committee will come to order. 

I might say that we had planned for consideration, H. R. 2920, 
providing for disaster loans due to excessive rains, for next Tuesday 
i executive session. Many of our Republican brethren have said 
they would be away celebrating Lincoln’s birthday on Tuesday and 
they would like to have the matter continued. I have talked to them 
and they all seem to be satisfied to have the bill voted out. We will 
make an effort to go into executive session to consider it on next Tues- 
day, and I think if we could get a quorum here this morning and 
there was no objection, we might vote it out today. 

I might say also that there will be a study and analysis of this 
present bill, H. R. 7026, by the staff before we go into executive 
session. 

Mr. Anverson. Mr. Chairman. 

The Cuarrman. Mr. Anderson. 

Mr. Anperson. Might I inquire whether or not in the analysis of 
the bill it would be possible for the staff to in any way index or cross- 
refer to the testimony on some of the more controversial parts of 
the bill? 

The Cuatrman. I am sure the staff will try to make an analysis 
that will give the committee the information they desire. 

Mr. Anperson. That is, they will present the arguments on both 
sides of the controversial portions of the bill. 

The CuarrMan. I think they will present the differences between 
the two bills, and we have already had the changes in existing law. 
We will try to make it as comprehensive as we can. 

Mr. Parman. And, Mr. Chairman, none of these bills, compila- 
tions or summaries that I have are indexed, and it is very difficult to 
deal with them. If we could have them properly indexed and cross- 
indexed, that would help. 

The Cuatrman. I will request the staff to do that. 

We are honored this morning by having some of our distinguished 
colleagues give us the benefit of their views on this legislation. Our 
first witness is the distinguished chairman of the Judiciary Commit- 
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tee, the Honorable Emanuel Celler of New York. We will be glad 
to hear you, Mr. Celler. 


STATEMENT OF HON. EMANUEL CELLER, REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK, CHAIRMAN OF THE 
JUDICIARY COMMITTEE 


Mr. Cetier. Mr. Chairman, and members of this very distin- 
guished committee, I appreciate the opportunity to present my views 
concerning certain provisions of the proposed Financial Institu- 
tions Act of 1957. To conserve the committee’s time, I shall sum- 
marize my prepared statement. I ask leave, however, that the state- 
ment be incorporated in the record at the conclusion of my remarks. 

The Cuairman. That may be done. 

Mr. Cretier. My views are based in considerable measure on ex- 
tensive studies, hearings, and reports of the House Judiciary Anti- 
trust Subcommittee, dealing with the competitive aspects of bank 
mergers. 

To summarize my position, I recommend that section 23, chapter 5, 
title III (p. 163), relating to merger approval, be amended in the 
following respects : 

First, ‘by prohibiting the appropriate Federal bank supervisory 
agency from approving any bank merger or consolidation where, in 
any section of the country, the effect may be substantially to lesssen 
c ompetition or tend to create a monopoly ; 

Second, by requiring the appropriate Federal bank supervisory 
agency to give notice to the Attorney General of a proposed merger 
and to enable him to intervene or offer his views respecting the com- 
petitive phases of the transaction ; 

Third, by requiring notice with opportunity to be heard to the 
appropriate supervisory authority of the interested State in the 
event the transaction involves State banks 

Fourth, by adoption of an antitrust sav ings ¢ lause for bank mergers 
similar to that governing bank holding companies, thus making it 
clear that applicable provisions of the antitrust laws pertaining to 
banks are not to be superseded. 

Beyond that, I recommend deletion of two subsections which would 
authorize national and State member banks to purchase and hold 
stock of other banks for not to exceed 90 days as a step in a pro- 
posed merger or consolidation. 

Finally, I urge amendment of chapter 9, title II, so as to prohibit 
bank holding company expansion within a State exc ept in accordance 
with the branch banking laws of that State. 

As background for ‘these legislative recommendations, I propose 
to discuss first the trend of bank met ‘ger activity and the resulting 
concentration in banking facilities, and second, the present pro- 
visions of Federal law dealing with mergers. Following that, I shall 
detail the reasons why present section 23 is inadequate and what 
changes are required in this and other provisions of the bill dealing 
with bank mergers. Lastly, I shall indicate why there is need for 
amendment to the Bank Holding Company Act. 
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CONCENTRATION OF BANKING FACILITIES 


At the outset I would emphasize that enactment of these recom- 
mended amendments if the minimum necessary not only to maintain 
a sound, vigorously competitive unit banking system in this country, 
but also to arrest a trend which is concentrating control of the Na- 
tion’s banking business into the hands of fewer ‘and larger financial 
institutions. 

Thus, while there are approximately 13,680 commercial banks in 
this country, the 100 largest control approximately 46 percent of the 
Nation’s total bank assets, and more than 48 percent of the bank 
deposits. In 10 of the Nation’s 16 leading financial centers, 4 banks 
own more than 80 percent of all commercial assets. Furthermore, in 
9 of these financial centers, 2 banks own more than 60 percent of all 
commercial bank assets. Again in each of these 16 financial centers 
the first 2 banks own more than 40 percent of all the commercial 
assets, the first 4 banks, 60 percent. 

Present concentration is contrary, I think, to the fundamental 
premise that the banking system of the United States should rely for 
its vitality on vigorous competition by a multitude of independent 
banks, locally organized, locally financed and locally managed. 

Unlike other countries, such as Great Britain and France, where a 
few mammoth institutions control nearly all the banking facilities, the 
American system is based on unit banking—that is, strong, growing 
community banks which provide a wide range of financial services to 
the people in the area. It isthe unit banking system which has played 
a key role in the economic development of this country. And it is this 
kind of system, premised on independent banks effectively competing 
with each other that must be perpetuated and preserved. However, I 
am constrained to conclude that unless additional legislative precau- 
tions are taken such as those here recommended to preserve the compe- 
tition that still exists, there is the very real possibility that banking 
credit. will be dominated to an ever-increasing extent by a small, 
tightly knit group. 

BANK MERGER ACTIVITY 


Largely responsible, in my judgment, for this degree of concentra- 
tion has been a rapidly accelerating trend toward bank mergers which 
has been a major development in banking over the past 8 years. Thus, 
in the period 1950 through 1957, some 1,179 of the Nation’s commercial 
banks have disappeared by way of mergers and consolidations. 

Of these, 647, or over one-half, involved national bank transactions 
approved by the Comptroller of the Currency. Total resources of 
the banks absorbed in these national bank mergers amounted to some 
$914 billion. 

Another matter that I know is of great interest to this committee is 
the gradual decline in the total number of banks in the Nation owing 
to merger activity. The fact is that the banking population of our 
country is at a 35-year low despite the postwar boom, despite the 286 
percent growth in bank assets, despite the new high level of loans and 
deposits, despite the greatly increased use made of banking services, 
and despite the enormous growth in the number of depositors. 

Let me make it clear that I would not quarrel with the reduction 
in the number of independent banks, if thereby only weak banks were 
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eliminated. However, the banks that have been absorbed in merger 
activity during the past number of years have not been for the most 
part the financially weak. Nor have they been, in the main, the spe- 
cialized, the poorly organized, or the inefficiently managed. 

On the contrary, most of the banks that have been absorbed have 
been growing, efficient, profitable, vigorously competitive banks taken 
over at peak earning capacity. In short, the merger pattern is not 
predominantly a situation where two or more small, inadequately 
financed or managed banks, falling behind in the competitive race, 
seek by merging to form a big integrated institution, able to compete 
on equal terms. 

Rather a large pee centage of mergers involved 1 or more giant banks 
having assets of $100 million or more. And a large percentage of the 
absorbed banks had assets in excess of over $50 million. 

The conclusion is inescapable, as the Federal Reserve Board testified 
before our Antitrust Subcommittee, that recent merger activity is a 
matter of deep concern. This is particularly true since competition 
is one of the strongest factors safeguarding a sound banking system. 


PRESENT PROVISIONS OF FEDERAL LAW DEALING WITH BANK MERGERS ARB 
INADEQUATE 


Under the National Banking Act, approval of the Comptroller of 
the Currency is required for any merger between national banks, or 
between a national bank and a State bank, where the resultant institu- 
tion is a national bank. In addition, the Federal Deposit Insurance 
Act requires that approval of certain mergers must be obtained from 
Federal banking agencies, but only where the capital stock or surplus 
of the continuing bank will be Jess than the aggregate stock of the two 
institutions combined. 

Also, approval of the Federal Deposit Insurance Corporation is 
required for mergers between insured and noninsured banks. None 
of these statutes, however, deals substantatively with competition in 
the field of banking and in no case is the competitive impact of the 
merger a necessary element in deciding whether or not to grant 
approval. 

Bank mergers are also circumscribed by the provisions of the Sher- 
man Act of 1890. Illegality is established by proof that the merger 
has actually resulted in an unreasonable lessening of competition or 
monopoly; it is immaterial whether the merger was accomplished by 
stock or asset acquisitions. 

Section 7 of the Clayton Act of 1914 on the other hand, deals 
apociticaliy: with corporate and bank mergers and bans those achieved 
by stock purchases where there is a reasonable probability of a sub- 
stantial lessening of competition or a tendency to monopoly. Respon- 
sibility for enforcing the section insofar as banks are concerned is 
vested concurrently in the Attorney General and the Federal Reserve 
Board. 

Section 7 was designed to stop mergers beyond the reach of the 
Sherman Act but its failure to include mer gers accomplished by asset 
acquisitions resulted in a loophole which so far as nonbanking corpora- 
tions are concerned, was closed by passage of the Celler-Kefauver Act 
of 1950. 
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However, because of revisions made in subsequent versions of vari- 
ous antimerger bills, it became impracticable to include within the 
scope of the Celler-Kefauver Act corporations other than those sub- 
ject to the jurisdiction of the Federal Trade Commission. This left 
asset acquisitions by banks unaffected by the new law since authority 
to enforce the provisions of section 7 dealing with banks is vested in 
the Federal Reserve Board and not in the Federal Trade Commission. 

Beyond this, virtually all bank mergers are accomplished by asset 
acquisitions by virtue not only of provisions of Federal law prohibit- 
ing member banks of the Federal Reserve System, with a few excep- 
tions, from purchasing corporate stocks, but also of various State 
statutes prescribing similar limitations. For these reasons, section 
7 of the Clayton Act has little value in coping with the mounting 
trend of bank merger activity. In fact, since section 7 was adopted 
in 1914, only one proceeding has been instituted—that a case brought 
by the Federal Reserve Board against the so-called Giannini group 
controlling Transamerica. 

To close this loophole in section 7 and provide Federal enforcement 
agencies with the same authority to move against bank mergers ac- 
complished by asset acquisitions, I introduc ed H. R. 5948 in the last 
Congress. This bill was adopted by the House without dissent on 
F ebruary 6, 1956, but was not brought up on the Senate floor for 
vote. I might add that the measure was in accordance with the 
President’s recommendations submitted to the Congress in 1956 and 
repeated in 1957 and 1958 calling for revision of antitrust legislation 
to cover bank mergers by asset acquisitions. 

One month after House passage of H. R. 5948, the Acting Secretary 
of the Treasury transmitted to the Senate and House proposed legis- 
lation to amend the banking statutes (specifically section 18 (c) of 
the Federal Deposit Insurance Corporation Act) so as to give Federal 
banking agencies sole jurisdiction to approve or disapprove bank 
mergers. It is clear, I believe, that this recommendation was a strata- 
gem to head off Senate passage of H. R. 5948 and to deprive the 
Attorney General of enforcement jurisdiction. Certainly it was con- 
trary to the President’s recommendation seeking revision via anti- 
trust legislation to cover bank mergers accomplished by asset ac- 
quisitions as envisaged by H. R. 5948. In any event, a Senate bill 
embodying the Treasury proposal was adopted by the Senate during 
the last Congress and is now incorporated in the proposed Financial 
Institutions Act of 1957 as section 23, chapter 5, title IIT. 

These considerations apart, amendment of the banking laws in this 
area would not be inconsistent with amendment of the antitrust laws 
to cover bank mergers accomplished by asset acquisitions, provided 
that certain changes are made in section 23 of the proposed Financial 
Institutions Act, “including insertion of an antitrust savings a 
similar to that contained in the Bank Holding Company / In- 
deed, to assure against the Judiciary and the Banking Saeueiannee 
of the House working at cross purposes with each other in respect 
to this problem, the Antitrust Subcommittee of the Judiciary Com- 
mittee has decided to defer consideration of amendment of the anti- 
trust laws until the House Banking Committee has taken final action 
on the Financial Institutions Act. For that reason the Antitrust 
Subcommittee deleted from H. R. 7698 (a premerger notification bill 
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I introduced during the present Congress) a provision plugging the 
banking loophole in section 7 of the Clayton Act. In this context, 
it is particularly important that the House Banking Committee not 
recommend any action on the Financial Institutions Act which would 
render nugatory future legislative recommendations by the House 
Judiciary Committee relating to the antitrust aspects of this problem. 


PRESENT SECTION 23 IS INADEQUATE 


It is against this background that I turn to section 23, chapter 5, 
title III of the proposed F inancial Institutions Act of 1957. That 
section would first expand provisions of existing law so as to require 
prior approval by the appropriate Federal bank supervisory agency 
for every merger or consolidation involving insured banks. 

Second, in granting or withholding consent, the Comptroller of 
the Currency, the Federal Reserve Board, or the Federal Deposit 
Insurance Corporation, as the case may be, would be required to con- 
sider not only the usual banking factors, but also to “take into con- 
sideration whether the effect (of the proposed transaction) may be 
to lessen competition unduly or to tend unduly to create a monopoly.” 

Finally, the appropriate supervisory agency would be required to 
consult the other two Federal banking agencies on the question of 
competition and “may also request the opinion of the Attorney 
General with respect to such question,” although there would be no 
requirement to do so. 


COMPETITIVE CONSIDERATIONS ARE VIRTUALLY IGNORED 


Under this provision, competitive considerations would be only 
one of the various factors that would have to be taken into account 
by the appropriate Federal banking agency in scrutinizing a pro- 
posed bank merger. Beyond this, an entirely novel test is proposed ; 
namely, whether the acquisition may lessen competition unduly or 
tend unduly to create a monopoly.” 

Indisputably, this proposed standard is far weaker than that of 
section 7 of the Clayton Act, which applies to other businesses and 
prohibits any merger where the effect of the acquisition “may be sub- 
stantially to lessen competition, or to tend to create a monopoly.” 
Nor are the characteristics of the banking industry so unique as to 
justify such departure. As the Comptroller of the C urrency has 
testified: “It is no less important to have competition in banking, 
when this can be done soundly, than it is in other fields of commerce 
and industry.” 

It will be recalled that the term “substantially lessen competition” 
has been imbedded in Federal jurisprudence for some 34 years in the 
course of which it has received judicial content through numerous 
court interpretations. If we discard this standard for the vague and 
novel standard of “unduly,” we will find ourselves in a sea of trouble. 
It took years and years to determine what “substantially to lessen 
competition” means so that now it is a term of act. Should present 
section 23 be adopted, not only would the courts have to start all 
over again in interpreting a vague and untested phrase, there would be 
created—and without justification—a dual standard, one for banks— 
another for nonbanking corporations. The force of these considera- 
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tions was noted by the Chairman of the Federal Reserve Board who 
testified that there is a legal groundwork for substantial lessening 
competition already in the framework of the law and that it may not 
be possible to use unduly lessening competition. 

In addition, the present Comptroller of the Currency testified that 
he had no objection to the principle that the acquisition of one bank 
by another through purchase, merger, or consolidation should not be 
permitted if the effect of the : acquisition may be substantially to lessen 
competition. He stated that it is no less important to have competition 
in banking, when this can be done soundly, as it is in other fields of 
commerce and industry. 

Consider what would happen if the Congress should adopt the 
standard here proposed and proscribe only bank mergers which tend 
unduly to monopoly? What is meant by “unduly”? “Can you have a 
due monopoly ? An undue monopoly? Can you have a good monop- : 
oly? Can you have a vicious monopoly? Can you have a benevolent 
monopoly? What kind of distinction are you going to make? | 
never heard of such a term; it has never been used. I have been a 
Jawyer in practice for 40 years and I never heard of it. I can’t con- 
ceive of it, nor can anyone here conceive of what is meant by “undue 
monopoly.” There is no such thing in law. 

Make no mistake about it. If the Congress adopts “unduly” it, in 
effect, would be placing its imprimatur of approval on mergers which 
tend to monopoly. Stated otherwise, adoption of the “unduly” stand- 
ard would mean that it is the policy of Congress that a bank merger 
which tends to monopoly is in the public interest; that only if it tends 
unduly to monopoly should it be banned. 

Apt in this connection is the comment of Judge Barnes, former 
head of the Antitrust Division : 


I think that when we talk about “tendency unduly to create ° monopoly” it 
seems akin to speaking of a man that is not “unduly dishonest.” I think that we 
have to pause a little bit to consider if that is exactly what we mean. 


Let me read you what Mr. Gidney said in hearings before us: 


The CHATRMAN. Mr. Comptroller, as I get it, you would proscribe a merger 
which tends unduly to monopoly. 

Mr. GIDNEY. Yes. 

The CHAIRMAN, Is that right? 

Mr. GIpNEY. Yes. 

The CHAIRMAN. Then, the converse, it strikes me, would be true: that in your 
judgment, then, a bank merger that tends to monopoly only, is in the public 
interest. 

Mr. GIpNeY. I don’t— 

Mr. KEATING. Watch out. 

Mr. GIpNEY. I hear something I don’t understand too well. 

The CHAIRMAN. I want you to watch out and listen very carefully. You 
would proseribe or prevent a merger that tends unduly to monopoly 

Mr. GIDNEY. Yes. 

The CHatrMan. Then it strikes me if that is sound, then the converse must 
be true: that in your judgment a bank merger that only tends to a monopoly 
is in the public interest? 

Mr. Gipney. Well, we merely have to find it is not contrary to the public 
interest, don’t we? 

The CHAIRMAN. Yes, you have got to find it; but when you say it is “unduly,” 
then it is against the public interest——— 

Mr. GIpnrY. Yes, that is right. 

The CHAIRMAN. If it is not “unduly,” then it is in the public interest and you 
let it go on. 








1478 FINANCIAL INSTITUTIONS ACT OF 1957 


Mr. GipNEY. Well, do we have a neutral position somewhere there? Are 
we-—- 

The CHAIRMAN. At least you do not take any action then. 

Mr. GipneEyY. That is right. We have a certain amount of free enterprise, even 
in the banking system, and if it is not against the public interest, why should 
Wwe— 

The CHAIRMAN. In other words, you figure that in the interests of free enter- 
prise, you would allow the thing to go along, even if it tends to monopoly so long 
as it does not “unduly’’—— 

Mr. GiIpNEY. I won’t accept that, because my difficulty is this “tends” busi- 
ness. 

The CHAIRMAN. Is that not what you really say? You say you only prevent 
it when it “unduly” tends to monopoly. 

Mr. GipneEyY. That is to give us—— 

The CHAIRMAN. Therefore, if it does not “unduly” tend to a monopoly, then 
in the interests of free enterprise you let it go on without taking any action, 
even if it only tends to a monopoly and does not tend unduly to a monopoly. 

Mr. GIpneEy. Well, things are a matter of degree. I think we want the word 
‘“anduly” in there so that this “tends” word is something that we can live with 
and understand. In other words, we can have 

The CHAIRMAN. Then your answer is “Yes,” is that it? 

Mr. Gipney. I don’t think I want to say “Yes” on that, sir. I don’t understand 
it well enough. 





In these circumstances, I am Soar ained to agree with the Attor- 
ney General who testified last yea 


First, the proposed banking legislation prescribed for bank mergers would 


a 


weaken section 7 standards. The factor of competition would be only one of 
numerous considerations to be taken into account by a banking agency in scan- 
ning a merger. Beyond that, the competitive considerations of section 23 speci- 
fied, whether the acquisition may “lessen competition unduly or tend unduly 
to create a monopoly” are completely novel and are intended simply to be less 
stringent than those specified by the Clayton Act, section 7 for other American 
business. As the result, not only does that proposal prescribe pale antitrust 
standards, but even that lesser standard is only one of many factors banking 
agencies must consider. All told, then, that proposal does little more than give 
“lip service” to insure competitive enterprise in banking. Banking agencies 
themselves recognize inherent difficulties in construing this jerry-built standard. 
While relevant language of the Clayton Act, section 7, has been on the books 
for almost a half century, proposed section 23’s “unduly” phrasing is completely 
novel. 

The short of the matter is that as former Assistant Attorney Gen- 
eral Barnes testified the— 
proposal does little, if anything, to insure competitive enterprise in banking. 
Any pretense that it does seems to me hardly more than sham. 

In addition to that, adoption of “unduly” would mean that there 
would be one standard for bank acquisitions by other banks, another 
for bank acquisitions by holding companies, even though there is no 
real distinction between the two kinds of transactions. 

Recall that under the Bank Holding Company Act, section 3, the 
applicable standard for bank acquisitions is whether in any line of 
commerce in any section of the country the effect of such acqui- 
sition may be substantially to lessen competition or tend to create a 
monopoly. 

On the other hand, the test for an acquisition of one bank by an- 
other would be whether the effect of the transaction “may be to lessen 
competition unduly or to tend unduly to create a monopoly.” Not 
only is there no basis for such distinction, the Federal Reserve Board 
would be faced with the grotesque task of having to administer dual 
standards involving similar types of trans: uctions. In the case of a 
merger where the resulting institution is a State member bank, the 
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Board, as the appropriate Federal supervisory agency, would be 
obliged to follow the “unduly” test. But in the case of a merger in- 
volving a bank holding company, the Board would be obliged to 
following the “substantially” test. Thus, confusion would be com- 
pounded on confusion. 

There is yet another consideration, namely, that the proposal would 
weaken the competitive standards which the esatwatinn of the Cur- 
rency now professes to follow with respect to bank mergers. It will 
be recalled that approval of the Comptroller of the Currency is re- 
quired in all cases of mergers between national banks, or between a 
national bank and a State bank where the resultant institution is to 
be operated under a national charter. I point out that the Comp- 
troller has stated on numerous occasions that before granting merger 
approval, he will determine whether its effect in any section of the 
country may be substantially to lessen competition or tend to create 
a monopoly; that he will determine, in short, whether the transaction 
is violative of the policy of the Celler-Kefauver Act. 

The fact is, however, that from 1950 to May 1, 1955, the office of 
the Comptroller approved 376 bank mergers and consolidations in- 
volving in respect to banks absorbed total resources of some $714 
billion. During the same period that office did not formally disap- 
prove a single merger application on the basis of competitive consid- 
erations. In June 1955, the Comptroller for the first time, informally 
disapproved a merger application because of competitive considera- 
tions and followed that up in November 1955 by refusing for similar 
reason to approve certain proposed mergers in cases involving eight 
banks. However, in 1955 the office approved 126 bank mergers in- 
volving, in respect of banks absorbed, resources of about $2 billion. 
In 1956 it approved 105 bank mergers involving banks absorbed hav- 
ing total resources of $214 billion and informally disapproved 10 
applications for competitive reasons. In 1957 it approved 82 mergers 
involving banks absorbed having resources of about $1 billion with- 
out disapproving any application for competitive reasons. 

Without in any way singling out the present incumbent—my re- 
marks are applicable to his predecessors as well—it is clear, as the 
Attorney General has testified, that the office of the Comptroller Gen- 
eral has tended to give little or no consideration to the question as to 
whether or not competition would be substantially lessened. 


THE APPROPRIATE FEDERAL BANK SUPERVISORY AGENCY MUST BE REQUIRED 
TO GIVE NOTICE TO THE ATTORNEY GENERAL 


The obvious reason for failure to take competitive considerations 
adequately into account is lack of expertise in the antitrust field on the 
part of Federal bank supervisory agencies. The Comptroller of the 
Currency has stated, and I quote him: 

I have no competency in that (the antitrust) field. I do not know what the 
courts have done. 

Similarly, the Chairman of the Federal Reserve Board pointed out 
that administration of the banking laws was in an entirely different 
sphere than enforcement of the antitrust laws. 

As the Department of Justice has observed : 


Failure to insure informed advice on competitive factors could have effects 
far beyond the banking field. Without (the Department’s) right to intervene 
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in bank mergers there might be as many different views of section 7 standards 
and scope as there were agencies charged with this enforcement. The result 
could well be disparities in view, which in turn, spell real enforcement inequi- 
ties. Enforcement effectiveness as well requires some procedures for (the) 
Department’s intervention. Otherwise, in its overall responsibility for section 
7s enforcement * * * outside of the banking area—(the) Department would 
be bound by bank merger precedents (it) had no voice in picking or shaping. 

In these circumstances, it would be little short of folly to require 
the appropriate Federal bank supervisory agency to obtain the views 
of the other two banking agencies, but not impose the same require- 
ment in respect to seeking ‘the informed advice of the Department 
of Justice—the one agency possessing the necessary competency to 
make an informed recommendation respecting competitive implica- 
tions of a proposed merger. Actually, the Comptroller of the Cur- 
rency testified before our subcommittee that he didn’t really object 
to a provision requiring him to obtain the opinion of the Attorney 
General as to the antitrust implications of a proposed merger, pro- 
vided it were submitted promptly or within a designated period. 

Furthermore, on the basis of past experience, unless a requirement 
of mandatory consultation with the Department is written into law, 
there is little, if any, likelihood that the Federal banking agencies 
will seek the informed advice of the Attorney General. “Consider, 
for example, that although the office of the Comptroller of the Cur- 
rency approved some 647 mergers in the past 8 years, many involving 
acute competitive problems, in only one instance did the Comptroller 
seek the Department’s advice on the competitive effect of a particular 
bank merger problem. 





WHERE THE CONTINUING INSTITUTION IS TO BE A STATE BANK, NOTICE 
TO THE STATE BANK SUPERVISOR SHOULD BE REQUIRED 


The foregoing considerations are equally applicable in respect to 
obtaining the views of the appropriate State banking. supervisor 
when the continuing institution is to be a State bank. In such cases 
it is as necessary to obtain the views of the appropriate local official 
as it is the views of the other two Federal banking agencies since the 
State supervisor usually will have special knowledge of local banking 
and other matters—factors which are of the highest degree of relevance 
to a determination as to whether final approval should be granted or 
withheld. Consequently, I deem it important that section 23 be 
amended to require notification to the appropriate State bank super- 
visor where the proposed merger will result in a State bank. 


NEED FOR ADOPTION OF AN ANTITRUST SAVINGS CLAUSE 


Section 11 of the Bank Holding Company Act, which is incorpo- 
rated in the present bill as section 61, chapter 9, title II, is designed 
to insure that no provision of the Bank Holding Company Act is to 
supersede any provision of any other Federal law, particularly those 

“designed to control monopoly or break up trusts.” 

Unless this same antitrust savings provision is made applicable to 
bank mergers, the possibility would exist—certainly the contention 
would be advanced—that the Financial Institutions Act has nulli- 
fied the strictures of the Sherman Act forbidding any bank merger 
which results in an unreasonable restraint of trade or monopoly. 





_ 
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What is more, absence of such provision could well render nugatory 
action that might be taken by the House Judiciary Committee in 
recommending legislation to plug the loophole in Clayton Act, sec- 
tion 7, so as to cover bank mergers accomplished by asset as well as 
stock acquisitions. This would necessarily follow if failure to include 
a savings clause were construed to mean that section 7 provisions 
dealing with bank mergers had been superseded by the present 
legislation. 


THERE IS NO JUSTIFICATION FOR PROVISIONS OF THE BILL ALLOWING BANKS 
TO PURCHASE AND HOLD STOCK IN OTHER BANKS AS STEPS IN A PROPOSED 
MERGER 


Two provisions of the pending bill, one permitting national banks, 
the other, State member banks, to purchase and hold stock of other 
banks for 90 days in contemplation of merger are particularly mis- 
chievous. These are subsection (b), section 32, chapter 6, title I (p. 
95), and section 23, chapter 5, title IT (p. 96). 

Candor compels me to say that rarely have I seen a proposal better 
calculated to stimulate merger activity and enhance banking concen- 
tration. The Comptroller of the Currency has stated, and I quote 
him: 

We are opposed to enactment of this proposal. 

Two or more national banks may merge or consolidate only upon the approval 
of the holders of two-thirds of the stock of each bank. Once a bank owned 
control of another bank, the shareholders of the acquiring bank would, as a 
practical matter, have very little choice but to vote for the ‘proposed merger or 
consolidation. We do not believe that it is proper for the officers or directors 
of a national bank, even with the prior approval of the Comptroller, to use the 
bank’s money to acquire stock in another bank as a first step to merging or 
consolidating with that bank. We have a like belief with respect to similar 
Federal legislation affecting State banks that are members of the Federal 
Reserve System. 

Let me say that I am somewhat puzzled as to why this proposal was 
inserted in the bill in the first place, especially because of the testi- 
mony of Governor Robertson of the Federal Reserve Board before this 
committee that it wasn’t really very important to begin with. 


AMENDMENT IS NECESSARY TO PREVENT THE HOLDING-COMPANY DEVICE 
FROM BEING USED TO CIRCUMVENT STATE BRANCH DISTRICT LINES 


Finally, amendment is essential to prohibit holding company acqui- 
sition of banks within a State except within the area within which 
branches of banks are permitted. Such provision, it will be remem- 
bered, was incorporated in section 5 (c) of the Spence bank holding 
company bill (H. R. 6627) which was adopted overwhelmingly by 
the House in the last Congress, though the section was later deleted 
in conference. Subsequent developments have only served to under- 
score need for its enactment. Absent such provision, State geog- 
raphic limitations have been and can be avoided by the simple ex- 
pedient of forming a holding company to acquire control of banks 
throughout a State without regard to district lines. 

Circumvention is possible notwithstanding that a holding company 
system is a substitute for a branch system and that there is no es- 
sential difference between branches and affiliates or subsidiary banks. 
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on this committee stated most cogently in its report on the Spence 
ill: 


Great stress has been placed on their difference in form, which everyone 
of course recognizes * * *. [H]owever, in a large measure they are differences 
without a distinction. Other than in form, what is practical difference between 
a branch and a bank the stock of which is owned by a holding company that 
can select the bank’s directors and change them at its pleasure, even. holding 
repurchase rights to the directors’ qualifying shares; that can hire and fire 
the bank’s personnel and otherwise supervise its operations; that can make its 
investments, handle its insurance, buy its supplies, originate and place its 
advertising; can pass on its loans to local firms and individuals, usually re- 
ceiving a fee for services performed? 


The fact is that— 


as each new bank is * * * added to those already a part of the holding- 
company system, such bank automatically becomes in effect, though not in 
name, a branch of that banking system. 

To my mind it is indisputable that despite all that has been said 
about the distinction between bank holding company groups and 
branch banking systems, both accomplish the same thing—the opera- 
tion of a number of banking units under one control and management. 
Through the corporate device, holding companies still can be used to 
evade branch banking laws and defeat the declared policies of the 
State regarding branch banking. The same management which is 
restricted in its operation under a bank charter, can, by way of a hold- 
ing company, acquire a unit bank, operate it in the same manner a 
branch would be operated and flout the expressed will of the legis- 
lative body of a State regarding the establishment of branches. This 
should not be tolerated. 

Bear in mind that the overriding purpose of the Bank Holding 
Company Act and of State branching restrictions is similar: to safe- 
guard against banking monopoly by minimizing the dangers inherent 
in concentration of economic power through centralized banking con- 
trol. Yet, the Bank Holding Company Act, by permitting the 
piercing of branch district lines through the holding-company de- 
vice, is now serving as a convenient vehicle for fostering just that 
banking concentration which it is designed to prevent. I can think 
of no greater anomaly. 

This whole issue, long virtually dormant, came dramatically to life 
in New York State last year when the First National City Bank of New 
York, the second largest in the city, sought to evade New York State 
statutory limitations preventing banks in New York City from estab- 
lishing branches outside the boundaries of the city. This it tried to 
do by applying to the Federal Reserve Board for permission to form 
a bank holding company with the initial objective of acquiring con- 
trol of the County Trust Co. of White Plains, N. Y., the dominant 
commercial bank in Westchester County. It was a brazen piece of 
effrontery. I think it is fair to say that effectuation of the First 
National City plan could mean the end of branch district lines in the 
State; it could mean basic alteration of the State’s banking structure, 
completely without the approval of the State legislaure. 

Had section 5 (c) of the Spence bill been enacted into law, the 
proposal, of course, would have been stopped in its tracks. Obviated 
would have been any such threat to the State’s banking structure. As 
it was, because of the absence of Federal legislation on the subject, the 
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State legislature was forced to pass an interim bill, effective until 

May 1, 1958, forbidding any bank holding company from acquiring 

any bank except within the geographic limitations that would apply 

the establishment of branches under the banking laws of the 
tate. 


Even so, the Federal. Reserve Board apparently is doubtful as to 
State authority to legislate in this area, notwithstanding that section 
7 of the Bank Holding Company Act and its legislative history make 
it clear that each State may enact legislation to regulate bank holding 
companies. Thus, after an examiner recommended to the Board that 
the First National City application be dismissed on the basis that 
State law bars the transaction, the Board remanded with instructions 
to file a report on the merits of the transaction, In light of this de- 
velopment, it is incumbent upon this committee to reiterate, either 
through an amendment or through a statement in its report, that the 
Bank Holding Company Act does not preempt the field and that there 
is a wide area for permissible State action. 

(The complete statement of Mr. Celler follows:) 


STATEMENT OF REPRESENTATIVE EMANUEL CELLER, CHAIRMAN OF THE COMMITTEE 
ON THE JUDICIARY, HOUSE OF REPRESENTATIVES 


INTRODUCTION 


I appreciate the opportunity to present to this distinguished committee my 
views concerning provisions of the proposed Financial Institutions Act of 
1957 (S. 1451 and H. R. 7026). These views, I would point out, are based in 
considerable measure on extensive studies, hearings, and reports of the House 
Judiciary Antitrust Subcommittee, dealing with the competitive aspects of bank 
mergers. To summarize my position, I recommend that section 23, chapter 5, 
title III (p. 163), relating to Federal banking agency merger approval, be 
amended in the following respects : 

First, by prohibiting the appropriate Federal bank supervisory ageney from 
approving any bank merger or consolidation where, in any section of the coun- 
try, the effect may be substantially to lessen competition or tend to create a 
monopoly ; 

Second, by requiring the appropriate Federal bank supervisory agency to give 
notice to the Attorney General of a proposed merger and to enable him to inter- 
vene or offer his views respecting the competitive phases of the transaction ; 

Third, by requiring notice with opportunity to be heard to the appropriate 
supervisory authority of the interested State in the event the transaction in- 
volves State banks; 

Fourth, by adoption of an antitrust savings clause for bank mergers similar to 
that governing bank holding companies in section 61, chapter 9, of title II (p. 
146), thus making it clear that applicable provisions of the antitrust laws per- 
taining to banks are not to be superseded. 

Beyond that, I recommend deletion of subsection (b), section 32, chapter 6, 
title I (p. 25) and that part of subsection (d), section 23, chapter 5, title II 
(p. 96), beginning with the words “Provided, however” to the end of the para- 
graph. These subsections presently incorporated in the bill would authorize 
National and State member banks to purchase and hold stock of other banks for 
not to exceed 90 days as a step in a proposed merger or consolidation. 

Finally, I urge amendment of chapter 9, title II, so as to prohibit bank holding 
company expansion within a State except in accordance with the branch banking 
laws of that State. 

As background for these legislative recommendations, I propose to discuss first 
the trend of bank-merger activity and the resulting concentration in banking 
facilities, and, second, the present provisions of Federal law dealing with 
mergers. Following that, I shall detail the reasons why present section 23 is 
inadequate and what changes are required. Lastly, I shall indicate why there 
is need for amendment to the Bank Holding Company Act. 
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CONCENTRATION OF BANKING FACILITIES 


At the outset I would emphasize that enactment of these recommended amend- 
ments is the minimum necessary not only to maintain a sound, vigorously com- 
petitive unit banking system in this country, but also to arrest a trend which 
is concentrating control of the Nation’s banking business into the hands of fewer 
and larger financial institutions. Thus, at the present time, while there are 
approximately 13,680 commercial banks in this country, the 100 largest control 
approximately 46 percent of the Nation’s total bank assets, and more than 48 
percent of the bank deposits. In 10 of the Nation’s 16 leading financial centers, 
4 banks own more than 80 percent of all commercial assets. Furthermore, in 9 
of these financial centers, 2 banks own more than 60 percent of all commercial 
bank assets. Again in each of these 16 financial centers, as indicated by the fol- 
lowing table, the first 2 banks own more than 40 percent of all the commercial 
assets, the first 4 banks 60 percent. 


Percentage of total assets owned by largest banks in principal financial centers 





4 larg- 2 larg- | Larg- 


4 larg- | 2 larg- Larg- | 
| est est | est est | est est 
ere — — - —— aa ~~ — - Sr eT 
New York 60 | 41.6 22.0 || Dallas_. 84{ 649] 32.8 
Providence - - 98 | 93.3 57.7 || Atlanta 92] 63.9] 33. 2 
Pittsburgh : 87 79. 2 61.0 Richmond 84 55.9 33.2 
Minneapolis - eT 87 76. 0 39.7 || Kansas City — 75) 63.7 | 34.3 
Cleveland -- -- : | 97 72,3 74.7 || St. Louis.__- | 68 53.5 28.0 
Boston___-- j 83 71.6 52.2 || Baltimore 77 44.9 | 24.0 
Chicago ‘ s4 66.9 34. 1 Philadelphia__- 69 44.6 | 24.7 
Detroit _- 34 | 90 65.9 46.5 || Washington..-..- 60 43. 0 | 26.3 


Source: Superintendent of Banks, New York State.! 
1 See interim report of the Antitrust Subcommittee, House Committee on the Judiciary on Corporate 


and Bank Mergers, p. 30 (84th Cong., Ist sess.). See also House Judiciary Rept. No. 1417 on H. R. 5948 
(Bank Mergers), p. 8 (84th Cong., Ist sess.). 


Further indicating the degree of concentration is the following table (Con- 
gressional Record, Mar. 14, 1957, p. 3317), showing as of June 30, 1956, the propor- 
tion of assets for each of 54 cities which are classified as central Reserve and 
Reserve cities by, first, the largest commercial and, second, the 5 largest commer- 
cial banks. 
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Assets of (1) the largest commercial bank, and (2) the 5 largest commercial 


banks as percentages of the total assets of all commercial banks in central 
Reserve and Reserve cities, 1956 























Percentages as of | Percentages as of 
June 30, 1956 June 30, 1956 
City City 
Largest | 5 largest || Largest | 5 largest 
bank banks | bank banks 

Birmingham, Ala---- ; 63.35 | 99. 33 || Helena, Mont_. 55. 85 100, 00 
Little Rock, Ark -. keh Soatitoiel 33. 92 99.38 || Omaha, Nebr 47. 93 93. 92 
San Francisco, Calif_- 58. 71 92.95 || New York, N. Y- 20. 99 65. 84 
Los Angeles, Calif ard 39. 19 93.44 || Buffalo, N. Y.-- 52.72 100. 00 
Denver, Colo-_- ‘ 2 22. 48 75.80 || Charlotte, N. C_. 56, 21 97. 30 
Pueblo, Colo , . 50. 42 100. 00 Cincinnati, Ohio. -- | 33. 77 97. 50 
Washington, D. C__. 30. 51 74.41 || Cleveland, Ohio. 46. 91 97.74 
Jacksonville, Fla.._... 34. 76 94.90 || Columbus, Ohio___- 53. 46 | 97. 26 
Atlanta, Ga 35.19 | 93. 71 Toledo, Ohio 59. 12 | 97.61 
Savannah, Ga 69.15 | 97.33 || Oklahoma City, Okla. -- i 48. 31 88. 19 
Chicago, Il .| 25. 78 | 66. 61 Tulsa, Okla__ - sou 42. 27 92. 20 
Indianapolis, Ind_. a 41.09 | 96. 54 Portland, Oreg_.. 47.83 | 99. 78 
Des Moines, Iowa. _- ae 31.17 | 91.09 || Philadelphia, Pa--- | 25. 23 | 79. 66 
Cedar Rapids, Iowa | 66.04] 100.00 || Pittsburgh, Pa | 60. 04 93. 19 
Sioux City, lowa 25. 63 | 94. 05 Memphis, Tenn 45.73 98. 97 
Kansas City, Kans___- 3 24.15 | 69.37 |} Nashville, Tenn. ar 38. 58 99. 62 
Topeka, Kans_-_-- ; 28.73 | 92.37 || Dallas, Tex | 35. 84 90. 75 
Wichita, Kans__-- | 47. 60 94.37 || El Paso, Tex | 47.10 100. 00 
Louisville, Ky : 30. 70 | 88.93 || Fort Worth, Tex 37. 39 88. 33 
New Orleans, La_-.- 39. 93 | 100.00 || Houston, Tex | 32. 90 83. 07 
Baltimore, Md. 23.14 86.53 || San Antonio, Tex 27.72 81. 92 
Boston, Mass. --.-- ; 54. 03 90. 20 || Ogden, Utah. 67. 54 | 100. 00 
Detroit, Mich - a 46. 23 | 96.68 || Salt Lake City, Utah_.. | 24.47 | 92. 64 
Minneapolis, Minn--.___-._--| 38. 31 | 87.95 || Richmond, Va- -- 29. 60 | 92. 64 
St. Paul, Minn 55. 65 | 83.95 || Seattle, Wash__- 49.14 99. 67 
Kansas City, Mo----- 34.79 78. 80 || Milwaukee, Wis... wae 48.19 83. 10 
St. Louis, Mo... ae 27.79 73. 21 | | | 


Source: Office of the Comptroller of the Currency. 


This degree of concentration is contrary, I think, to the fundamental premise 
that the banking system of the United States should rely for its vitality on 
vigorous competition by a multitude of independent banks, locally organized, 
locally financed, and locally managed. Unlike other counrties, such as Great 
Britain and France, where a few mammoth institutions control nearly all the 
banking facilities, the American system is based on unit banking—that is, strong, 
growing community banks which provide a widge range of financial services to 
the people in the area. It is the unit banking system which has played a key 
role in the economic development of this country. And it is this kind of system, 
premised on independent banks effectively competing with each other that must 
be perpetuated and preserved. However, I am constrained to conclude that unless 
additional legislative precautions are taken such as those here recommended to 
preserve the competition that still exists, there is the very real possibility that 
banking credit will be dominated to an ever-increasing extent by a small, tightly 
knit group. 


95375—58—pt. 2——40 








1486 FINANCIAL INSTITUTIONS ACT OF 1957 


BANK MERGER ACTIVITY 


Largely responsible, in my judgment, for this degree of concentration has been 
a rapidly accelerating trend toward bank mergers which has been a major develop- 
ment in banking over the past 8 years. As shown by the following table, in the 
period 1950 through 1957, some 1,179 of the Nation’s commercial banks have dis- 
appeared by way of mergers and consolidations: 


Decreases in number of commercial banks because of consolidations 
and absorptions 


Number Number 
a ciples deesaes boa a ee nadine No casi be ssi tec acicow aes soles awn 96 
tila Nc ha pein snihcbcsatseasensneon I NU Sah Ah asain Sa accesses med aahcceLG 59 
dite a en dt eens i bicielneeiseemas I psn os hinted naan aniabaeieenesta a Sapa 89 
a a a eal alah nia liceegercinesiascsien eet enna 86 
i accosted apis I i ite BE ihc cmletaer ec enctcamndtlie qantas 72 
i a i i lac Sa peste thes cineca tn cackabinia, Sasol 79 
et aac nce cs eal oe ho cae cee pease oem ~ 93 
cl le i bc cchiaecceelspiesin bell TE IN sc ta Balik De dace bossirhiattins aig 84 
a a ee a al nee eee ete 75 
ne a in nes neice e 77 
i I ee ot ata NT a eet 91 
I ie aaa sa OE RN ON oh oe os a i cic css alisiaccadalgeeRtoered 82 
i etl el I ai ade 100 
ct SO ial se seen eiionivich rclpitonsepge a daatshd I a cid lel sninerncinechin hase cbse isinmaicghiignie 116 
ee A i ae 2 clings NE lo, Si scias sine cn ns oeies iene aateee 207 
ee ad elles 232 
i Ra ea enih BE ON cc cree 189 
enue I NN oa iach decerctton orednenceihhsncicn teen eiaesibags nat meceigtid 162 
a ad a atiei Bl tahicctis 119 


Source: Federal Reserve Board. 


Of these 1,179 mergers and consolidations, 647 or over one-half involved 
national bank transactions approved by the Comptroller of the Currency. Total 
resources of the banks absorbed in these national bank mergers amounted to 
$9,598,501,474. 


Consolidations, mergers, and purchase and sale transactions approved by the 
Comptroller of the Currency’ 


Total resources 





Number of absorbed 
banks 

a td center been 52 $576, 464, 143 
(ket eee crt tae a a ce oe Sametime See Pike ees 30 384, 389, 647 
Pivesebbbiacediuthahtetbadebences Vita babadeaeibuitbaiuachled bddcwantideda 59 517, 662, 108 
NE ee i cee aa dal bid dln sad eae iie te SNS hibit bck bbls beaee 67 523, 680, 925 
I ce eka a eo dbicdeneereseeuenheanens 126 2, 058, 262, 234 
ep pedbkbnbabnabinkatenebenuannne 126 2, 015, 225, 452 
Sins chlistansasindscnieienbateh sala Ngie dened i ia cate aa ™ ine actiminpewuke 105 2, 380, 816, 965 
a ebeniaanien S . 82 1, 142, 000, 000 

TE cacneveescccenncnneentecnanesensecsnsesntnnsscnesuennseseeses] 647 | 9, 598, 501, 474 


1 Hearings before Antitrust Subcommittee, House Committee on the Judiciary on H. R. 264 and H. R 
2143 (premerger notification), pp. 146-171, 171 (85th Cong., Ist sess.). 


Another matter that I know is of great interest to this committee is the grad- 
ual decline in the total number of banks in the Nation. During the last 35 years 
the banking population of the Nation has been reduced by more than half; in 
1921 there were more than 30,000 banks serving the Nation’s creditors and de- 
positors as compared to approximately 13,680 at the present time. True, a 
large share of the Nation’s losses occurred prior to 1933 because of the depres- 
sion when approximately 9,000 banks were forced to suspend operations during 
the 4-year period between 1930 and the end of 1933. However, as Chairman 
Martin of the Federal Reserve Board testified “since 1933 the merger movement 
has been the major factor in the gradual decline in the total number of banks.” ? 


1 Hearings before Antitrust Subcommittee, House Committee on the Judiciary on Current 
Antitrust Problems, p. 2177 (84th Cong., Ist sess.). 
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The fact is that the banking population of our country is at a 35-year low 
despite the postwar boom, despite the 286 percent growth in bank assets, despite 
the new high level of loans and deposits, despite the greatly increased use made 
of banking services, and despite the enormous growth in the number of deposi- 
tors. 

The continued downtrend in the number of the Nation’s banks is even more 
striking when examined on a regional basis. In New York State, for example, 
where New York City is widely recognized as the financial capital of the world, 
there were 611 State-chartered banks in 1926. The State’s banking structure 
weathered the depression with the loss of less than 100 banks between 1929 and 
1933, and by 1935 New York State had 471 chartered banks in operation. Yet 
the number of banks kept decreasing until there are now less than 380, a loss 
almost as severe as that suffered in the depression years. 

Let me make it clear that I would not quarrel with the reduction in the num- 
ber of independent banks, if thereby only weak banks were eliminated. The 
fact is, however, the banks that have been absorbed in merger activity during 
the past number of years have not been for the most part the financially weak. 
Nor have they been, in the main, the specialized, the poorly organized, or the in- 
efficiently managed. On the contrary, most of the banks that have been absorbed 
have been growing, efficient, profitable, vigorously competitive banks taken over 
at peak earning capacity. In short, the merger pattern is not predominantly a 
situation where two or more small, inadequately financed or managed banks, 
falling behind in the competitive race, seek by merging to form a big integrated 
institution, able to compete on equal terms. On the contrary, a large percentage 
of mergers involved one or more giant banks having assets of $100 million or 
more. And a large percentage of the absorbed banks had assets in excess of 
$50 million.’ 

Take New York City, for instance, where there occurred in 1955 the three 
largest mergers in the history of the country in terms of total deposits. In 
March of that year the Chase National Bank with total assets of $5,669 million 
merged with the Bank of Manhattan Co. with assets of $1,629 million and the 
Bronx County Trust Co. with assets of $76 million. This merger provided the 
new entity, the Chase Manhattan Bank, with total assets of $7,374 million or 
21.7 percent of the total assets of all banks in New York City and jumped it to 
first place in New York City and second place in the Nation. 

Also in March 1955 the National City Bank of New York, previously the sec- 
ond largest bank in the United States with assets of $5,767 million, took over the 
First National Bank of New York which had total assets of $713 million. The 
new combination, the First National City Bank, then ranked second in the area 
with assets of $6,480 million or 19.1 percent of the total. 

Less than a month later the Bankers Trust Co. with assets of $2,207 million 
acquired the Public National Bank & Trust Co. of New York which controlled 
assets comprising some $562 million. This was only the last of a series of 
acquisitions by Bankers Trust Co. which has been taking over other banks at a 
rapid rate for the last several years. Indeed, since 1950 Bankers Trust has 
absorbed such substantial banking institutions as the Title Guarantee & Trust 
Co., Lawyers Trust Co., Flushing National Bank, the Commercial National 
Benk & srust Co., and the Bayside National Bank. 

In December 1954 the Chemical Bank & Trust Co., with assets of $2,081 mil- 
lion, combined with the Corn Exchange Bank & Trust Co., which h’d assets of 
$521 million, to form the Chemical Corn Exchange Bank which now has total 
assets of $2,902 million. 

In part because of this merger activity New York City now has only 56 com- 
mercial banks, whereas at the opening of the century, it had 127. Further, the 
city’s 4 largest banks control 61 percent of all deposits, whereas in 1900 the 4 
largest had only 21 percent of the total deposits. 

But this situation is by no means a local phenomenon. Other leading financial 
centers have likewise experienced a similar rash of bank-merger activity. In 
Philadelphia, Pa., for example, the Pennsylvania Co. for Trusts & Banking, 
the second largest bank in the area with total assets of $805 million, merged 
with the First National Bank which was fifth in size with total assets of $218 





2 For a list showing the resources of each bank absorbed in a merger transaction approved 
by the Comptroller of the Currency in the period 1950-56. see hearings before Antitrust 
Subcommittee, House Committee on the Judiciary, on H. R. 264 and H. R. 2143 (premerger 
notification), pp. 146-171 (85th Cong., Ist sess.). See also hearings before House Bank- 
ing and Currency Committee on 8. 1451 and H. R. 7026 (proposed Financial Institutions 
Act of 1957), pp. 581-614 (S5th Cong., 1st sess.). 
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million. The consolidated bank had total assets of about $1,023 million, making 
it the largest banking institution in the area with control of 25.3 percent of 
total banking assets. Prior to that in 1953 the Tradesman’s National Bank & 
Trust Co., with total assets of $139 million, merged with the Land Title Bank & 
Trust Co., which had assets of $96 million. Also in 1953 the Girard Trust Corn 
Exchange Bank, with assets of $579 million, acquired the National Bank of Ger- 
mantown, with assets of $39 million. The Girard Trust Corn Exchange Bank 
itself resulted from a merger in 1951 between the Girard Trust Co., one of the 
hundred largest banks in the United States, and the Corn Exchange National 
Bank & Trust Co., another leading bank. 

In Pittsburgh, Pa., the Mellon National Bank & Trust Co. has risen after a 
long series of mergers to a point where it has assets of $1,861 million repre- 
senting 61 percent of the total assets in that area. Between January 1950 and 
the end of 1954, Mellon National had absorbed at least 13 other banks, many 
of them small, independent banks which had previously served depositors and 
borrowers in the suburban communities in the Pittsburgh area. In 1948, 8 banks 
had been merged or consolidated by Mellon National and in 1947 it had absorbed 
2 large banks in Pittsburgh and 7 banks in the adjacent suburbs. 

In Providence, R. I., the Industrial Trust Co., with assets of $312 million, 
merged in 1954 with the Providence Union National Bank, with assets of $168 
million, which gave the resultant Providence Industrial National Bank control 
of some 57.7 percent of all banking assets in that city. 

In California the First Western Bank & Trust Co., of San Francisco, a sub- 
sidiary of Transamerica Corp., absorbed 14 other California banks in 1954 and 
increased its assets in the process from $333 million to $798 million. 

Many other cities have also experienced analagous bank-merger activity in 
the last several years, for example, Boston; Cleveland; Dallas; Kansas City, 
Mo.; Cincinnati; Baltimore; Washington, D. C.; Houston; Indianapolis; Hart- 
ford; Portland, Oreg.; and Wilmington, Del.’ 

The conclusion is inescapable, as the Federal Reserve Board testified before 
our Antitrust Subcommittee, that recent merger activity is a matter of deep 
concern. This is particularly true since competition is one of the strongest 
factors safeguarding a sound banking system. To quote from the testimony of 
the Chairman of the Reserve Board in June 1955: * 

“The CHAIRMAN. And would you say, as a very distinguished and very efficient 
head of the Federal Reserve Board that this merger movement is a matter of 
deep concern to you and your colleagues on the Board? 

‘Mr. MartTIn. It is, indeed, Mr. Chairman. As we note in a later paragraph, it 
is a matter that we have given a great deal of thought to.” 

Mr. Martin added: , 

“I would like to reiterate, Mr. Chairman, that this is a trend which has given 
us very serious concern * * *.”® 

In March 1957, Mr. Martin of the Reserve Board again emphasized that the 
bank merger trend was a matter that gave the Board very serious concern. 


PRESENT PROVISIONS OF FEDERAL LAW DEALING WITH BANK MERGERS ARE IN ADEQUATE 


Under the National Banking Act, approval of the Comptroller of the Currency 
is required for any merger between national banks, or between a national bank 
and a State bank, where the resultant institution is a nationl bank.® In addi- 
tion, the Federal Deposit Insurance Act’ requires that approval of certain 
mergers must be obtained from the Federal Deposit Insurance Corporation, the 
Comptroller of the Currency or the Federal Reserve Board, as the case may be, 
but only where the capital stock or surplus of the resulting bank will be less 


3 See interim report of the Antitrust Subcommittee, House Committee on the Judiciary 
on Corporate and Bank Mergers, pp. 28-30 (84th Cong., 1st sess.). 

“Hearings before Antitrust Subcommittee, House Committee on the Joadiciary on 
ba E> ye Antitrust Problems, p. 2159 (84th Cong., Ist sess.). 

d., p. 2165. 

5a Hearings before Antitrust Subcommittee, House Committee on the Judiciary on H. R. 
264 and H. R. 2143 (premerger notification), p. 229 (85th Cong., Ist sess.). For a con- 
trary view that the merger trend is not a matter of serious concern, see testimony of 
Comptroller of the Currency before House Antitrust Subcommittee in March 1957. 


Id., p. 182. 

‘46 Stat. 1043, Public Law 240, 65th Cong., 2d sess. (1918), 12 U. S. C., see. 33; 
44 Stat. 1224, Public Law 639, 69th Cong., 2d sess. (1927), 12 U. S. C., sec. 34a. Ap- 
proval of the Comptroller of the Currency is not required where a national bank leaves 
the national system by consolidation or merger with a State bank. 

764 Stat. 873, Public Law 797, 81st Cong., 2d sess. (1950), 12 U. S. C., sec. 1828 (c). 
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than the aggregate stock of the two institutions combined. Also, approval of 
the Federal Deposit Insurance Corporation is required for mergers between in- 
sured and noninsured banks.’ None of these Federal banking statutes applicable 
to mergers, deals substantatively with competition in the field of banking, and 
in no case is the competitive impact of the merger a necessary element to be 
considered by Federal banking officials in deciding whether or not to grant 
approval. 

Bank mergers are also circumscribed by the provisions of the Sherman Act 
of 1890 which prohibits combinations in restraint of trade, attempts to monop- 
olize, or monopolization of trade or commerce. Illegality is established by 
proof that the merger has actually resulted in an unreasonable lessening of 
competition ; it is immaterial whether the merger was accomplished by stock or 
asset acquisitions. 

Section 7 of the Clayton Act of 1914 on the other hand, deals specifically with 
corporate and bank mergers and bans those achieved by stock purchases where 
there is a reasonable probability of a substantial lessening of competition or a 
tendency to monopoly. Responsibility for enforcing the section insofar as banks 
are concerned is vested concurrently in the Attorney General and the Federal 
Reserve Board. 

Section 7 was designed to stop mergers beyond the reach of the Sherman Act 
but its failure to include mergers accomplished by asset acquisitions resulted in 
a loophole which so far as nonbanking corporations are concerned was closed 
by passage of the Celler-Kefauver Act of 1950. However, because of revisions 
made in subsequent versions of various antimerger bills, it became impracticable 
to include within the scope of the Celler-Kefauver Act corporations other than 
those subject to the jurisdiction of the Federal Trade Commission. This left 
asset acquisitions by banks unaffected by the new law since authority to enforce 
the provisions of section 7 dealing with banks is vested in the Federal Reserve 
Board and not in the Federal Trade Commission. 

Beyond this, virtually all bank mergers are accomplished by asset acquisitions 
by virtue not only of provisions of Federal law prohibiting member banks of 
the Federal Reserve System, with a few exceptions, from purchasing corporate 
stocks, but also of various State statutes prescribing similar limitations. For 
these reasons, section 7 of the Clayton Act has little value in coping with the 
mounting trend of bank merger activity, In fact since section 7 was adopted 
in 1914, only one proceeding has been instituted—that a case brought by the 
Federal Reserve Board against the so-called Giannini group controlling Trans- 
america. 

To close this loophole in section 7 and provide Federal enforcement agencies 
with the same authority to move against bank mergers accomplished by asset 
acquisitions, I introduced H. R. 5948 in the last Congress. This bill was adopted 
by the House without dissent on February 6, 1956, but was not brought up on 
the Senate floor for vote.® I might add, that the measure was in accordance 
with the President's recommendations submitted to the Congress in 1956 and 
repeated in 1957 and 1958 calling for revision of antitrust legislation to cover 
bank mergers by asset acquisitions.” 

One month after House passage of H. R. 5948, the Acting Secretary of the 
Treasury transmitted to the Senate and House proposed legislation to amend 
the banking statutes (specifically sec. 18 (c) of the Federal Deposit Insurance 
Corporation Act) so as to give Federal banking agencies sole jurisdiction to 
approve or disapprove bank mergers. It is clear, I believe, that this recom- 
mendation was a stratagem to head off Senate passage of H. R. 5948. Cer- 
tainly it was contrary to the President’s recommendation seeking revision via 
antitrust legislation to cover bank mergers accomplished by asset acquisitions 
as envisaged by H. R. 5948. In any event, a Senate bill embodying the Treasury 
proposal was adopted by the Senate during the last Congress and is now incor- 
porated in the proposed Financial Institutions Act of 1957 as section 23, chapter 
5, title III. 


864 Stat. 873. Publie Law 797, Sist Cong., 2d sess. (1950), 12 U. S. C., see. 1828 (c). 

® During the 84th Cong. I sponsored a subsequent bill dealing with premerger notification 
(H. R. 9424) which incorporated the provisions of H. R. 5948. H. R. 9424 was passed by 
the House without dissent on April 16, 1956, and was reported favorably by the Senate 
Judiciary Committee on July 27, 1956, too late for final Senate action. 

10 See Economie Report of President, January 23, 1956, pp. T8—-79: Economic Report of 
President, January 28, 1957, p. 51; Economic Report of President, January 20, 1958, p. 64. 
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These considerations apart, amendment of the banking laws in this area 
would not be inconsistent with the amendment of the antitrust laws to cover 
bank mergers accomplished by asset acquisitions, provided that certain changes 
are made in section 23 of the proposed Financial Institutions Act, including 
insertion of an antitrust savings clause similar to that contained in the Bank 
Holding Company Act.” Indeed, to assure against the Judiciary and the Bank- 
ing Committees of the House working at cross purposes with each other in 
respect to this problem, the Antitrust Subcommittee of the Judiciary Committee 
has decided to defer consideration of amendment of the antitrust laws until the 
House Banking Committee has taken final action on the Financial Institutions 
Act. For that reason, the Antitrust Subcommittee deleted from H. R. 7698 
(a premerger notification bill I introduced during the present Congress) a pro- 
vision plugging the banking loophole in section 7 of the Clayton Act. In this 
context, it is particularly important that the House Banking Committee not 
recommend any action on the Financial Institutions Act which would render 
nugatory future legislative recommendations by the House Judiciary Commit- 
tee relating to the antitrust aspects of this problem. 


PRESENT SECTION 23 IS INADEQUATE 


It is against this background that I turn to section 23, chapter 5, title III of 
the proposed Financial Institutions Act of 1957. That section would first ex 
pand provisions of existing law so as to require prior approval by the appropri- 
ate Federal bank supervisory agency for every merger or consolidation involv- 
ing insured banks. Second, in granting or withholding consent, the Comptroller 
of the Currency, the Federal Reserve Board, or the Federal Deposit Insurance 
Corporation, as the case may be, would be required to consider not only the 
usual banking factors, but also to “take into consideration whether the effect 
(of the proposed transaction) may be to lessen competition unduly or to tend 
unduly to create a monopoly.” Finally, the appropriate supervisory agency 
would be required to consult the other two Federal banking agencies on the 
question of competition and “may also request the opinion of the Attorney Gen- 
eral with respect to such question,” although there would be no requirement to 
do so. 

COMPETITIVE CONSIDERATIONS ARE VIRTUALLY IGNORED 


Under this provision, competitive considerations would be only one of the 
various factors that would have to be taken into account by the appropriate 
Federal banking agency in scrutinizing a proposed bank merger. Beyond this, 
an entirely novel test is proposed, namely, whether the acquisition ‘may lessen 
competition unduly or tend unduly to create a monopoly.” Indisputably this 
proposed standard is far weaker than that of section 7 of the Clayton Act which 
applies to other businesses and prohibits any merger where the effect of the 
acquisition “may be substantially to lessen competition, or to tend to create a 
monopoly.” Moreover, in the 67 years since passage of the Sherman Antitrust 
Act no suggestion has been made that its provisions designed to prevent clogs on 
competition did not apply equally to banking and nonbanking corporations. Nor 
are the characteristics of the banking industry so unique as to justify such 
departure. As the Comptroller of the Currency has testified “It is no less 
important to have competition in banking, when this can be done soundly, as it 
is in other fields of commerce and industry.” ” In these circumstances, I must 
view with the utmost gravity a proposed standard that would provide for 
the banking industry a preferred and favored position. 

It will be recalled that the term “substantially lessen competition” has been 
imbedded in Federal jurisprudence for some 34 years in the course of which 
it has received judicial content via numerous court interpretations. If we dis- 
card this standard for the vague™ and novel standard of “unduly,” we would 





11 See sec. 61, ch. 9, title II of proposed Financial Institutions Act of 1957 (p. 146). 

12 Hearings before Antitrust Subcommittee, House Committee on the Judiciary, on H. R. 
5948 (bank mergers), p. 71 (84th Cong.. 1st sess.). 

18 The following illustrates the vagueness of the proposed standard: 

The Comptroller of the Currency was requested to supply the Antitrust Subcommittee 
with a list of the types of bank merger situations his office would approve under a test 
based on a statutory provision requiring that consideration be given to whether the effect 
thereof may be “to lessen competition unduly or to tend unduly to create a monopoly” 
but would not approve under a test based on a provision reading ‘‘substantially to lessen 
competition or to tend to create a monopoly.” In reply the Comptroller advised the sub- 
committee that after having studied the matter carefully, “it was not feasible to supply 
such a list in the form suggested.” Hearings before the Antitrust Subcommittee, House 
Commitee on the Judiciary on H. R. 264 and H. R. 2143 (premerger notification), p. 194 
(85th Cong., 1st sess.). 
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find ourselves in a sea of trouble. It took years and years to determine through 
court interpretation what the term “substantially to lessen competition” means. 
Should present section 23 be adopted, not only would the courts have to start 
all over again in interpreting a vague and untested term, there would be created— 
and without justification—a dual standard, one for banks—another for non- 
banking corporations. The force of these considerations was noted by the 
Chairman of the Federal Reserve Board. He testified: 

“We recognize * * * that you have a legal groundwork for substantial 
lessening competition already in the framework of the law and that it may not 
be possible to use ‘unduly lessening competition’. “ 

Indeed the present Comptroller of the Currency testified before our Antitrust 
Subcommittee as follows: 

“We have no objection to the principle that the acquisition of one bank 
by another through purchase, merger, or consolidation should not be permitted 
if the effect of the acquisition may be substantially to lessen competition. It is 
no less important to have competition in banking, when this can be done 
soundly, as it is in other fields of commerce and industry.” [Emphasis sup- 
plied. ] * 

Moreover, it must be recognized that if the Congress should adopt the 
standards here proposed and proscribed only bank mergers which tend unduly 
to monopoly, then the Congress, in effect, would be placing its imprimatur of 
approval on mergers which tend to monopoly. Stated otherwise, adoption 
of the “unduly” standard would mean that it is the policy of Congress that a 
bank merger which tends to monopoly is in the public interest; that only if it 
tends unduly to monopoly should it be banned. Apt in this connection is the 
comment of Judges Barnes, former head of the Antitrust Division: “I think 
that when we talk about ‘tendency unduly to create a monopoly’ it seems akin 
to speaking of a man that is not ‘unduly dishonest.’ I think that we have to 
pause a little bit to consider if that is exactly what we mean.” * 

Pertinent in this regard also is testimony by the Comptroller of the Cur- 
rency before our subcommittee: 

“The CHAIRMAN. Mr. Comptroller, as I get it, you would proscribe a merger 
which tends unduly to monopoly. 

“Mr. GIDNEY. Yes. 

“The CHAIRMAN, Is that right? 

“Mr. GIDNEY. Yes. 

“The CHAIRMAN. Then, the converse, it strikes me, would be true: That in 
your judgment, then, a bank merger that tends to monopoly only, is in the 
public interest. 

“Mr, GipNnEY. I don’t—— 

“Mr. KEATING. Watch out. 

“Mr. GipneEY. I hear something I don’t understand too well. 

“The CHAIRMAN. I want you to watch out and listen very carefully. You 
would proscribe or prevent a merger that tends unduly to monopoly 

“Mr. GipNry. Yes. 

“The CHAIRMAN. Then it strikes me if that is sound, then the converse must 
be true: That in your judgment a bank merger that only tends to a monopoly 
is in the public interest? 

“Mr. GIpNEY. Well, we merely have to find it is not contrary to the public 
interest, don’t we? 

“The CHAIRMAN. Yes, but you have got to find it; but when you say it is ‘unduly,’ 
then it is against the public interest 

“Mr. GIDNEY. That is right. 

“The CHAIRMAN. If it is not ‘unduly,’ then it is in the public interest and 
you let it go on. 

“Mr. GIpNEY. Well, do we have a neutral position somewhere there? Are 
we—— 

“The CHAIRMAN. At least you do not take any action then. 

“Mr. GIDNEY. That is right. We have a certain amount of free enterprise, 
even in the banking system, and if it is not against the public interest, why 
should we—— 











14 Hearings before Antitrust Subcommittee, Senate Committee on the Judiciary on S. 3341 
et al. (premerger notification), p. 52 (84th Cong., 2d sess.). 

1° Hearings before Antitrust Subcommittee, House Committee on the Judiciary on H. R. 
5948 (bank mergers), p. 71 (84th Cong., 1st sess.). 

16 Hearings before Antitrust Subcommittee, Senate Judiciary Comimttee on S. 3341 
(premerger notification), p. 157 (84th Cong., 2d sess.). 
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“The CHAIRMAN. In other words, you figure that in the interests of free 
enterprise, you would allow the thing to go along, even if it tends to monopoly 
so long as it does not ‘unduly’ 
“Mr. Gipney. I won’t accept that, because my difficult is this ‘tends’ busi- 
ness. 
“The CHAIRMAN. Is that not what you really say? You say you only pre- 
vent it when it ‘unduly’ tends to monopoly. 
“Mr. GIpNEY. That is to give us 
“The CHAIRMAN. Therefore, if it does not ‘unduly’ tend to a monoploy, 
then in the interests of free enterprise you let it go on without taking any 
action, even if it only tends to a monopoly and does not tend unduly to a mo- 
nopoly. 
“Mr. Gipnry. Well, things are a matter of degree. I think we want the word 
‘unduly’ in there so that this ‘tends’ word is something that we can live with 
and understand. In other words, we can haye—— 
“The CHAIRMAN. Then your answer is ‘Yes,’ is that it? 
“Mr. Gipney. I don’t think I want to say ‘Yes’ on that, sir. I don’t under- 
stand it well enough.” ” 
In these circumstances, I am constrained to agree with the Attorney General 
who testified last year: 
“First, the proposed banking legislation prescribed for bank mergers would 
weaken section 7 standards. The factor of competition would be only one of 
numerous considerations to be taken into account by a banking agency in sean- 
ning a merger. Beyond that, the competitive considerations of section 23 speci- 
fied, whether the acquisition may ‘lessen competition wnduly or tend unduly to 
create a monopoly’ are completely novel and are intended simply to be less 
stringent than those specified by the Clayton Act, section 7 for other American 
business. As the result, not only does that proposal prescribe pale antitrust 
standards, but even that lesser standard is only one of many factors banking 
agencies must consider. All told, then, that proposal does little more than give 
‘lip service’ to insure competitive enterprise in banking. Banking agencies them- 
selves recognize inherent difficulties in construing this jerry-built standard. 
While relevant language of the Clayton Act, section 7, has been on the books 
for almost a half century, proposed section 23’s ‘unduly’ phrasing is completely 
novel. [Emphasis supplied.] * 
The short of the matter is that as former Assistant Attorney General Barnes 
testified the “proposal does little, if anything, to insure competitive enterprise 
in banking. Any pretense that it does seems to me hardly more than sham.” ” 
The contention has been made that a test of “undue lessening of competition” 
would provide greater flexibility by permitting the approval of mergers and 
consolidations which for particular reasons would not be contrary to the public 
interest. It must be recognized, however, that in some circumstances a trans- 
action may not be contrary to the policy of the antitrust laws even though it 
may lessen competition. Thus, in the Jnternational Shoe Company case (280 
U. S. 291), the Supreme Court held that where the concern acquired is 
“a corporation with resources so depleted and the prospect of rehabilitation 
so remote that it faced the grave probability of business failure * * * the 
purchase of its capital stock by a competitor (there being no other prospec- 
tive purchaser), not with a purpose to lessen competition, but to facilitate 
the accumulated business of the purchaser and with the effect of mitigating 
seriously injurious consequences otherwise probable * * * does not substan- 
tially lessen competition or restrain commerce within the intent of the 
Clayton Act.” 

On the same principle, the acquisition by a bank of the assets of another bank 

would not be precluded under the “substantially” test where otherwise there 








17 Hearings before Antitrust Subcommittee, House Committee on the Judiciary on H. R. 
264 and H. R. 2143 (premerger notification), p. 73 (85th Cong., Ist sess.). 


18 Hearings before Antitrust Subcommittee, House Committee on the Judiciary on H., R. 
264 and H. R. 2143. p. 73 (84th Cong., 1st sess.). To similar effect, see testimony of 
Assistant Attorney General Hansen, hearings before House Banking and Currency Com- 
mittee on S. 1451 and H. R. 7026 (pronosed Financial Institutions Act of 1957), p. 128 
(85th Cong., 1st sess.) : testimony of Attorney General Brownell, hearings before a sub- 
committee, Senate Committee on Banking and Currency on proposed Financial Institutions 
Act of 1957. p. 1031 (85th Cong., 1st sess.) : testimony of Assistant Attorney General 
Barnes, hearings before Antitrust Subcommittee, Senate Judiciary Committee on S. 3341, 
et al. (premerger notification), p. 156 (84th Cong., 2d sess.). 

19 Hearings before Antitrust Subcommittee. Senate Committee on the Judiciary on 
S. 3341, et al. (premerger notification), p. 157, 84th Cong., 2d sess.) 
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would be a reasonable probability of the ultimate failure of the acquired bank 
or where, because of inadequate management, the acquired bank’s prospects for 
survival seem dim.” 

In addition to the acquisition of a bank which otherwise would be faced with 
a possibility of failure, there are other circumstances in which, from a banking 
standpoint, the acquisition of a bank by another bank may be in the public inter- 
est. For example, where the acquisition is the most practicable means of dealing 
with a problem bank having inadequate capital or unsound assets or where the 
acquired bank has not adequate provision for management succession. Also, 
where several banks in a small town are compelled by an overbanked situation 
to resort to unsound competitive practices which may eventually have an ad- 
verse effect upon the condition of the banks, the merger of two or more of the 
banks may well be in the public interest. The same principle applies where there 
are not adequate banking facilities. These various situations are illustrative 
of the circumstances where the consummation of the transaction would not be 
contrary to the public interest and not be banned under the “substantially” test. 
However, should there be any doubt in this respect, I would recommend that the 
report of this committee on the proposed legislation make this crystal clear.” 

Manifestly, therefore, these “banking” factors do not make necessary abandon- 
ment of the “substantially” test. In addition to that, adoption of “unduly” 
would mean that there would be one standard for bank acquisitions by other 
banks, another for bank acquisitions by holding companies even though there is 
no real distinction between the two kinds of transactions. Recall that under 
the Bank Holding Company Act, section 3,” the applicable standard for bank 
acquisitions is whether in any line of commerce in any section of the country 
the effect of such acquisition may be substantially to lessen competition or to 
tend to create a monopoly. This is indicated by the following extract from a 
letter which the Vice Chairman of the Federal Reserve Board sent to me on 
January 18, 1957: 

“Section 11 of the Bank Holding Company Act of 1956 provides that nothing 
therein shall be interpreted as approving any action which may be in violation 
of existing law, nor is anything herein to constitute a defense to any action or 
proceeding on account of any prohibited antitrust action or conduct. Also, as 
you indicate, under the Celler-Kefauver amendment to section 7 of the Clayton 
Act the test is whether the effect of the acquisition may be substantially to 
lessen competition or to tend to create a monopoly in any section of the country. 

“Section 8 (c) of the Bank Holding Company Act requires the Board, in 
passing upon each application by a bank holding company for approval of its 
acquisition of bank stock, to consider certain specific factors, including whether 
or not the effect of the proposed acquisition would be to expand the size or extent 
of the holding-company system beyond limits consistent with the public interest 
and the preservation of competition in the field of banking. The concept in- 
volved in this factor is a broad one, and in the Board’s opinion adequate con- 
sideration of the facts in this regard necessarily involwes consideration of the 
standards mentioned in section 7 of the Clayton Act—that is, whether in any 
line of commerce in any section of the country the effect of such acquisition might 
be substantially to lessen competition or to tend to create a monopoly.” {Italic 
supplied. ) 

On the other hand, the test for an acquisition of one bank by another would be 
whether the effect of the transaction “may be to lessen competition unduly or 
to tend unduly to create a monopoly.” Beyond the fact that there is no basis 
for such distinction, the Federal Reserve Board would be faced with the grotesque 
task of having to administer dual standards involving similar types of trans- 
actions. Thus in the case of a merger where the resulting institution is a State 
member bank, the Board, as the appropriate Federal supervisory agency, would 
be obliged to follow the “unduly” test. But in the case of a merger involving a 
bank holding company, the Board would be obliged to follow the “substantially” 
test. The short of the matter is that confusion would be compounded on 
confusion. 


” The Department of Justice has given firm assurance that such mergers would be per- 
mitted under the “substantially” standard. See testimony of Assistant Attorney General 
Hansen before House Banking and Currency Committee on S. 1451 and H. R. 7026 
(proposed Financial Institutions Act of 1957), pp. 180-131 (85th Cong., 1st sess.). See 
also testimony of Attorney General Brownell, subcommittee, Senate Banking and Currency 
Committee on pronosed Financial Institutions Act, p. 1014 (S5th Cong., 1st sess.). 

21See House Judiciary Report No. 1417 on H. R. 5948 (bank mergers), pp. 5-6 (S5th 
Cong., 1st sess.). 

22Proposed Financial Institutions Act of 1957, subsee. (c), sec. 54, ch. 9, title IT 
p. 141). 
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There is yet another consideration, namely, that the proposal would weaken 
the competitive standards which the Comptroller of the Currency now professes 
to follow with respect to bank mergers. It will be recalled that approval of the 
Comptroller of the Currency is required in all cases of mergers between national 
‘banks, or between a national bank and a State bank where the resultant insti- 
tution is to be operated under a national charter. I point out that the Comp- 
troller of the Currency has stated on numerous occasions that before granting 
merger approval, he will determine whether its effect in any section of the 
country may be substantially to lessen competition or tend to create a monopoly; 
that he will determine, in short, whether the transaction is violative of the policy 
of the Celler-Kefauver Act. Moreover, the Comptroller has stressed that he 
would not approve any bank merger or consolidation which he thinks would be 
a violation of the principles of this act. Thus, in a letter to me dated March 14, 
1955, the Comptroller of the Currency stated in part: 

“In determining whether the approval of this office will be given to any merger 
or consolidation, the Comptroller considers, among other things, how the pro- 
posed merger will affect the particular banks involved, the soundness of the 
national banking system, and the convenience and needs of the community con- 
cerned. There may be a technical question as to the specific application of section 
7 of the Clayton Act to these mergers. However, it has been the practice of the 
Comptroller before giving his approval to determine whether the effect of the 
merger, ‘in any section of the country * * * may be substantially to lessen 
competition, or to tend to create a monopoly.’” (Italic supplied.)™ 
Again in March 1957, the Comptroller testified as follows: 

“Mr. MALETz. Is it your practice * * * not to approve any bank merger where 
the effect may be substantially to lessen competition or tend to create a monopoly? 

“Mr. GipNey. I say, that has been our practice. We have not approved any 
where it could be. 

“Mr. Maerz. That is your practice? 

“Mr. GIpNEY. We have not approved where it could be shown. 

The fact is, however, that from 1950 to May 1, 1955, the office of the Comp- 
troller approved 376 bank mergers and consolidations involving in respect to 
banks absorbed total resources of $7,464 million. During the same period that 
office did not disapprove a single merger application on the basis of competitive 
considerations.~ The report of our Subcommittee on Corporate and Bank Mer- 
gers issued in December 1955, made the following comment in this connection: 

“Comptroller of the Currency, Ray M. Gidney, has indicated that before giving 
his approav] to any bank merger or consolidation coming within his jurisdiction, 
he will determine whether its effect in any section of the country may be sub- 
stantially to lessen competition or tend to create a monopoly; in short, he will 
determine whether the merger is violative of the policy of the Celler-Kefauver 
Antimerger Act. Mr. Gidney has stressed that he would not approve any bank 
merger of consolidation which he considers to be in violation of the principles of 
this act. But what does the record show? It shows that from 1950 to May 1, 
1955, the Comptroller and his predecessors have approved 376 bank mergers and 
consolidations involving total resources of $7,464 million. It also shows that 
since 1950 the Comptroller’s office has not disapproved a single merger application 
on the basis of a possible substantial lessening of competition. This is not sur- 
prising since the Comptroller’s office has ‘not issued anything specific to the 
examiners’ in regard to considering anticompetitive factors; it has never notified 
national bank examiners of ‘given them any specific admonition’ that it is the 
Comptroller’s policy to disapprove any bank merger violative of the Celler- 
Kefauver Act. Nor has it required examiners to make findings of fact with 
regard to competitive considerations in recommending approval or disapproval of 
proposed bank mergers.” ™ 

It should be added that within a few weeks after issuance of this report in 
December 1955, the Comptroller’s office promulgated standards for considering 


29 24 





23 See Congressional Record ,vol. 101, pt. 3, pp. 3307-3308 (84th Cong., Ist sess.). 

See also hearings before Antitrust Subcommittee, House Committee on the Judiciary on 
Current Antitrust Problems, pp. 452-453, 493 (84th Cong., 1st sess.). 

% Hearings before Antitrust Subcommittee, House Committee on the Judiciary on H. R. 
264 and H. R. 2143 (premerger notification), p. 143 (85th Cong., 1st sess.). 

* Hearings before Antitrust Subcommittee. Honse Committee on the Judiciary on Cur- 
rent Antitrust Problems, p. 451 (84th Cong., 1st sess.). 

% Interim report, Antitrust Subcommittee, House Committee on the Judiciary on Cor- 
porate and Bank Mergers, p. 36 (84th Cong., 1st sess.). 
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the competitive consequences of bank mergers.” Furthermore, after the sub- 
committee hearings, the Comptroller’s office in June 1955, for the first time, 
informally disapproved a merger application because of competitive considera- 
tions and followed that up in November 1955 by refusing for similar reason to 
approve certain proposed mergers in cases involving 8 banks. However, in 1955 
the office approved 126 bank mergers involving, in respect of banks absorbed, 
resources Of $2,015,225,452. In 1956 it approved 105 bank mergers involving 
banks absorbed having total resources of $2,380,816,965 and informally dis- 
approved 10 applications for competitive reasons.” In 1957 it approved 82 mer- 
gers involving banks absorbed having resources of $1,142 million, without dis- 
approving any application for competitive reasons. 

Without in any way singling out the present incumbent—my remarks are 
applicable to his predecessors as well—the conclusion is inescapable as the 
Attorney General has testified, that the office of the Comptroller General has 
tended to give little or no consideration to the question as to whether or not 
competition would be substantially lessened.” 


THE APPROPRIATE FEDERAL BANK SUPERVISORY AGENCY MUST BE REQUIRED TO GIVE 
NOTICE TO THE ATTORNEY GENERAL 


The obvious reason for failure to take competitive considerations adequately 
into account is lack of expertise in the antitrust field on the part of Federal 
bank supervisory agencies. The Comptroller of the Currency has stated and 
I quote him: “I have no competency in that (the antitrust) field. I do not know 
what the courts have done.” ” 

‘Similarly, the Chairman of the Federal Reserve Board pointed out that 
administration of the banking laws was in an entirely different sphere than 
enforcement of the antitrust laws. He testified: 

“The principal functions of the Federal Reserve System lie. in the field of 
monetary and credit policy and bank supervision. The prosecuting and adjudi- 
ecatory functions involved in the enforcement of the antitrust laws are only 
indirectly related to the Board’s principal responsibilities. They are of a 
character quite different from the functions normally exercised by the Board 
in passing upon particular transactions in the bank supervisory field. In other 
words, enforcement of the antitrust laws and the function of bank supervision 
represent, we believe, different spheres of governmental operations.” ™ 

As the Department of Justice has observed, “failure to insure informed advice 
on competitive factors could have effects far beyond the banking field. Without 
(the Department’s) right to intervene in bank mergers there might be as many 
different views of section 7 standards and scope as there were agencies charged 
with this enforcement. The result could well be disparities in view, which in 
turn spell real enforcement inequities. Enforcement effectiveness as well re- 
quires some procedure for (the) Department’s intervention. Otherwise in (its) 
overall responsibility for section 7’s enforcement * * * outside of the banking 


2 Hearings before Antitrust Subcommittee, House Committee on the Judiciary on H. R. 
264 and H. R. 2148 (premerger notification), pp. 175-176 (85th Cong., 1st sess.). 

%Id., pp. 171-172. Attorney General Brownell testified on this point as follows: 

“Senator DoucLas. Mr. Brownell, when the same proposal was up before us last year I 
gathered some figures from the records of the Comptroller of the Currency on approving 
and disapproving mergers since 1950. My figure showed that there were 6 years, from 
1950 to 1955, inclusive, in which he had approved 460 mergers, had formally disapproved 9, 
had informally disapproved 13; therefore, he had approved between 96 and 98 percent of 
all mergers during those 6 years. 

“Could you tell me if these figures which I collected are approximately accurate, accord- 
ing to your knowledge? 

“Mr. BROWNELL. Yes; they are. And I am not so sure that the 22 that were turned 
down were turned down on the ground of competitive factors.” 

Hearings before subcommittee, Senate Committee on Banking and Currency on Banking 
Laws, Financial Institutions Act of 1957, p. 1027 (85th Cong., Ist sess.). 

*” The Attorney General testified in part as follows: 

“Senator DouG.ias. In other words, up to date the Comptroller of the Currency has 
tended to give little or no weight to the question as to whether or not competition would 
be subsantially less? 

n “Mr. BROWNELL. I believe that is a fact. And I think his own testimony indicates that.” 

vid. 

89 Hearings before Antitrust Subcommittee, Senate Committee on the Judiciary, on 
S. 3341 et al. (premerger notification), p. 80 (84th Cong., 2d sess.). 

%11d., p. 49. 
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area—(the) Department would be bound by bank merger precedents (it) had 
no voice in picking or shaping.” ™ 

In these circumstances, it would be little short of folly to require the appro- 
priate Federal bank supervisory agency to obtain the views of the other two 
banking agencies, but not impose the same requirement in respect to seeking 
the informed advice of the Department of Justice—the one agency possessing 
the necessary competency to make an informed recommendation respecting com- 
petitive implications of a proposed merger. Actually, the Comptroller of the 
Currency testified before our subcommittee that he didn’t really object to a 
provision requiring him to obtain the opinion of the Attorney General as to 
the antitrust implications of a proposed merger, provided it was submitted 
promptly or within a designated period.” 

Furthermore, on the basis of past experience, unless a requirement of man- 
datory consultation with the Department is written into law, there is little, 
if any, likelihood that the Federal banking agencies will seek the informed 
advice of the Attorney General. Consider, for example, that although the office 
of the Comptroller of the Currency approved some 647 mergers in the past 
8 years, many involving acute competitive problems, in only one instance did 
the Comptroller seek the Department’s advice on the competitive effect of a 
particular bank merger problem. This was made clear in a letter from Assist- 
ant Attorney General Hansen to me, dated March 20, 1957, which reads as 
follows: 

“In Attorney General Herbert Brownell’s appearance before your subcom- 
mittee on March 6, 1957, it was requested that the Department furnish you 
with instances in which Comptroller of the Currency Ray M. Gidney sought 
advice from the Antitrust Division as to whether the effect of a given merger 
may be substantially to lessen competition or tend to create a monopoly. We 
have reviewed our records and find that in only one instance was the Depart- 
ment’s advice sought on the competitive effect of a particular bank merger 
problem. In that instance, members of the Comptroller’s staff conferred in- 
formally with the Division around the end of September 1956 on the proposed 
acquisition of the Peoples Saving Bank of Port Huran (Mich.) by the Michigan 
National Bank. This proposed acquisition has been subject to a rather thor- 
ough investigation because of Sherman Act as well as Clayton Act problems. 

“In two other instances, the Comptroller’s office has forwarded information 
to the Division on bank mergers. On August 8, 1956, the proposed merger of 
Farmers & Merchants National Bank of Los Angeles and Security First Na- 
tional Bank of Los Angeles was brought to the Division’s attention before the 
Comptroller had given his approval. It was with respect to this merger that 
I personally talked to Mr. Gidney on the telephone. Lack of section 7 jurisdic- 
tion because this transaction was consummated by an acquisition of assets 
precluded the Department from considering this matter under section 7. On 
August 17, 1956, the Comptroller called the Division’s attention to his approval 
of the merger of the Delaware Valley Bank & Trust Company of Bristol (Pa.) 
and the Philadelphia National Bank of Philadelphia. 

“In three other instances, our records show that the Comptroller’s office 
was notified of our interest in certain bank-merger problems. Notice was given 
on January 5, 1955, on the Chase-Manhattan Bank merger, March 7, 1955, on the 
National City-First National Bank merger, and around the 1st of December 
1956 on the pending New York bank holding company formation which is now 
before the Federal Reserve Board for approval. In the Chase-Manhattan and 
National City-First National Bank mergers, this Department specifically re- 
quested from the Comptroller’s office information or data relating to competi- 
tive aspects of these mergers. In the pending holding company problems, our 
requests for information have been mainly channeled through the Federal Re- 
serve Board, the agency with primary jurisdiction over this matter under the 





® Testimony of the Attorney General before subcommittee, Senate Committee on Banking 
and Currency on Proposed Financial Institutions Act of 1957, p. 1032 (85th Cong., 1st 
sess.). See also testimony of Assistant Attorney General Hansen, hearings before House 
3anking and Currency Committee on 8S. 1451 and H. R. 7026 (Proposed Financial Institu- 
tions Act of 1957), p. 131 (85th Cong., 1st sess.) ; testimony of Assistant Attorney General 
Barnes, hearings before Antitrust Subcommittee, Senate Judiciary Committee, on S. 3341 
et al. (premerger notification), p. 160 (84th Cong., 2d sess.) : testimony of Attorney General 
Brownell. hearings before Antitrust Subcommittee, House Committee on the Judiciary, on 
H. R. 264 and H. R. 2143 (premerger notification), p. 74 (85th Cong., 1st sess.). 

33 Hearings before Antitrust Subcommittee, House Committee on the Judiciary on H. R. 
264 and H. R. 2143 (premerger notification), p. 131 (85th Cong., Ist sess.). 
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Bank Holding Company Act of 1956. However, a recent information request 
has been made directly to the Comptroller’s office.” “ 


WHERE THE CONTINUING INSTITUTION IS TO BE A STATE BANK, NOTICE TO THE 
STATE BANK SUPERVISOR SHOULD BE REQUIRED 


The foregoing considerations are equally applicable in respect to obtaining 
the views of the appropriate State banking supervisor when the continuing 
institution is to be a State bank. In such Cases it is as necessary to obtain 
the views of the appropriate local official as it is the views of the other two 
Federal banking agencies since the State supervisor usually will have special 
knowledge of local banking and other matters—factors which are of the high- 
est degree of relevance to a determination as to whether final approval should 
be granted or withheld. Consequently, I deem it important that section 23 be 
amended to require notification to the appropriate State bank supervisor where 
the proposed merger will result in creation of a State bank. 





NEED FOR ADOPTION OF AN ANTITRUST SAVINGS CLAUSE 


Section 11 of the Bank Holding Company Act, which is incorporated in the 
present bill as section 61, chapter 9, title II, provides that: 

“Nothing herein contained shall be interpreted or construed as approving 
any act, action, or conduct which is or has been or may be in violation of existing 
law, nor Shall anything herein contained constitute a defense to any action, 
suit, or proceeding pending or hereafter instituted on account of any prohibited 
antitrust or monopolistic act, action, or conduct.” 

Purpose of this section is to insure that no provision of the Bank Holding 
Company Act is to supersede any provision of any other Federal law, particu- 
larly those “designed to control monopoly or break up trusts.” To quote from 
the Senate report on the bank holding bill: 

‘The bill provides that none of its provisions are to be construed as approving 
any act, action or conduct in violation of existing law. It also provides that 
nothing in the bill shall constitute a defense to any action, suit, or proceeding 
pending or later instituted on account of any prohibited antitrust or monop- 
olistic act, action or conduct. In the opinion of your committee, approvals 
granted and action permitted under the provisions of this bill are not to super- 
sede the provisions of other Federal laws, particularly those designed to control 
monopoly or break up trusts. For example, the Clayton Act has been judicially 
determined to apply to banks. Under the provisions of that act, the Federal 
Reserve Board has an administrative role to play in determining whether banks 
comply with the requirements of the Clayton Act. Under the provisions of this 
bill, any action taken by the Federal Reserve Board in accordance with its 
terms is not to interfere in any manner with the performance by the Board 
of such functions aS may be assigned to it under the Clayton Act.” ” 

Unless this same antitrust savings provision is made applicable to bank 
mergers, the possibility would exist—certainly the contention would be ad- 
vanced—that the Financial Institutions Act has nullified the strictures of the 
Sherman Act forbidding any bank merger which results in an unreasonable 
restraint of trade or monopoly. 

What is more, absence of such provision could well render nugatory action 
that might be taken by the House Judiciary Committee in recommending legis- 
lation to plug the loophole in Clayton Act, section 7 so as to cover bank mergers 
accomplished by asset as well as stock acquisitions. This would necessarily 
follow if failure to include a savings clause was construed to mean that section 
7’s provisions dealing with bank mergers had been superseded by the present 
legislation.” 


THERE IS NO JUSTIFICATION FOR PROVISIONS OF THE BILL ALLOWING BANKS TO 
PURCHASE AND HOLD STOCK IN OTHER BANKS AS STEPS IN A PROPOSED MERGER 


Two provisions of the pending bill, one permitting national banks, the other, 
State member banks to purchase and hold stock of other banks for 90 days in 


%1d., pp. 25-26. 

36 denkte Banking and Currency Report No. 1095, p. 10 (84th Cong., 1st sess.). 

% See hearings, Honse Committee on Banking and Currency on S. 1451 and H. R. 7026 
(Proposed Financial Institutions Act of 1957), p. 184 (85th Cong., Ist sess.). See also 
hearings before subcommittee, Senate Committee on Banking and Currency on Proposed 
Financial Institutions Act of 1957, p, 1034 (S5th Cong., Ist sess.). 
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contemplation of merger are particularly mischievous. The first, subsection 
(b), section 32, chapter 6, title I (p. 25), reads: 

“A national bank may, with the prior approval of the Comptroller, directly 
or indirectly purchase and hold, for not to exceed ninety days, stocks of another 
bank as steps in a proposed absorption of such other bank through merger, 
consolidation, acquisition of assets and assumption of liabilities, or otherwise.” 
The second, section 23, chapter 5, title II (p. 96), reads: 

“State member banks shall be subject to the same limitations and conditions 
with respect to the purchasing, selling, underwriting, and holding of investment 
securities and stock as are applicable in the case of national banks under section 
32 of the National Bank Act: Provided, however, That with the prior approval 
of the Board, a State member bank may directly or indirectly purchase and 
hold for not to exceed ninety days stock of another bank as steps in a proposed 
absorption of such other bank through merger, consolidation, acquisition of 
assets and assumption of liabilities or otherwise.” 

Candor compels me to say that rarely have I seen a proposal better calculated 
to stimulate merger activity and enhance banking concentration. To quote the 
Comptroller of the Currency: 

“We are opposed to enactment of this proposal. 

“Two or more national banks may merge or consolidate only upon the ap- 
proval of the holders of two-thirds of the stock of each bank. Once a bank 
owned control of another bank, the shareholders of the acquiring bank would, 
as a practical matter, have very little choice but to vote for the proposed merger 
or consolidation. We do not believe that it is proper for the officers or directors 
of a national bank even with the prior approval of the Comptroller, to use the 
bank’s money to acquire stock in another bank as a first step to merging or 
consolidating with that bank. We have a like belief with respect to similar 
Federal legislation affecting State banks that are members of the Federal Re 
serve System.” ™ 

Indee:'!. I am somewhat puzzled as to why this proposal was inserted in the 
bill in the first place especially because of the testimony of Governor Robertson 
of the Federal Reserve Board before this committee that it wasn’t really very 
important to begin with. He stated: 

“This is a very insignificant portion of the bill, and we really don’t urge it one 
way or the other. It comes up because of a situation in California, for example, 
where this procedure has been used in the past. * * * But it is not important. 
It is a very limited sort of proposition, and we wouldn’t urge it or oppose it.” ™ 


AMENDMENT IS NECESSARY TO PREVENT THE HOLDING COMPANY DEVICE FROM BEING 
USED TO CIRCUMVENT STATE BRANCH DISTRICT LINES 


Finally, amendment is essential to prohibit holding company acquisition of 
banks within a State except within the area within which branches of banks are 
permitted. Such provision, it will be recalled, was incorporated in section 5 (c) 
of the Spence bank holding company bill (H. R. 6627) which was adopted over- 
whelmingly by the House in the last Congress though the section was later 
deleted in conference. Subsequent developments have only served to underscore 
need for its enactment. Absent such provision, State geographic limitations have 
been and can be avoided by the simple expedient of forming a holding company 
to acquire control of banks throughout the State without regard to district lines. 
As an illustration, the Marine Midland Corp., which was organized in 1929 and 
is presently New York State’s leading holding company, felt itself ‘compelled 
to carry out (its) plans by the method of ‘group’ banking because * * * the 
laws of New York State and the National Banking Act both prohibit branch 
banking beyond city limits.” ” 

Circumvention is possible notwithstanding that a holding company system is a 
substitute for a branch system and that there is no essential difference between 
branches and affiliates, or subisidiary banks. As this committee stated most 
cogently : “Great stress has been placed on their difference in form, which every- 
one of course recognizes. * * * [H]owever, in a large measure they are differ- 
ences without a distinction. Other than in form, what is the practical difference 
between a branch and a bank the stock of which is owned by a holding company 





87 See hearings, House Committee on Banking and Currency, on S. 1451 and H. R. 7026 
(Fpspoeed ee Institutions Act of 1957), p. 156 (85th Cong., 1st sess.). 

8 See earings before House Committee on Baning and Currency on H. R. 2764 to pro- 
vide for the control and regulation of bank holding companies, p. 171 (84th Cong., Ist 
sess.), hereinafter referred to as “House hearings.” 
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that can select the bank’s directors and change them at its pleasure, even holding 
repurchase rights to the directors’ qualifying shares; that can hire and fire the 
bank’s personnel and otherwise supervise its operations; that can make its 
investments, handle its insurance, buy its supplies, originate and place its ad- 
vertising ; can pass on its loans to local firms and individuals, usually receiving 
a fee for services performed?” “ The fact is that “as each new bank is * * * 
added to those already a part of the holding-company system, such bank auto- 
matically becomes in effect, though not in name, a branch of that banking 
system.” * 

To my mind the conclusion is inescapable that despite all that has been 
said about the distinction between bank holding company groups and branch 
banking systems, both accomplish the same thing—the operation of a number 
of banking units under one control and management. Through the corporate 
device, holding companies still can be used to evade branch banking laws and 
defeat the declared policies of the State regarding branch banking. The same 
management which is restricted in its operation under a bank charter can, via 
a holding company, acquire a unit bank, operate it in the same manner a branch 
would be operated and flout the expressed will of the legislative body of a State 
regarding the establishment of branches. This should not be tolerated. 

Bear in mind that the overriding purpose of the Bank Holding Company Act 
and of State branching restrictions is similar: to safeguard against banking 
monopoly by minimizing the dangers inherent in concentration of economic 
power through centralized banking control. Yet, the Bank Holding Company 
Act, by permitting the piercing of branch district lines via the holding company 
device, is now serving as a convenient vehicle for fostering just that banking 
concentration which it is designed to prevent. I can think of no greater anomaly. 

This whole issue, long virtually dormant, came dramatically to life in New 
York State last year when the First National City Bank of New York, the second 
largest in the city, sought to evade New York State statutory limitations pre- 
venting banks in New York City from establishing branches outside the bound- 
aries of the city. This it tried to do by applying to the Federal Reserve Board for 
permission to form a bank holding company with the initial objective of acquiring 
control of the County Trust Company of White Plains, White Plains, N. Y., the 
dominant commercial bank in Westchester County. Undoubtedly, successful con- 
summation of this transaction would have forced other giant banking institutions 
in New York City, in self-defense, to utilize the same subterfuge and swallow up 
other banks in the State. Experience in the bank merger field proves that one ac- 
quisition inexorably leads to another. The prospect, therefore, was that the First 
National City plan would initiate a chain reaction until ultimately a handful 
of giant New York City banks, through the holding company device, would be in 
control of nearly every sizable commercial bank in the State of New York. This 
would mean that the day of independent unit and regional banking would have 
passed and that money and credit in New York State would be largely controlled 
by a few dominant banking institutions. 

I think it is fair to say that effectuation of the First National City plan could 
mean the end of branch district lines in the State; it could mean basic alteration 
of the State’s banking structure, completely without the approval of the State 
legislature. 

Had section 5 (c) of the Spence bill been enacted into law, the proposal, of 
course, would have been stopped in its tracks. Obviated would have been any 
such threat to the State’s banking structure. As it was, because of the absence 
of Federal legislation on the subject, the State legislature was forced to pass an 
interim bill, effective until May 1, 1958, forbidding any bank holding company 
from acquiring any bank except within the geographic limitations that would 
apply to the establishment of branches under the banking laws of the State. 

Even so, the Federal Reserve Board apparently is doubtful as to State au- 
thority to legislate in this area. After an examiner recommended to the Board 
that the First National City application be dismissed on the basis that State 
law bars the transaction, the Board remanded with instructions to file a report 
on the merits of the transaction. In light of this development, it is incumbent 
upon this committee to reiterate either through an amendment or through a 
statement in its report that the Bank Holding Company Act does not preempt the 
field and that there is a wide area for permissible State action. 


* House Banking and Currency Rept. No. 609 on Bank Holding Company Act of 1955, 
p. 3 (84th Cong., 1st sess.). 
*1 See House hearings, p. 212. 
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This is necessary despite the fact that the Bank Holding Company Act, 
coupled with its legislative history, seems to make it crystal clear that there 
has been reserved to the State wide latitude to adopt appropriate bank holding 
legislation. Thus, section 7 of the Bank Holding Company Act specifies that 
“The enactment by the Congress of the Bank Holding Company Act of 1956 
shall not be construed as preventing any State from exercising such powers 
and jurisdiction which it now has or may hereafter have with respect to banks, 
bank holding companies, and subsidiaries thereof.” 

Furthermore, the legislative history explains in detail what the section means. 
The report of the Senate Banking and Currency Committee makes this com- 
ment: 

“* * * another provision of this bill expressly preserves to the States a right 
to be more restrictive regarding the formation or operation of bank holding 
companies within their respective borders than the Federal authorities can be 
or are under this bill. Under such a grant of authority, each State may, within 
the limits of its proper jurisdictional authority, be more severe on bank holding 
companies as a class than (1) this bill empowers the Federal authorities to be or 
(2) such Federal authorities actually are in their administration of the pro- 
visions of this bill. In the opinion of the committee this provision adequately 
safeguards States rights as to bank holding companies.”’ “ 

Beyond that, Senator Robertson, sponsor of the legislation in the Senate 
and chairman of the Banking and Currency Subcommittee which considered the 
measure, pointed out in Senate debate that “each State may * * * enact legis- 
lation to regulate bank holding companies.’ As an example of the type of 
legislation States were empowered to enact, Senator Robertson inserted in the 
Congressional Record the text of a bank holding bill recently passed by the 
Georgia Legislature,“ preventing any bank holding company incorporated under 
State law or doing business in the State, from acquiring 15 percent or more of 
the voting stock of each of two or more banks. Illinois has enacted similar 
legislation.® 

But apparently the statute and the legislative history are not, in the eyes 
of the Federal Reserve Board, sufticiently dispositive that Congress intended 
to leave wide latitude to the States to enact holding company legislation. In 
these circumstances, this committee, I submit, has no alternative but to remove 
any doubt whatsoever as to the authority of the States to legislate in this area. 
Only then can there be firm assurance that State bank holding company action 
will not be overridden. 

Mr. Cetter. I am sorry I took so long with this statement, gentle- 
men, but I think it was necessary. 

The CHamrman. You have a very thoughtful and a very excellent 
statement, Mr. Chairman. 

Mr. Cetter. Thank you. 

The CHatmrman. I am sure your views will be considered. 

Mr. Parman. He hasn’t finished, I don’t think, Mr. Chairman. 

The Cuairman. I know your suggestions will be considered, Mr. 
Celler, and I am sure that a few of them will be: adopted. 

Mr. Cetter. Thank you very much. 

Mr. Parman. He had a statement there that he had not read, Mr. 
Chairman. 

The Cuamman. That has been inserted in the record. 

Mr. Parman. Do you mean about the insurance provisions? 

Mr. Mctrer. The complete statement has been put in the record. 

Mr. Parman. He hasn’t read the parts about the insurance pro- 
visions. I hope he reads it. It is not long. 


#S. Rept. No. 1095 (84th Cong., Ist sess.), p.11. See also House hearings, p. 98. 
- oe Record, Apr. 23, 1956, p. 6043. 
1d. 

Mississippi outlaws bank holding companies while Vermont bars any corporation 
whose primary business is the holding of stock in other corporations. Wsconsin law pro- 
vides that any corporation controlling a majority of stock in a State bank is to be deemed 
engaged in the business of banking and subject to supervision of the State banking 
department. 
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Mr. Ceuier. That has been put in the record. 

Mr. Parman. He states this, Mr. Chairman, that that law has been 
repealed, 40 years ago. 

Mr. Crexter. In case you want to ask me questions, I have brought 
with me the counsel for the Subcommittee on Revision and Codifi- 
cation of the laws. It is clearly indicated that that particular pro- 
vision has been repealed. There is no question about it. But if you 
wish me to dilate on it, I will be glad to. 

Mr. Parman. I wish he would, Mr. Chairman. It is a very im- 
portant provision in the bill. 

Mr. Cretier. Shall I proceed, Mr. Chairman ? 

The CratmmMan. Yes; you may proceed. I thought you had com- 
pleted your statement. 

Mr. Crtier. Section 45 of title I of S. 1451 would authorize na- 
tional banks located in communities of fewer than 5,000 inhabitants 
to act as insurance agents and real estate brokers. Doubting the 
wisdom of a provision by which national banks would be permitted 
to commingle the business of banking with that of insurance and real 
estate brokerage, I consulted Senate Report 121, which accompanies 
the bill. Concerning section 45, Senate Report 121 makes the follow- 
ing sole assertion : 

This section continues the provisions of title 12, United States Code, section 
92, governing the insurance agent and real estate broker activities of national 
banks in communities of not more than 5,000 inhabitants (p. 19). 

In other words, the Senate report presents section 45 as a mere con- 
tinuation or codification of existing law. Curious as to the precise 
language of relevant existing law, [ consulted title 12 of the current, 
1952 edition of the United States Code. Section 92 is not to be found 
in this title of the code. Instead, there is a compiler’s note stating 
that the provisions of section 92, which had been added in 1916, were 
omitted in certain amendments made in 1918, and that therefore this 
section had been omitted from the code. 

I have studied the matter further, and it now oppears that what 
was presented to Congress as a mere continuation or codification 
amounts, in reality, to a proposal to revive a former, but long dead 
provision in facor of national banks located in small communities; 
that this provision was first enacted in 1916; was repealed in 1918, 
and has never thereafter been reenacted. For 40 years, in other 
words, to and including the present moment ,there has been no such 
provision in the law. 

I shall outline the basis for this conclusion: 

Authority to national banks in small communities to act as insur- 
ance agents and real estate brokers was provided for the first and 
only time by Public Law 270 of the 64th Congress (39 Stat. 752, 753), 
approved September 7, 1916. The passage which created this priv- 
ilege is part of a lengthy amendment to section 5202 of the Revised 
Statutes, set out within quotation marks following the words: 

Section 5202 of the Revised Statutes of the United States is hereby amended 
so as to read as follows: 

As so amended, Revised Statute 5202 contained the following four 
major provisions: 

(a) It prohibited national banks from incurring indebtedness in 
excess of capital stock paid in and remaining undiminished by losses, 
with five enumerated except lions; 

95375—58—pt. 2——41 





1502 FINANCIAL INSTITUTIONS ACT OF 1957 


(b) It subjected transactions of Federal Reserve banks in bills 
elias to regulation by the Federal Reserve Board ; 

(c) It gr anted national banks in small communities authority to 
act as insurance agents and real estate brokers, the provision which 
is the subject of this discussion ; and 

(d) It provided for acceptance by member banks of drafts and 
bills of exchange drawn on them. 

The authority to act as insurance agents and real estate brokers 
which is now the subject of section 45 of S. 1451 thus became and 
was a part of section 5205 of the Revised Statutes of the United 
States. 

So much for the enactment of the authority of national banks to 
act as insurance agents and brokers. The repeal of this authority 
is found in Public Law 121 of the 65th Congress (40 Stat. 506, 512), 
approved April 5, 1918. Section 20 of that enactment begins with 
the words: 

Section 5202 of the Revised Statutes of the United States is hereby amended 
so as to read as follows. 

There follows, within quotation marks, that provision of the 1916 
enactment, above referred to, which prohibits national banks from 
incurring indebtedness in excess of capite il stock paid in, with a sixth 
exception added to the previously existing five. However, the three 
other major provisions of section 5202, as amended by the 1916 enact- 
ment, are omitted altogether, namely those: 

(a) Subjecting transactions of Federal Reserve banks in bills 
receivable to regulation; 

(2) Granting national banks in small communities authority to 
act as insurance agents and real estate brokers; and 

(c) Providing ‘for ace eptance by member banks of drafts and bills 
of exchange drawn on them. 

There can be no question but that the effect of the 1918 enactment, 
in omitting from section 5202 of the Revised Statutes, as thereby 
amended, the grant of authority to national banks in small communi- 
ties to act as msurance agents and real estate brokers, was to repeal 
that grant totally. The authority never existed outside of section 
5202. Its omission from amended section 5202 left it without life, for 
it is well established that an amendment using the words “so as to 
read as follows” followed by matter within quotation marks has 
the effect of substituting the matter so included within quotes for 
the entire text of the provision which is the subject of the amendment. 

I would not close without acknowledging some of the arguments 
I am informed have been made to sustain the position that the provi- 
sion in question somehow survived repeal and is still on the books. 

First, it is contended that Congress, in 1916, did not intend to 
include the second, third, and fourth major provisions referred to 
above as amendments to section 5202, but meant them as independent 
enactments. This argument requires the further contention that the 
inclusion of those provisions within the same quotation marks as 
included the first such provision was an error. 

It is urged that what was really intended was to make these three 
provisions amendments to section 13 of the Federal Reserve Act of 
1913 (Publie Law 48, 63d Cong., 2d sess., 38 Stat. 263) rather than 
amendmeénts to section 5202. Support for this contention is sought 
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in the practice of the Comptroller of the Currency in administratively 
treating the four major provisions of the 1916 enactment as parts 9, 
10, 11, and 12 of section 13. 

Since the grant of authority under discussion was never part of 
section 5202, the argument continues, it was not repealed, nor were 
the other two major segments, when Congress, in 1918, added a sixth 
exception to the rule against incurring excessive indebtedness. It is 
also asserted that the managers of the 1918 act made no reference to 
the repeal of the substantive provisions under consideration in de- 
bating that act or in any committee report. 

Further, it is pointed out that the 1926, 1934, 1940, and 1946 edi- 
tions of the United States Code continued to carry the provision grant- 
ing national banks in small communities authority for insurance and 
real estate activities, and only the 1952 edition of the code omitted 
it. It is also asserted that the 1952 edition of the code carried (as 
sec. 361 of title 12) the provision relating to dealings in bills receiva- 
ble. This inclusion was inadvertent and is scheduled for deletion in 
the next edition. 

Finally, I understand that the Comptroller of the Currency has 
regulations under presently nonexistent section 92 of title 12, and is 
enforcing them. 

Mr. Chairman, 1 will not enter into dispute concerning the validity 
of any of the foregoing arguments. Some propositions are too clear 
for eavil. An unambiguous enactment is the law. The United States 
Code is prima facie evidence of what the law is. The various con- 
tentions that have been made, to the effect that the grant of authority 
to national banks in small communities to engage in tangential busi- 
nesses was never repealed, all run afoul of these unassailable princi- 
ples. More than mere doubt and conjecture are required to overcome 
the force of law, or to overcome the official prima facie statement of it. 

Inasmuch as the authority under discussion was unambiguously 
repealed, candor requires that the proposal of section 45 be presented 
and fully considered on its merits, and not passed over as a mere con- 
tinuation or codification of existing law. 

I want to thank you, Mr. Chairman, and your colleagues, for your 
very respectful consideration. 

The Cuarrman. We are glad to have your views, Mr. Celler, I 
think you have presented an excellent statement. Some of it I agree 
with. 

I may say that I am very anxious to go into executive session this 
morning to consider the disaster loans bill. I am afraid if we can’t 
report the bill out of committee today we won’t get it through for 
some time. 

Mr. Parman. I want only 1 minute, Mr. Chairman. 
comment briefly on Chairman Celler’s testimony. 

I have been a member of this committee for 22 years. I have never 
known a finer, more comprehensive statement to be made before this 
committee, including basic important facts that this committee should 
have, than the statement by the gentleman from New York. He has 
rendered this committee a great service. He has done something 
that is very constructive and needed in this record. We did not have 
it. We did not have anything similar to it. 

Further, Mr. Chairman, I think you should make available to 
every member of this committee, a public document that the Commit- 


I want to 








1504 FINANCIAL INSTITUTIONS ACT OF 1957 


tee on the Judiciary prepared, under the leadership of the gentleman 
from New York, a document of probably a hundred or 200 pages, on 
the concentration of banking resources in the United States. We 
don’t have any study like that in this committee. We have never had 
anything like it in this committee. It will be worth a great deal to 
us in the consideration of these subjects on banking legislation, and 
I ask, Mr. Chairman, that you have those documents from the Ju- 
diciary Committee distributed to members of the committee. 

aad I want to compliment the gentleman for the fine service he 
say rendered us here this morning, and for the information that he 
gave us, and certainly for being so forthright in his views and taking 
issue with important people in this country with whom very few 
people are prone to take issue. 

Mr. Cetiter. Thank you very much. I will be very glad to make 
available to the members of the committee, Mr. Chairman, any num- 
ber of copies of that report that the gentleman from Texas referred to. 

The Cuarrman. We will be glad to have you do it. 

Are there any other questions ? 

Mr. Mutrer. Mr. Chairman, very briefly. 

The CuarrmMan. Mr. Multer. 

Mr. Mutrer. Mr. Celler, I, too, want to join in the praise that Mr. 
Patman has very properly accorded to you. You are a very dis- 
tinguished Member of this Congress, you are the dean of the New 
York delegation, and certainly in your service through the years you 
have shown that you approach these problems from the public-interest 
and public-good standpoint, and I, too, want to say how appreciative 
this committee should be to you for the fine presentation you have 
made on the matters covered by your statements. 

It is fair to say, is it not, Mr. Celler, that you have not attempted 
to cover all of the controversial matters that are involved in this bill? 

Mr. Cetier. No, indeed. 

Mr. Mutter. The last revision of the United States Code, I think, 
was undertaken on a very large scale by a committee which was 
known as the Committee on the Revision of Laws ? 

Mr. Ceuxter. That is correct. 

Mr. Mutter. Prior to the establishment of that committee, I think 
it had been a subcommittee of the Judiciary Committee? 

Mr. Cetxier. No, it had been an independent committee, and then 
jurisdiction was transferred to the Judiciary Committee. 

Mr. Mutter. And since the Reorganization Act of 1946, the Ju- 
diciary Committee has a Subcommittee on the Revision of the Laws? 

Mr. Cretter. That is correct. 

Mr. Muurer. And that carries on the work that had formerly been 
done by the Committee on the Revision of the Laws? 

Mr. Cetier. Yes, sir, and we kept the staff intact, and Mr. Zinn, the 
Law Revision Counsel, is right here now. He has been very skillful 
in this type of work. He has earned honorary degrees from many 
universities because of his exceptional knowledge of revision and 
codification of laws. Those universities are not only in this country, 
but in Europe. He has traveled all over the worl l,and has been asked 


for by various governments to help them in their codification prob 
lems. 
Mr. Mutter. New York State recognizes him as one of our very 


distinguished citizens. I am elad to say that for this record. 
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Now just one other thing with reference to the problem that I have 
been trying to get on this record. This bill, S. 1451, and its counter- 
part, H. R. 7026, has been referred to continually as a recodification 
of the banking laws. Would it be fair to say, calling upon you, and 
the gentleman with you, to give us your expert opinion, do these bills 
go beyond codification of the banking laws, and actually try to enact 
as part of this codification many controversial matters which are 
changes of substance, major changes of importance in our banking 
laws ¢ 

Mr. Cre_uer. You know when we codify a statute, we don’t make 
law. We don’t change the law. We rearrange the statute so that you 
don’t have to go into 57 varieties of books to know where particular 
sections are. Sections are repealed, sections are amended, by various 
enactments and we try to knit them altogether. That is what is meant 
by codification and revision. We don’t make law in that case. We 
don’t repeal laws or anything like that. 

Mr. Zinn probably could answer more expertly than I could on it. 
Would you care to amplify, Mr. Zinn ¢ 

Mr. Zinn. If I may, Mr. Chairman, we try to just restate the law 
without substantive change. In this particular bill, as I understand 
it, there are some attempts at substantive revision and enactment of 
new provisions. 

Mr. Murer. There is repeal of provisions of existing law, as well 
as changes of other provisions, and addition of new provisions, all 
within this same bill, is that not so, Mr. Zinn? 

Mr. Zinn. Yes, sir, as I] understand it, Mr. Multer. 

Mr. Murer. Thank you, Mr. Chairman. That is all. 

The Cuamman. We have two other members who desire to be 
heard. 

Thank you very much, Mr. Celler, for your assistance. 

We will now hear Mr. Younger, of California. 

Mr. Younger, we will be very glad to have your views. 


STATEMENT OF HON. J. ARTHUR YOUNGER, REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Youncer. Mr. Chairman and members of the committee, | 
want to thank you very much for the opportunity of appearing before 
you in connection with S. 1451. 

I want to particularly address myself to section 45, which has a 
reference to the national banks being allowed to write fire insurance 
in cities not exceeding 5,000 population. 

I appreciate the fact that this does not alter the existing act, but 
as long as the Congress is considering revising these acts, I think that 
this section should be revised. 

I am one of those who believes that a bank, or even a savings and 
loan association, or a mutual savings bank, ought not be authorized 
to write fire insurance. There is no community, I don’t care how 
small, that has a bank or a savings and loan association, which does 
not have authorized and licensed insurance brokers in that com- 
munity. 

It has been my feeling, and I followed that when I was manager 
of a savings and loan association, that if I could not make a living 
out of the business that I was in, then I would not infringe on some- 
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body else’s business, and we never wrote fire insurance. We stopped 
that. And every time somebody wanted fire insurance, we would farm 
that out and give it to some broker. 

I think when you start in making department stores out of banks 
and financial institutions, you are hesded back into the same difli- 
culty in which we found ourselves in the twenties, where the banks 
finally became more interested in the sale of bonds ‘and secur ities, in- 
surance, and every other thing outside of banking, and thereby got 
into trouble. Where you permit a manager of a bank to write it even 
in hi and in some cases he received more income out of 
his eaneinan business than he did out of his salary as a bank man- 
ager—then he becomes more interested in the insurance business than 
he is in the proper handling of the bank’s affairs. 

I think it is an opening wedge, it is a temptation that ought not 
be in the law, and as long as you are now in the process of rewriting 
that code, I would suggest and recommend that you take out that 
section so that no national bank, in any community, is authorized to 
write insurance. 

Thank you, Mr. Chairman. 

Mr. Patman. Mr. Chairman. 

The Cuamman. I think the theory under which that was originally 
enacted was that in the smaller towns there were no adequate facilities 
for insurance. Does that generally prevail 

Mr. Younecer. That is not a correct conclusion. I think you will 
find that in any community that is large enough to support a bank or 
a branch bank, you will find licensed brokers for insurance in that 
community. 

I know of no community in our State of California where there is 
a branch bank or a local bank that does not have one or more licensed 
insurance brokers for the handling of insurance, and I think that ob- 
tains throughout the country. 

The Cuatrman. There is no difficulty in obtaining insurance? 

Mr. Youncer. Not in the slightest, Mr. Chairman. 

Mr. Parman. Mr. Chairman, are you going by the 5-minute rule? 

The Cuatrman. We can proceed under the 5-minute rule. I will 
recognize anybody who wants to be recognized. 

Mr. Parman. Well Im: Ly want to come back to it. 

The CHatrmMan. You may proceed. 

Mr. Parman. The amendment you are against here is about banks’ 
writing life insurance and every other kind of insurance ? 

Mr. Youncer. Well, insurance brokers of all kinds. 

Mr. Parman, Mr. Celler, chairman of the Committee on the 
Judiciary, just testified a few minutes ago, and he said that that pro- 
vision was repealed 40 years ago. Now it is contained in this bill as 
though it were existing law, but it is not existing law, and it should be 
taken out of this bill. You would be in favor of taking it out of the 
bill; wouldn’t you ? 

Mr. Youncer. I so recommend, Mr. Patman. 

Mr. Parman. Yes. Of course, they claim it has been here a long 
time, under different administrations, but the truth is that it was re- 
pealed in 1918, and the Comptroller of the Currency has been even 
building up a fund, I understand, to enforce the law, but the national 
banks have been afraid of it. Their lawyers have looked into it and 
finding it had been repealed, most banks wouldn’t go into it. But if 
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we keep it in this bill, it is then enacted into law. It is under the 
enacting clause and becomes part of the organic law of the United 
States. Then these banks all over the Nation will begin writing insur- 
ance of different types. 

Furthermore, may I invite your attention to the fact that this matter 
is more serious than it appears at first blush. You know, the Federal 
law overrides the State law. In Texas we have a definite, positive 
law against a bank or any corporation being in the insurance business ; 
but, if this becomes law, banks can become agents in Texas, because 
this will supersede the State law. You understand that ? 

Mr. Younger. I do. 

Mr. Parman. So it is a very dangerous thing, and I am glad that 
you took the time out of your busy schedule—and I know you are 
busy—to come here and alert us to the seriousness of this situation. 
I am strong for your viewpoint and hope we can prevail. 

Mr. Youncer. Thank you, Mr. Patman. 

Mr. Morrer. Mr. Chairman. 

The Cuarrman. Mr. Betts. 

Mr. Berrs. I just want to say, Mr. Younger, I think your statement 
will have great weight. We have a great deal of respect for your 
judgment. Just one question. Do you know of any banks which 
actually do sell insurance / 

Mr. Youncer. Oh, yes: there are banks that sell insurance, or that 
sell insurance through their officers, simply because it is recognized 
and they are permitted to do so. But if this were taken out of the 
law, in my opinion, a bank president or a bank cashier, would not do, 
on his own, what he would be prohibited to do in the name of the bank. 
That way you would accomplish your purpose, I doubt if he would 
go person: ally into the business. 

Mr. Berrs. Thank you. 

The Cuarrman. Mr. Brown. 

Mr. Brown. I just want to make one more observation. I didn’t 
know it was law because the banks in my part of the country don’t 
write insurance. I didn’t know it was in the law. 

Mr. Murer. Mr. Chairman. 

The Cuatrman. Mr. Multer. 

Mr. Mvuvrer. Mr. Younger, you have made a very fine and a very 
important statement on one part of this bill. I think you probably 

recall the difficulty we had, many years ago, in connection with mort- 

gages on homes and chattel mortgages and conditional sales agree- 
ments covering automobiles. They had tie-in sales. You couldn't get 
financing unless you placed your insurance through the lender. I think 
you will recall those situations. And they were very bad ones. And 
certainly we don’t want to let the banks get into that position today 

is that right ? 

Mr. Youncer. That is correct. 

Mr. Murer. One other phase of this is important, and you haven't 
touched on it. 

You did indicate to us that there isn’t any community, small 
large, that does not have brokers. Under this language, they would 
also be authorized to act as underwriting agents. So we may get a 
complaint from some little bank, “We have brokers, but we don’t 
have an underwriting agent.” 





SESS se 





1508 FINANCIAL INSTITUTIONS ACT OF 1957 


I think you know, in years gone by, the broker would run from 
one underwriting agent to another with a binder, and the company 
would sign that Rede or initial it, thus covering the prospective risk 
until the policy could be written. That whole practice has changed 
today, has it not ? 

Mr. Youncer. That is right. 

Mr. Mutrer. All the broker need do is pick up the telephone and 
he can call the company or the agent, and on the telephone they will 
tell him, “We will take $10,000 of this risk,” and the next morning 
he has the binder in the mail. 

Mr. Youncer. That is right. 

Mr. Mutter. So there is no need in any community to give the bank 
underwriting agency privileges; is that so? 

Mr. Younger. That is correct. And may I say this: that since this 
act was originally passed, or considered, there has been a great change 
in the administration by the various States, as to licensing insurance 
brokers, through examination, and also through the examination of 
those brokers afterwards. So that I think you have an entirely dif- 
ferent situation in the insurance field, today, then you had years ago 
when that law was passed. 

Mr. Parman. And may I suggest that there is a different situation 
in the banking field, too. They have branch banks, and several of 
these branches may be in towns of less than 5,000 people. And a large 
bank could cover the whole State. It could select one branch in a town 
of under 5,000 people to do all the business in insurance for the State. 
There would be no law against it under this. It would be legal and 
valid. 

Mr. Mouturer. I think one additional important feature is this: 
National banks are not required to get any licenses from the State 
authorities. If it is a national bank, it then has the right to act under 
the banking laws of the Federal Government, within the State, so 
that this would be another way for a national bank to evade the 
licensing provisions of the State. The State could require all brokers 
to be examined and qualified before they could write insurance, but 
the State would not have that kind of supervision over a national 
bank. 

Mr. Youncer. That is correct, Mr. Multer, except that I think that 
one other feature is in the National Bank Code, where they have to 
depend on the State. A national bank cannot act in a trust capacity 
within the State, except by permission and grant of trust powers by 
the State. In other words, your national banks have no trust powers 
within a State. 

Mr. Mutter. I was directing myself to the insurance feature. 

Mr. Youncer. No, but you said in no other way did they infringe 
or have to depend on the State laws. They do in trust work. 

Mr. Muurer. Thank you. 

The CHamman. Mr. McVey? 

Mr. McVey. Thank you, Mr. Chairman. 

I want also to congratulate you, Mr. Younger, on the very informa- 
tive statement you have made to us. 

I have just one question to ask you: 

I am acquainted with bank officers who do write insurance, and it 
is quite remunerative, too. If we drop section 45 out of the law, as 
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you recommend, what control do we have, then, over banking offi- 
cials who do write insurance ? 

Mr. Youncer. I am not sure that you would have any control, but 
as I mentioned awhile ago, if you eliminate from the law the fact 
that a bank can write insurance, I think it would go a long way 
toward persuading the bank president or the bank cashier or a bank 
officer not to do for himself what his bank is prohibited from doing, 
and I think he would hesitate a long time before he would go into 
that business or start to talk to one of his borrowers and ask, as the 
first question, “Where do you write your insurance?” 

Mr. McVey. Well, suppose an official of a savings and loan associ- 
ation undertakes to write insurance on property on which it holds a 
mortgage, is that a legitimate business on the part of an official ? 

Mr. Younerr. I personally do not consider it so. I am one of 
those, in the savings and loan industry, who, as I stated in my original 
statement to you, believe that if a man: iger or officer of a savings 5 and 
loan or bank cannot make a living out of running that bank or that 
savings and loan institution, then he ought to get into some other 
kind of business. I don’t think that he ought to have 3 or 4 strings 
to his bow, and part of those strings may be such as to warp his judg- 
ment on the bank loans, and the real function of banking. 

Mr. McVey. Thank you, Mr. Chairman. 

The Cuatrman. Mr. Hiestand ¢ 

Mr. Hresranp. I am very much impressed with this statement, Mr. 
Younger. It is very effective. 

I take it that you believe the insurance service has become a pro- 
fession and is giving a service best handled by qualified agents? 

Mr. Youncer. That is correct. 

Mr. Hiesranp. And that if it becomes institutionalized, we may 
lose some of the professional things that have become basic in the 
profession ¢ 

Mr. Youncer. I don’t think that insurance work can be done prop- 
erly by corporate action. 

Mr. Hiestanp. I appreciate your judgment, because of your long 
experience in this type of thing. I express my appreciation for your 
convincing statement. 

I would like to ask further, however, have you studied the savings 
and loan section of this bill? Have you any comments on that? 

Mr. Youncer. No, I haven't studied the particular section. I have 
talked with a number of people in the industry regarding it. I know 
there are certain sections in there as to the conversion of a mutual 
institution to a capital stock institution. If I understand that pro- 
vision correctly, I think it is a very worthwhile provision, and backs 
up the attitude, or rather the conclusion of the Federal Home Loan 
Bank Board on that subject. 

I can’t fully testify on the savings and loan provisions, because I 
haven’t made a thorough study of them, although if these hearings 
continue, I might like to do that at a later date. 

Mr. Hrestann. Mr. Chairman, I simply wish to comment that I 
consider Mr. Younger one of the best qualified members in this field, 
and it might be wise to call him later on when we get to going over 
that section. 

Mr. Murer. Mr. Hiestand, will you yield ? 
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Mr. Hiesranp. I yield. 

Mr. Mutter. May we suggest to Mr. Younger that if he has the 
time, he might want to give particular attention to that provision 
as to holding companies in the savings and loan field, and give us the 
benefit of his views on that. 

Mr. Youncer. I can give you that now. 

I am unalterably opposed to holding companies in the savings and 
loan business, and that can only be done, of course, in capits al stock 
companies, and you would have no regulation over holding companies 
unless you would deal through the Federal Savings and Loan Insur- 
ance Corporation. 

But I certainly am unalterably opposed to holding companies going 
into that field. 

I think the savings field should be local institutions and if you are 
going to have nationwide holding companies in this field, you are 
going to get into difficulties in handling savings, which is a trust 
business. It is not merely the handling of loans, like in commercial 
banking. Savings is a trust business. It is a business of a fiduciary 
character, and I don’t think it should come under the same category as 
commercial banking and should be looked upon as a very sacred trust 
business. 

The CHarrman. Mr. Younger, you are familiar with the fact that 
recently this committee voted a savings and loan bill. It was reported 
unanimously out of committee, and drew unanimous support from the 
Rules Committee and the House passed it unaniously, with a voice 
vote. 

Mr. Youncer. That is right. 

The CHarrman. It is now in the Senate. But the Senate has taken 
no action on it. 

Mr. Patman. Mr. Chairman, may I be recognized briefly ¢ 

The CHatrmMaAn. Mr. Patman. 

Mr. Patrman. May I suggest, Mr. Younger, that you contact these 
insurance salesmen’s organizations. They bane been misled about 
this provision. They have been led to believe that it is in the law 
now; that in towns of 5.000 or less, national banks can write life 
insurance, or any other type of insurance, and act as loan brokers for 
the insurance companies. 

They are clearly wrong, and they will be sorry later on, because if 
this provision goes through with this bill as it is now, it will be the 
law, and although there are only 77 banks now that are said to be 
selling insurance, the practice will aaiad If we enact this into law, 
the practice will spring up all over this Nation. 

The CHamman. Will you yield, Mr. Patman ? 

Mr. Parman. Yes, sir. 

The CHarrMaAn. There is very respectable authority on the other 
side. While I am not an advocate of banks or savings and loan asso- 
ciations going into the insurance business, there is respectable author- 
ity on the other side that that law has not been repealed, and that for 
40 years it has been considered in full force and effect, through 17 
national administrations. It has been construed that way. And now 
this administration is construing it as being in full force and effect. 

Now, of course, there are opposite views, but that is a very strong 
presumption, that the law has not been repealed, by contemporaneous 
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construction, and by constant agreement that the law is still in effect. 
It has a strong force in the courts. We can’t settle that here. 

Mr. Youncer. Mr. Chairman, may I add that what I have said is 
looking to the future. I am not looking to the past. I am not con- 
cerned with the past. I am concerned now with the fact that the Con- 
gress is rewriting the codes, and I feel that permitting this to stay in 
the code, whether it is in there now or whether it is not, would be 
wrong. 

The Cuarrman. That is a very reasonable statement. But I don’t 
think we ought to go on the unqualified assumption and without any 
ambiguity or doubt that it has been repealed. 

Mr. Youncer. I am treating it that way. I am talking about the 
future. 

The CuatrMan. We are free to deal with it in any way we want. 

Mr. Youncer. Yes, sir. 

Mr. Parman. Mr. Chairman, I don’t think that you will insist that 
you are correct on its being in the law, when the statute—— 

The Cnatrman. I am merely saying there is a doubt, because it has 
not been settled. 

Mr. Muurer. Mr. Chairman, I think the point Mr. Younger is try- 
ing to make, and that we ought to consider, is not whether it is in the 
law or not in the law but should it be there. 

The CratrmMan. That is right. 

Mr. Mutrer. I hope we will agree with him that it shouldn’t be 
there and will take it out so that it won’t be there again. 

Mr. Youncer. That is correct. 

The CuHarrman. I have no objection to considering whether it 
should be in the law or out of the law, but to assume that it is in the 
law, or that it is out of the law now, as an assumption, that is disputed. 
I think Mr. Younger’s position is very sound on that. We should 
consider freely whether we want it in the law or not. 

Mr. Youncer. That is correct. 

The CuatrmMan. Mr. Seely-Brown ? 

Mr. Seety-Brown. I certainly congratulate our colleague for the 
very fine statement he has made, not only as regards the so-called in- 
surance provision of the law but the other provisions of the law which 
he has briefly discussed here this morning, and it is certainly my hope 
that at some later date we will have the benefit of his further views 
on those particular sections of this proposed legislation on which he 
is so well qualified to give us advice. 

Thank you very much. 

The Cuatrman. Thank you, Mr. Younger. We are very glad to 
have your views. 

We will now hear from Representative Coffin, of Maine. 


STATEMENT OF HON. FRANK M. COFFIN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MAINE 


Mr. Corrrn. Mr. Chairman, I am aware that in these hearings on 
the Financial Institutions Act your committee is confronted with a 
wide range of challenging problems in a complicated field. I do not 
want to add to your burden, but I am grateful for this opportunity 
to present testimony—as directly and briefly as possible—on two 
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points where I believe amendments would substantially aid those com- 
munities which are trying to attract and establish new industries. 

One is, in a sense, a technical amendment that would enable national 
banks to participate in the program of Maine’s newly established in- 
dustrial building authority. 1 do not know how many States have 
such authorities, but I believe Maine’s effort is quite unique up to the 
present time. The amendment I propose looks not only to our im- 
mediate needs in my State, but to the future when other States may 
very well set up similar authorities empowered to guarantee private 
loans to nonprofit development groups. 

Under present law national banks are prohibited from making such 
loans in excess of 662 percent of valuation for terms not longer than 
20 years. However, “the Maine Industrial Building Authority Act 
permits banks and other lending institutions to loan up to 90 percent 
of the valuation, as the local agencies must have only a minimum 10 
percent equity in the developments. The national banks in Maine 
have shown considerable interest in participating in the program and 
are in a strong position to make these mortgage loans which are in- 
sured by the authority and the State. 

The nine members who, with the State commissioner of the depart- 
ment of economic development, will direct the affairs of the building 
authority, strongly urge an amendment to the Financial Institutions 
Act so that the restrictions on the national banks will not apply to real 
estate loans backed by the faith and credit of a State. 

Maine is an area hard hit by shutdowns in the textile industry. 
The State and local communities are making extraordinary efforts 
toward self-help in establishing healthy new enterprises. An amend- 
ment such as I suggest would be of immediate he ‘Ip in Maine and in- 
creasingly important for other States which may undertake to insure 
mortgage loans. I hope, Mr. Chairman, that the committee will work 
out some revision in the pending legislation to meet the point I have 
raised. 

My second proposal is, in a general sense, related to the first, in 
asmuch as it, too, is directed toward broadening the opportunity for 
establishment of new industries in the States and areas that are 
searching for them. 

S. 1451 repeals section 13B of the Federal Reserve Act. Under 
“Miscellaneous amendments” it also directs that within 60 days of 
enactment, the approximately "$97,500,000 held by the Federal Re- 
serve banks for working capital loans to industrial or commercial 
businesses be turned over to the Treasury. 

Last August I introduced H. R. 9466 which would also repeal sec- 
tion 13B of the Federal Reserve Act. My bill would also empower 
the Small Business Administration to use the $27,500,000, which 
S. 1451 returns to the Treasury, for the purchase of investment 
securities issued by State-chartered development credit or finance 
corporations to improve and expand the economy of the State. I in- 
troduced the bill in the form of an amendment to the Small Business 
Act. 

But I would like to submit for your consideration a proposal that 
I feel may be far more practical and expeditious than amending the 
Small Business Act. 

The legislation before you repeals section 13B of the Federal Re- 
serve Act and my bill, H. R. 9466, would also do this. But the Finan- 
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cial Institutions Act, S. 1451, answers the question of what to do 
with the $27,500,000 one way, and my bill answers this question an- 
other Way. 

Section 13B of the Federal Reserve Act was approved in 1934 for 
direct loans to relatively small businesses—to help keep them afloat 
in a depression period and ultimately to bolster the sagging national 
economy in the thirties. It seems to me consistent to insure contin- 
ued use of these funds for the broad purpose for which they were 
originally intended. There is added weight for this argument in the 
light of the current slump in commercial and industrial activity. 
My State is feeling the effects of this and we are very concerned about 
the impact of a national recession in the months ahead. We may 
regret it deeply, Mr. Chairman, if a tool such as this fund is aban- 
doned at a time when it is undoubtedly as essential and useful as 
when it was fashioned over two decades ago. 

I know that other legislation has been introduced for disposition 
of the $27,500,000 to improve and stimulate our economy. But in 
view of the fact that the Federal Reserve banks must turn over the 
funds to the Treasury within 60 days after enactment of S. 1451, 
I would like to recommend that this committee amend this legisla- 
tion to make the funds available through SBA, for the purposes sug- 
gested in my bill. 

I do not want to get into too many technicalities nor to submit 
specific language to cover the points I am trying to make. It is my 
earnest hope, however, that the committee will give serious thought 
and consideration to amendments which would “implement the pro- 
posals I have outlined. 

The CuarrMan. Thank you, Mr. Coffin, for your views. 

The committee will adjourn, to meet tomorrow morning at 10 
o'clock. 

(Whereupon, at 11:58 a. , the committee adjourned, to recon- 
vene at 10 a. m., Friday, F sina wary 7, 1958.) 
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FRIDAY, FEBRUARY 7, 1958 


House or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, Hon. 
Brent Spence, chairman, presiding. 

Present: Messrs. Spence, Brown, Patman, Reuss, Rutherford, Coad, 
Breeding, Kilburn, Betts, McVey, Henderson, and Chamberlain. 

The Cuarrman. The committee will be in order. 

We will resume hearing on S. 1451 and H. R. 7026. 

Mr. McCarthy, we will be glad to hear you. 

Mr. McCarrny. [I am glad to return to testify before this commit- 
tee, on which I once served, as you may recall, Mr. Chairman. 

The Carman. You were a very distinguished and useful member. 
I am sure we will listen to you with confidence and with respect. 

Mr. McCarriry. Knowing the manner in which this committee has 
always conducted itself, I appreciate that very much, Mr. Chairman. 


STATEMENT OF HON. EUGENE J. McCARTHY, REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MINNESOTA 


Mr. McCarrny. I wish to testify on my bill, which bears the num- 
ber 7996, as an amendment to section 2 (b) of the Bank Holding 
Company Act of 1956. 

I know that you have held extensive hearings and are now complet- 
ing a thorough study of the banking laws in connection with your 
examination of Senate bill 1451 and House bill 7026, the Fi- 
nancial Institutions Act. 

My interest is, as I said, related to the specific portion of the pro- 
posed act, now section 2 (b) of the Bank Holding Company Act of 
1956. 

I appear to urge the provisions of my bill, introduced on June 7, 
1957, designed to introduce technical and clarifying amendments to 
that section, be adopted at this time in connection with your present 
deliberations. 

The Financial Institutions Act incorporates in its entirety section 
2 (b) of the act of 1956. Recent events, however, have uncovered a 
technical defect in that section, and it was for that reason that my bill 
was introduced. 

Similar legislation has now been introduced by Senator Capelhart 
in behalf of himself and Senators Humphrey and Thye of the State 
of Minnesota. 
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Section 2 (b) of Public Law 511, of the 84th Congress, excluded 
from coverage under the Bank Holding Company Act religious, char- 
itable, and educational organizations. 

It appears from a careful examination of the committee reports and 
the debates on the bill, that this exemption was carefully considered 
and was expected to be clearly understood. In fact, Senate Report 
1095 on that bill reads as follows: 

The exclusion of religious and other charitable organizations is similar to 
that granted to such organizations under Internal Revenue Code. The com- 
mittee’s attention was invited to at least one case where a bona fide religious 
organization controlled two or more banks as well as nonbanking interests, as 
an incident to its main purpose. In the opinion of the committee, even though 
these incidental business activities are organized for the primary purpose of 
profit, the very nature of the religious organization itself precludes the possi- 
bility of violating the spirit of this bill. 

This language, it seems to me, is clear that the intent of Congress 
was to exclude religious and charitable organizations where they are 
exempt under Internal Revenue Code. 

In spite of that clear statement, the Federal Reserve Board on July 
23, 1956, sympathetically considered an application made by such an 
organization from my State, the State of Minnesota, and held that 
the technical wording of the act as passed did not carry out what 
seemed to have been the intent of C ongress. 

The application was therefore denied, and suggestion was made 
that the Congress be asked to correct the matter by “legisl: ation. It is 
for that reason that my bill was introduced and that I am asking you 
to consider it. 

Mr. Chairman, you are, of course, familiar with the problem, because 
it has been discussed with you and with the staff and with other mem- 
bers of the committee. 

You realize, too, I am sure, that with this proposed suggestion you 
are not raising any substantive issue relating to the merits sof the Bank 
Holding Company Act, but simply seeking to correct an inequity 
and carry out that which Congress thought it had already carried out 
in 1956. 

The particular institution affected in my State carries the name of 
Otto Bremer. His name is a famous one in our part of the State. An 
immigrant from Germany, he came to the United States as a young 
man and amassed great riches. His life was dedicated to charitable 
purposes. He believed in small, independent businesses, and dedi- 

cated his life to the small man. Had he not had this sense of dedica- 
iit he might have become one of the great and rich men of the entire 
country. 

During the depression of 1929, many small independent banks about 
to go under came to him for assistance. He began a policy of investing 
in those banks in order to allow them to keep their doors open. His 
purpose was to render assistance to communities which needed banking 
facilities and to bankers who were in need of financial assistance. 
He did not seek control. 

The record shows quite clearly that he invested in these banks only 
so much as was necessary in order to give them the strength to survive. 

In some instances, of course, he took stock. In other cases, he gave 
them money on the basis of their own notes, so this holding company 
was not built up by a man who was seeking financial power, but rather 
seeking to help small country banks that were in real distress. 
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With financial recovery, however, his holdings in the country banks 
became valuable, so that by the time of his death in 19 D1, his estate 
included much valuable bank stock. 

He had never married. The result was that the chief beneticiary 
of his estate were the charitable and educational foundations. 

Prior to his death he organized the Otto Bremer Co. in December 
1943 as part of his overall plan for the ultimate disposition of his 
wealth. He transferred to that company bank stocks with a gross 
value of more than $2 million, His purpose was to prepare for his 
death and prevent the necessity for liquidating those bank stocks and 
perhaps endanger the banks and their local control. 

In May 1944, he organized the Otto Bremer Foundation. He pro- 
vided that all of the income of the companies which he had previously 
formed and which owned the bank stock, should be turned over to the 
foundation. The. foundation was the sole shareholder of the com- 
pany. 

The foundation became tax-exempt by virtue of its charitable pur- 
poses under the provisions of section DOL (ec) (3) of the Internal Re- 
venue Code of 1954. 

The Otto Bremer Co. became tax exempt under the provisions of 
section 501 (c) (2) of that code, because all of its income was going 
to the foundation. 

The foundation, which is the sole shareholder and the sole bene- 
ficiary of the Otto Bremer Co., is one of the most highly respected 
charitable institutions in our State. On its board of directors are 
some of our outstanding citizens: 

Mr. Bernard H. Ridder, publisher of the St. Paul and Duluth news- 
papers; Mr. Rollin Bishop, president of the American National Bank 
of St. Paul; Mr. Lawrence A. Carr, one of our community’s outstand- 
ing businessmen ; and Mr. Samuel Lipse hultz, one of St. Paul’s leading 
attorneys. 

The foundation spends its money by providing scholarships to needy 
students, by building playgrounds for underprivileged children, and 
by engaging in many other valuable charitable purposes, the details 
of which I am providing for your record. 

During the two fiscal years ending November 30, 1956, the founda- 
tion contributed in excess of $375,000 to carry out its laudable ob- 
jectives, 

I have discussed this matter with members of the committee and 
members of the Senate committee, and with the staff of both com- 
mittees, and I am convinced it was the clear intent of the Congress 
to exempt a tax-exempt organization like the Otto Bremer Co. from 
the operation of the Holding Company Act. 

However, the wording of the act states that those corporations “or- 
ganized and oper ated exclusively for religious, ch: veitenia: or educs 
tional purposes” shall be exempt, and this has been inter preted to mean 
that it applies only to section 501 (c) (3) of the code and not 501 (c) 
(2), which covers organizations, ut of whose net income is turned 
over to those foundations. 

I regret this narrow interpretation, because I believe that the word- 
ing of the act merited the broader definition and application, particu- 
larly since there is only one organization in the whole country so far 
as I know that would be affected by this interpretation, namely, the 
Otto Bremer Co. in our State. 
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We can be certain, therefore, that the amendment we are suggesting 
would be applicable to this one organization and would not open the 
door to others. 

I would like to say at this point that not only is our amendment de 
signed to carry out original congressional intent, and not only is it 
limited in its application so that it will apply to the one organization 
in our State, but even with respect to the Otto Bremer Co. “itself, the 
company would be unable to make further investments in bank stocks 
for purposes of increasing its control, because it is required under the 
Internal Revenue Code to turn over all of its net income to the founda- 
tion. There is no possibility of expansion, therefore. 

Should it ever attempt to expand its holdings and thus run counter 
to the spirit of the Holding C ompany Act, it would automatically 
lose its tax-exempt status and thus lose its exemption under the act. 

All income, gains, and profits of the compaity must of necessity 
inure to this foundation, and all activities of the company must en- 
hance the welfare of the foundation, because the foundation is the 
company’s sole stockholder and beneficiary. 

At this point, I wish to state to the committee that I have discussed 
this bill with Mr. Ben DuBois, representing the Independent Bankers 
Association, a man whom this committee knows very well. 

He urged me to support the bill and was one of those who sug- 
gested that I introduce it. He told me of the fine works that Mr. 
Otto Bremer himself had done through the years in support of inde- 
pendent banking, and he is personally in support of the amendment 
at this time. 

In summary, there is a need for legislation for two reasons. First, 
because it is grossly inequitable and unfair to « onsider the kind of in 
stitution that I have been describing to you today as a holding com- 
pany institution coming within the orbit of congressional policy in- 
hibitions. That cle: ily was not the intent of Congress. 

And secondly, in view of the fact that the stocks that are now in 
the company and inuring to the benefit of the foundation are stocks 
in small country banks. The stockholder pattern of many of these 
small-town banks was historically followed. 

Thus, stockholders in a bank would perhaps decide to invest in an 
insurance business which operates in conjunction with the bank, or 
would invest in the building which would house the bank. 

On these occasions, Otto Bremer himself would therefore become 
such a stockholder, and the company itself would thus also become 
a stockholder in such an insurance business or in a building operation. 

Frequently these investments would be prorated. Unless legisla- 
tion is enacted along the lines that we suggest, there would be serious 
inconvenience and dislocation, if they attempted to dissolve or settle 
these problems. 

In conclusion, Mr. Chairman, I would like to submit for the record 
a brief memorandum in support of this amendment, as well as a list 
of all of the bank stocks owned by the Otto Bremer Co., and would 
ask your favorable consideration of my bill. 

The CuArrmMan. Without objection, the document may be incor- 
porated in the record. 

(The document referred to is as follows:) 
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MEMORANDUM IN SUPPORT OF PROPOSED AMENDMENT TO BANK HOLDING COMPANY 
AcT OF 1956 


THE AMENDMENT 


The bill is designed to add a technical and clarifying amendment to section 
2 (b) of chapter 240, Public Law 511 of the 84th Congress, second session, being 
an act to define bank holding companies, control their future expansion and re- 
quire divestment of their nonbanking interests, known as the Bank Holding 
Company Act of 1956. It affects only the section excluding from coverage un- 
der the act religious, charitable, and educational organizations by providing that 
certain coroprations, the entire net income of which is turned over to such tax- 
exempt organization, would also be included within the operation of this section. 
Section 2 (b) would then read as follows: 

“(b) Company means any corporation, business trust, association, or similar 
organization, but shall not include (1) any corporation the majority of the 
shares of which are owned by the United States or by any State, or (2) any 
corporation or community chest, fund, or foundation, organized and operated ex- 
clusively for religious, charitable, or educational purposes, no part of the net 
earnings of which inures to the benefit of any private shareholder or individual, 
and no substantial part of the activities of which is carrying on propaganda, or 
otherwise attempting to influence legislation, or (3) any corporation, all of the 
shares of stock which are owned by an organization described in clause (2) 
above, the entire net income of which is turned over to such organization, or 
(4) any partnership.” (The amendment is italicized. ) 


PURPOSE OF AMENDMENT 


The purpose of the proposed amendment is to exempt Otto Bremer Co. from 
the provisions of the Bank Holding Company Act of 1956. 


HISTORY OF OTTO BREMER CO. 


Otto Bremer Co. is a Minnesota corporation organized on December 7, 1943, 
by Mr. Otto Bremer as a part of his overall plan for ultimate disposition of his 
wealth, estimated to be in excess of $3 million, to charitable and educational 
purposes. At the time of its incorporation, Mr. Bremer transferred to Otto 
Bremer Co. bank stocks of the gross value of over $2 million. It was Mr. 
Bremer’s plan to place these bank stocks in a corporation to gain the perpetuity, 
immunity from liability and other advantages of the corporate form, to later 
organize a charitable foundation which would own all of the stock of the corpo- 
ration and receive all dividends therefrom, and to dispose of the balance of his 
wealth by a will which provided nominal legacies for family servants, a lifetime 
income for his maiden sister and the residue to the charitable foundation. At 
the time of his death in 1951, his plan was fully effectuated. 

A listing of the bank stocks owned by Otto Bremer Co. is attached hereto as 
exhibit A. 

Otto Bremer Co. is exempt from taxation under the provisions of section 
501 (c) (2) of the Internal Revenue Code. <All of its income, less expenses, is 
turned over to Otto Bremer Foundation, which is its sole shareholder. 

Because of the requirement of the Internal Revenue Code that all income, less 
expenses, be turned over to Otto Bremer Foundation, Otto Bremer Co. is unable 
to make further investment in bank stocks except such as are necessary to 
preserve its original investments. It cannot, therefore, expand its present 
holdings. 

By virtue of its ownership of all of the outstanding stock of Otto Bremer Co., 
Otto Bremer Foundation alone can declare and receive dividends and control 
the amount thereof. All income, gains, and proceeds must of necessity inure to 
the benefit of the Otto Bremer Foundation, and all activities of Otto Bremer 
Co., must necessarily enhance the welfare of the foundation. 

Since 99 percent of the income of Otto Bremer Co. is from dividends on its 
bank stocks, it is not engaged in a trade or business in competition with other 
taxable businesses. Substantially all of the income received by it has been 
previously taxed. 


OTTO BREMER FOUNDATION 


Otto Bremer Foundation was organized by Mr. Otto Bremer in May 1944. It 
is the sole shareholder of Otto Bremer Co. and derives all of its income from 








~ 
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dividends thereon. Otto Bremer Foundation is exempt from taxation under 
the provisions of section 501 (c) (3) of the Internal Revenue Code of 1954. 
During the 2 fiscal years ended November 30, 1956, Otto Bremer Foundation 


contributed in excess of $375,000 to charitable and educational purposes. 


PROVISIONS OF BANK HOLDING COMPANY ACT OF 1956 


Section 2 (b) (2) of the Bank Holding Company Act of 1956 exempts from the 
operation of the act any foundation organized and operated exclusively for 
religious, charitable or educational purposes, no part of the net earnings of 
which inures to the benefit of any private shareholder or individual, and no 
substantial part of the activities of which is carrying on of propaganda, or 
otherwise attempting to influence legislation. 


PROCEDURAL HISTORY 


Application was made by Otto Bremer Co. to Federal Reserve Board on July 
23, 1956, for a determination that it is exempt from the provisions of the Bank 
Holding Company Act of 1956. This application was denied by the Federal 
Reserve Board on October 2, 1956, on the ground that the act does not contain 
an exemption applying directly to Otto Bremer Co., as does section 501 (c) (2) 
of the Internal Revenue Code of 1954. 


JUSTIFICATION FOR EXEMPTION 


Although the Bank Holding Company Act of 1956 does not expressly exempt 
a corporation such as Otto Bremer Co., Senate Report No. 1095 indicates that 
such exemption was intended. It states, inter alia, that: 

“The exclusion of religious and other charitable organizations is similar to 

that granted to such organizations under the Internal Revenue Code. The com- 
mittee’s attention was invited to at least one case where a bona fide religious 
organization controls two or more banks as well as nonbanking interests as an 
incident to its main purpose. In the opinion of the committee, even though these 
incidental business activities are organized for the primary purpose of profit, 
the very nature of the religious organization itself precludes the possibility of 
violating the spirit of this bill.” 
Were Otto Bremer Foundation the owner of all bank stocks now held by Otto 
Bremer Co., there is no doubt but that it would be exempt from the Bank Hold- 
ing Company Act of 1956 under the provisions of paragraph 2 (b) (2) thereof. 
This result could be accomplished by liquidation of the Otto Bremer Co. and 
the distribution to Otto Bremer Foundation of all of its assets as a liquidating 
dividend in kind. This procedure is undesirable, however, because of the ad- 
vantages inherent in the corporate form of doing business and because such a 
liquidation would disturb the established and satisfactory relationships between 
Otto Bremer Co. and the banks involved. 

It is therefore submitted that the proposed amendment is desirable for the 
following reasons: 

(a) Senate Report No. 1095, above quoted, indicates that such an exemption 
was intended for it. 

(b) Since all of the stock of Otto Bremer Co. is owned by Otto Bremer Foun- 
dation, and both organizations are exempt from taxation under the provisions 
of the Internal Revenue Code of 1954, all of the income, less expenses, of Otto 
Bremer Co. is turned over to Otto Bremer Foundation and is devoted to char- 
itable and educational purposes. 

(ec) Since Otto Bremer Co. cannot accumulate any of its income, it cannot 
expand its present bank holdings except to preserve its original investments, 
and therefore cannot violate the spirit of the Bank Holding Company Act of 1956 
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EXHIBIT “A”’ 


Bank stocks owned by the Otto Bremer Co. 


Shares Percent of 
ownership 


Alexandria, Minn Alexandria State Bank 630 | 63.0 
Appleton, Minn Farmers & Merchants State Bank 16744 33.0 
Barrett, Minn Citizens State Bank 55 22. 0 
Brainerd, Minn do_... 979 65.0 
Brandon, Minn do 44) 88. 0 
Breckenridge, Minn Farmers & Merchants State Bank 825 82. 0 
Cambridge, Minn Peoples State Bank 8914 8.0 
Carrington, N. Dak Foster County State Bank 390 | 39.0 
Casselton, N. Dak Casseltcon State Bank 210 42.0) 
Crookston, Minn Polk County State Bank 1, 030 68. 0 
Detroit Lakes, Minn Detroit State Bank 363 48. 0 
Eau Claire, Wis American National Bank & Trust Co 2, 02634 | 20. 0 
Fargo, N. Dak Dakota National Bank 459.2 | 22. 0 
Grafton, N. Dak Walsh County State Bank 1, 095 73.0 
Halstad, Minn Red River State Bank 28 9.0 
Hardin, Mont Big Horn County State Bank 160 16.0 
Hector, Minn Security State Bank 10 2.0 
International Falls, Minn International State Bank 337 67.0 
Kensington, Minn First State Bank | 17 | 6.0 
Larimore, N. Dak Elk Valley State Bank | 590 | 78.0 
Lisbon, N. Dak Farmers State Bank 578 77.0 
Mankato, Minn National Bank of Commerce | 833 | 41.0 
Marshell, Minn Western State Bank 960 96. 0 
Minnewaukan, N, Dak Farmers State Bank 340 68.0 
Minot, N. Dak American State Bank 1,740 87.0 
New England, N. Dak Citizens State Bank 301 | 60.0 
Redwocd Falls, Minn... State Bank of Redwood Falls 350 | 70.0 
Richardton, N. Dak Farmers State Bank 28334 56. 0 
Rugby, N. Dak Citizens State Bank 230 46.0 
St. Cloud, Minn American National Bank 1,050 | 35. 0 
St. Paul, Minn do__. 160 | . 64 
Shelly, Minn State Bank of Shelly 40 | 88. 0 
South St. Paul, Minn Drovers Exchange State Bank 1,320 | 66. 0 
Staples, Minn Staples State Bank 506 | 67.0 
Warren, Minn | State Bank of Warren_. 720 «(| 72.0 
W aseca,-Minn First National Bank 322. 28 32.0 
Watertown, Minn |} American State Bank 439 87.0 
Williston, N. Dak do 1,356 | 45.0 
Willmar, Minn Bank of Willmar 1, 521 76.0 
Total. : a 23, 350. 7 


The Cuamman. The chairman is very sympathetic with the pur- 
poses of your bill. I have discussed it with you and with others, and 
I hope that something can be done to carry out the purpose you wish 
to see achieved. 

Mr. McCarruy. I would like also to insert in the record a letter 
from Mr. B. H. Ridder, describing the charitable works that have 
been performed by this foundation, as well as letters from the bene- 
ficiaries, which include the leading churchmen and educators in the 
State of Minnesota. 

The CHairMan. It may be inserted without objection. 

(‘The document above referred to is as follows :) 

OTTO BREMER Co., 
St. Paul, Minn., February 8, 1958. 
Hon. BuGENE J. McCarrny, 
United States Congressman from Minnesota, 
House Office Building, 
Washington, D.C. 


My Drak CONGRESSMAN McCartHy: Many thanks for the information to the 
effect that H. R. 7996, being the bill to exclude the Otto Bremer Co. from the 
provisions of the Bank Holding Company Act of 1956, will be considered by 
the Committee on Banks and Banking within a short time. 

As president of the Otto Bremer Co., and 1 of the 3 trustees of the Otto 
Bremer Foundation, I am sure that the following information will be of interest 
to you as well as to the members of the committee. 





Tes eas — _ 
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As you know, the Otto Bremer Foundation owns all the shares of stock of 
the Otto Bremer Co., a Minnesota corporation. All of the net income of the 
Otto Bremer Co. is turned over to the trustees of the foundation annually and 
distributed by the trustees of the foundation to charitable and educational 
beneficiaries. 

During the years 1955, 1956, and 1957, the foundation disbursed a total of 
$565,730 to various hospitals, charitable organizations, colleges, University of 
Minnesota, churches, and other worthy community causes. 

The following is a list of some of the organizations who, during the past sev- 
eral years, have received financial assistance from the foundation : 

St. Olaf College, Northfield, Minn. 

Community Chest, St. Paul, Minn. 

Concordia College, Moorhead, Minn. 

Children’s Home Society of Minnesota, St. Paul, Minn. 

University of Minnesota, Minneapolis, Minn. 

St. Paul YMCA, St. Paul, Minn. 

St. Mary’s Hospital, Rochester, Minn. 

Sholom Residence, St. Paul, Minn. 

Board of Charities of the Red River Valley Conference of the Augustana 
Lutheran Church, Warren, Minn. 

Presentation Sisters (hospital building fund), Carrington, N. Dak. 

Macalester College, St. Paul, Minn. 

Immanuel Hospital, Inc., Mankato, Minn. 

American Red Cross, St. Paul, Minn. 

The Newman Forum, University of Minnesota, Minneapolis, Minn. 

Hudson Memorial Hospital, Hudson, Wis. 

St. Joseph’s Orphanage, St. Paul, Minn. 

Shriner’s Hospital for Crippled Children, Minneapolis, Minn. 

Union Gospel Mission, St. Paul, Minn. 

St. Paul Rehabilitation Center, St. Paul, Minn. 

University of Minnesota (for the enlargement of research laboratories at 
the medical school), Minneapolis, Minn. 

Cretin High School, St. Paul, Minn. 

Villa Marie Academy, Frontenac, Minn. 

Bethel College and Seminary, St. Paul, Minn. 

Rice Memorial Hospital, Willmar, Minn. 

Little Sisters of the Poor, St. Paul, Minn. 

St. Thomas Military Academy, St. Paul, Minn. 

Hamline University, St. Paul, Minn. 

St. Paul’s Evangelical and Reformed Church, St. Paul, Minn. 

College of St. Catherine, St. Paul, Minn. 

Young Men’s Christian Association of Minneapolis, Minneapolis, Minn. 

Boy Scouts of America, St. Paul, Minn. 

Onamia Hospital, Onamia, Minn. 

Fairview Hospital, Minneapolis, Minn. 

Knights of Columbus, St. Paul, Minn. 

Our Lady of Good Counsel Free Cancer Home, St. Paul, Minn. 

Minnesota Heart Association, St. Paul, Minn. 

St. Mark’s Evangelical Lutheran Church, St. Paul, Minn. 

Enclosed herewith are photostats of a few of the many letters received by the 
foundation from beneficiaries who have from time to time participated in the 
annual distribution made by the trustees of the foundation. 

Sometime during the year 1955, the city of St. Paul found itself without funds 
to maintain the public playgrounds until its next fiscal year. That would have 
necessitated shutting down approximately 17 playgrounds and laying off city 
employees who are specially trained in playground work. When the trustees 
of the foundation learned of this, they immediately called a conference of the 
public officials of the city at which time the trustees announced a grant to the 
city of St. Paul to enable the department of parks and playgrounds to continue 
its full operation. 

In the fall of 1956, the trustees of the Otto Bremer Foundation embarked 
upon a scholarship program. Worthy and needy scholars from the high schools 
of the city of St. Paul and the county of Ramsey, totaling 30 in number, were 
awarded 4-year scholarships at the University of Minnesota or any college 
within said State, at a total cost of $18,610. In 1957, an additional 24 students 


or 


received like scholarships at a cost of $15,535. In the fall of 1958, it is expected 
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that 24 additional scholarships will be awarded also at a cost of approximately 
$16,000; and a like number at a cost of approximately $16,000 will be awarded 
in 1959. Thereafter, the annual cost for scholarships per year will amount to 
approximately $65,000. 

The foregoing is, at the most, intended as a summary of some of the activities 
of the foundation, all of the income of which is received from the Otto Bremer 
Co. 

I wish to take this opportunity to express my appreciation to you for your 
continuing and invaluable support. 

Respectfully yours, 
BERNARD H. RIDDER. 


MACALESTER COLLEGE, 
OFFICE OF THE PRESIDENT, 
St. Paul, Minn., June 10, 1955. 
OrTTo BrREMER FOUNDATION, 
Minnesota Building, St. Paul, Minn.: 

We acknowledge with gratitude your gift to the Macalester College Fund. 
We deeply appreciate your participation with us in this effort to meet our 
increased costs at this difficult time, and to continue our services to our students 
in keeping with the highest standards of American citizenship and Christian 
education. 

Field house fund: Cash received $5,000. 

CHARLES J. TURCK. 


UNIVERSITY OF MINNESOTA, 
BoaRD OF REGENTS, 
Minneapolis, Minn., July 25, 1955. 
Mr. SAMUEL LIPSCHULTZ, 
Otto Bremer Foundation, Minnesota Building, St. Paul, Minn. 

Dear Mr. Lipscuvuttz: The regents of the University of Minnesota at their 
meeting on July 8, 1955, accepted the gift of $3,600 from the Otto Bremer Foun- 
dation to establish a research fellowship for Dr. William F. Feller, surgery. 

It was the wish of the regents that I express to you their sincere apprecia- 
tion of this gift. 

Sincerely yours, 
W. T. MippLesroor, Secretary. 


FAIRVIEW HOSPITAL, 
Winneapolis, Minn., August 30, 1955. 
Mr. L. A, CARR, 
Trustee, Otto Bremer Foundation, 
St. Paul, Minn. 

DEAR Mr. CARR: Again, we have received your annual gift of $1,000 which is 
most gratefully received. 

Would you kindly express the most sincere appreciation of the board of trustees 
of Fairview Hospital to the members of the Otto Bremer Foundation who render 
such a gift to help make possible the continuing growth and programs of Fairview 
Hospital. 

It is only through community support, understanding, and encouragement that 
a community hospital such as ours can maintain progress in future develop- 
ments to render “the best” care for our patients. 

We want to thank you again for your generosity and let you know how much 
it is appreciated. 

Sincerely yours, 
QO. I. HERTSGAARD, 
Secretary, Board of Trustees. 
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SISTER ELIZABETH KENNY FOUNDATION, 
Minneapolis, Minn., September 22, 1955. 
Mr. L. A. CARR, 
Otto Bremer Foundation, 
Minnesota Building, St. Paul, Minn. 

Dear Mr. Carr: Thank you for your prompt response to my request for your 
consideration of a contribution from the Bremer Foundation to the Sister Eliza- 
beth Kenny Foundation. 

The very generous gift of $1,000 which you have sent will go far in the program 
of treatment and rehabilitation for victims of polio. 

On behalf of the entire Kenny Foundation, please accept my grateful thanks. 

Sincerely yours, 
D BD. Gar, 
Vinnesota State Chairman 


UNIVERSITY OF MINNESOTA, 
BOARD OF REGENTS, 
Vinneapolis, Minn., October 6, 1955. 
Mr. LAWRENCE CARR, 
Otto Bremer Foundation, 
Care of Jacob Schmidt Brewing Co., 
Minnesota Building, St. Paul, Minn. 

DEAR Mr. Carr: The board of regents at their meeting on September 24, 1955, 
accepted your research grant in the amount of $1,752 to the Otto Bremer Founda- 
tion (research on cardiac dynamics fund) under the direction of Dr. William F. 
Mazzitello. 

It was the wish of the regents that I express to you their sincere appreciation 
of this grant. 

Sincerely yours, 
W. T. MiIppLEesROOK, Secretary. 


SISTERS OF ST. BENEDICT, 
St. Joseph, Minn., November 17, 1955. 
30ARD OF TRUSTEES, THE OTTO BREMER FOUNDATION, 
Minnesota Building, St. Paul, Minn. 

Dear Stirs: The Sisters of St. Benedict appreciate your interest in the welfare 
of the College of St. Benedict as is evidenced by the check for $3,000 which 
reached us recently and which you gave toward our building fund at the request 
of Mrs. Matson, the former Kathryn Bremer. 

Be assured of our real and deep gratitude to you for this gift. Our prayers 
and remembrance at Mass are the best ways we have of thanking you, and in 
these you will be perpetually remembered. 

May God continue to bless you and to prosper your foundation. 

Yours sincerely, 
Sister MARGRETTA, O. S. B. 


Str. PAUL’s CHURCH, 
St. Paul, Minn., November 28, 1955. 
Mr. SAMUEL LIPSCHULTzZ, 
The Otto Bremer Foundation, 
St. Paul, Minn. 

DEAR Mr. Lipscuvurtz: It is difficult for me to find words to express my 
appreciation for the munificent gift which the trustees of the Otto Bremer 
Foundation gave to our St. Paul’s Church. It came so unexpectedly that when 
you informed me of our great good fortune I was more or less speechless— 
but not for long. I was soon on the telephone, giving the good news to the 
officers of the congregation, and, needless to say, they rejoiced with me. We 
are mindful of the fact that the trustees had already given our church $15,000, 
and now you have gone the proverbial second mile. We are deeply grateful. 

Your gift is particularly appreciated because of your thoughtfulness in re- 
membering that Mr. Bremer was such a good friend of our church. I know he 
was proud of the progress we made through the years, and his friendship for 
my father and me was something we cherished highly. 
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Will you kindly convey my personal gratitude to the trustees of the Otto 
Bremer Foundation for their great kindness? The officers of the congregation 
will send their official acknowledgment of your gift, but I could not refrain 
from expressing to you how much this means to me. 

With every good wish and kindest regards, I remain, 

Gratefully and sincerely yours, 
ERWIN R. Kocn. 


CATHEDRAL OF ST. PAUL, 
St. Paul, Minn., November 29, 1955. 
Orro BREMER FOUNDATION, 
St. Paul, Minn. 
(Attention Mr. L. A. Carr.) 

GENTLEMEN : Please be assured of our gratitude for your recent remittance of 
$5,000 as a contribution to the Cathedral of St. Paul. 

At this time, when so many of our parishioners have had to be relocated 
because of the Capitol Approach project and the Dome to Dome Boulevard, your 
generous donation is especially appreciated. It will help us toward our goal of 
final completion of this monumental structure which is such an imposing orna- 
ment to St. Paul. 

With every best wish, I am, 

Sincerely yours, 
Very Rev. GrorGce E. Ryan, Rector. 


St. JOSEPH’S HOSPITAL, 
St. Paul, Minn., December 7, 1955. 
OrTTo BREMER FOUNDATION, 
St. Paul, Minn. 

GENTLEMEN: It was indeed a pleasant surprise to receive your contribution 
of $2,000. You did not suggest to what fund this should be assigned. For the 
next few months all unassigned contributions will be placed in the building 
fund. If you have a different preference, please do not hesitate to let us know. 

We are deeply grateful to you for remembering our needs. 

Sincerely yours, 
SISTER ANTONIUS, Administrator. 


Str. JonHn’s UNIVERSITY, 
COLLEGE OF ARTS AND SCIENCES, 
Collegeville, Minn., December 9, 1955. 
OrTTro BREMER FOUNDATION, 
St. Paul, Minn. 
(Attention Mr. Lawrence A. Carr.) 


DEAR Mr. Carr: In the name of the faculty of St. John’s University and of 
the community of St. John’s Abbey I wish to express our gratitude for your 
letter of the seventh, and for the check of $2,000 which you kindly enclosed in 
reply to my letter of the first of December. 

We appreciate not only the financial help that you have given us but also 
your confidence in our work. We trust that our work will continue to be such 
as to merit this confidence also in the future. I need not assure you that the 
gift of the Otto Bremer Foundation will be spent wisely and in such a way that 
the benefits therefrom will be widely diffused. 

With sincere good wishes and renewed thanks, I am, 

Yours sincerely, 
Rt. Rev. BALDWIN DworscHaAk, O. S. B., 
President. 


COLLEGE OF St. THOMAS, 
St. THoMAS MILITARY ACADEMY, 
St. Paul, Minn., December 12, 1955. 
THe OTTro BREMER FOUNDATION, 
St. Paul, Minn. 


GENTLEMEN: Please let me thank you for your splendid contribution to the 
College of St. Thomas this year. In the past, you have helped us from year to 
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year, and this year, you have indicated your increased confidence in what we 
are trying to do, by adding to the contribution you have been giving in the past. 
I hope that we shall always be regarded as worthy of the foundation’s sup- 
port. 
Sincerely yours, 
Very Rev. Vincent J. FLYNN. 


BROWERVILLE HospiraL Funp, 
Browerville, Minn., December 15, 1955. 
Mr. SAMUEL LIPSCHULTz, 
Otto Bremer Foundation, 
Minneapolis Building, St. Paul, Minn. 


DeAR Mr. LipscHvu.tz: My sincerest thanks to you and the trustees of the Otto 
Bremer Foundation for the very generous donation of $2,000. Words cannot 
express my appreciation and I beg the Giver of Gifts to reward you as only He 
alone can do. 

The Sisters of St. Benedict and the Browerville people will keep you all in 
their prayers. 

Again thanking you for your generosity and wishing you a blessed and happy 
Christmas, I am 

Sincerely yours, 
SISTER M. BLAnprna, O. S. B. 


SHRINERS HOSPITALS FOR CRIPPLED CHILDREN, 
TWIN CITIES UNIT, 
Minneapolis, Minn., December 17, 1955. 
Mr. SAMUEL LIPSCHULTz, 
Trustee, Otto Bremer Foundation, 
Minnesota Building, St. Paul, Minn. 

DeaR Mr. Liepscnurtz: The Shriners Hospital for Crippled Children, Twin 
Cities unit, gratefully acknowledges receipt of your very fine contribution in 
the amount of $1,000. 

On behalf of the board of governors and the kiddies please accept my sin- 
cerest thanks and appreciation for this splendid gift to our hospital. 

With best wishes for a happy holiday season, I am 

Sincerely yours, 
A. F. RoHLEDER, Chairman. 


Farao, N. DaK., November 2, 1956. 
Mr. SAMUEL LIPSCHULTzZ, 
Otto Bremer Foundation, 
Minnesota Building, St. Paul, Minn. 

DEAR Mr. Lipscuvuttz: On behalf of our board of directors, our many friends 
of Children’s Village and our mutual friend, Bill Stern, I want to thank you 
most sincerely for your generous gift of $1,000. 

We are in the closing stages of our building campaign and I guess that is al- 
ways the roughest. Your wonderful gift not only cuts down our balance needed 
but also gives all of us new life to push on. 

We believe we have one of the finest child-caring and placing agencies in 
the country. To get away as far as possible from the atmosphere of an institu- 
tion. we have used the cottage theme and it blends beautifully in the surround- 
ing residential area. 

We would consider it a great honor to have you visit us. Consider this a 
special invitation for yourself, Mr. Ridder, Mr. Carr, and anyone else connected 
with your foundation. Also, please convey our sincere thanks to your fellow 
trustees. 

Most sincerely, 


Mitton F. Wener, President of Board. 
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Sr. Paut’s Priory, 
St. Paul, Minn., January 4, 1957. 
OTTO BREMER FOUNDATION, 
Minnesota Building, St. Paul, Minn. 

GENTLEMEN: We wish to express our sincere thanks to you for the $5,000 con- 
tribution to the St. Paul’s Priory building fund. We want you to know that we 
appreciate this donation very much, and that it will bring the building project 
closer to reality. 

Be assured of our prayers for this kindness. 

Best wishes for a very happy new year. 

Gratefully yours, 
MoTHER MARCELLINE, O. S. B. 


SHOLOM RESIDENCE, INC., 
St. Paul, Minn., January 11, 1957. 
Mr. SAMUEL LIPSCHULTZ, 
Vinnesota Building, 
St. Paul, Minn. 


DeAr SAM: A check in the amount of $5,000 from the Bremer Foundation for 
Sholom Residence received today. 
Words cannot express my personal thanks to the Bremer Foundation for this 
pledge. It means that we are that much nearer our goal for a new building. 
Again many thanks. 
Very sincerely, 
JACK, 


IMMANUEL HOSPITAL, INC., 
January 12, 1957. 


OTTO BREMER FOUNDATION, 
Bremer Arcade, St. Paul, Minn. 


GENTLEMEN: On behalf of the board of directors of Immanuel Hospital I wish 
to acknowledge with thanks your additional donation to the hospital building 
fund in response to our letter of December 20, 1956. 

Your contribution of $500 will help considerably. We deeply appreciate your 
assistance this year and in years past. 

sest wishes to you in the new year. 

Yours very sincerely, 
Ep. N. Rosquist, President. 





St. PAUL REHABILITATION CENTER, INC., 
St. Paul, Minn., January 14, 1957. 
Mr. LAWRENCE CARR, 
Minnesota Building, 
St. Paul, Minn. 


Dear Mr. Carr: Although I realize that it is extremely difficult, if not impos- 
sible, for me to make an adequate expression of the appreciation of the board of 
directors and staff of the St. Paul Rehabilitation Center to you and the Otto 
Bremer Foundation. I do want to attempt to thank you for your extremely gen- 
erous contribution of $3,000 to the center. 

Our policy of providing our complete rehabilitative services to all disabled 
persons regardless of their ability to pay causes us a certain amount of financial 
difficulty ; but, thanks to the help of thoughtful and generous people and organi- 
zations such as you, we are able to sustain and increase our services to the hun- 
dreds of physically disabled people who come to our center each month for one 
of the various therapies we administer upon prescription by a referring physician. 

Thank you again for your kindness. I would like to extend a most cordial 
invitation to you to stop in at the center any time you happen to be in the 
vicinity of Seven Corners so that you can see the way in which your money is 
utilized. 

Sincerely yours, 
JaMeESs C. McCartTuy, Director. 
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Sr. JOSEPH’s CHURCH, 
Barron, Wis., January 18, 1957 
Mr. L. A. CARR, 
Otto Bremer Foundation, 
St. Paul, Minn. 

Dear Mr. Cakr: I received your letter together with the check for $500 from 
the foundation. 

I wish to express my sincere thanks and that of the parish for the generous 
donation, which you and the trustees were so kind in giving it. It is my earnest 
prayer that God may bless you for your kindness to this little parish. 

Very sincerely yours, 
Rev. JAMES A. HARTE. 


St. JOSEPH’s HOSPITAL, 
Vankato, Minn., January 20, 1957. 
THE Orro BreMER FOUNDATION, 
Minnesota Building, St. Paul, Minn. 

GENTLEMEN : With profound gratitude we wish to acknowledge your most gen 
erous donation which came to us as a complete surprise in the form of a check 
for $500, through the courtesy of our friend and benefactor, Mr. Fred Buscher. 

Please be assured that your gift will serve a worthy cause for suplying equip 
ment, most probably, in our rehabilitation project. 

Thanking you for this very fine consideration and wishing you God’s blessing 
for a prosperous and happy new year, we are, 

Very sincerely yours, 
SISTERS OF THE SORROWFUL MOTHER, 
St. JOSEPH’s HOsPITratL, 
SISTER M. Liopa, 
tdministraton 


Mr. L. A. CARR, 
Minnesota Building, 
St. Paul, Minn. 

DEAR Sir: We have just received from Sister Mary Immaculate, a member 
of our order in Minneapolis, your appreciated donation, in answer to our appeal. 

We are really at a loss to express adequately our sincere gratitude toward 
you, Mr. Carr and the Otto Bremer Foundation, for giving us this mark of 
Sympathy and interest. 

Our prayers for our benefactors, especially those who live across our border, 
will accompany you always, that you may enjoy the greatest prosperity, happiness, 
and success. 

Yours sincerely in Christ, 
Les Sorurs MISSIONNAIRES OBLATES, 
Soeur T. JEAN DE LA CROEX, 
Superintendent Generale 


St’. OLAF COLLEGE, 
Northfield, Minn., January 28, 1957. 
Mr. LAWRENCE A. CARR, 
Otto Bremer Foundation, 
Minnesota Building, St. Paul, Minn. 

DEAR Mr. Carr: Some time ago, in my absence, you received a letter from Mr. 
David Johnson, vice president of St. Olaf College, acknowledging with thanks 
your generous gift of $10,000. 

I wish to take this opportunity to add my word of appreciation for your 
remembrance of St. Olaf with this very generous contribution. In addition to 
the substantial help this contribution gives our entire program, it also serves 
to stimulate many of our other friends in support of the college. As you have 
made no restrictions relative to the use of the gift, its value to St. Olaf is 
immeasurably increased. While we appreciate gifts which are received for 
specific research projects, we consider the most valuable contributions to be the 
undesignated gifts. 

Thank you again for remembering St. Olaf in this very fine way. We hope to 
he able to live up to the appraisal you have made of the institution’s program 
We appreciate indeed the spirit that goes with the gift. 

Sincerely, 


C. M. Gransxkou, President. 
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INDIANHEAD COUNCIL, 
Boy Scouts or AMERICA, 
St. Paul, Minn., February 4, 1957. 
Mr. Samvuer E. LirpscHULTzZ, 
Minnesota Building, St. Paul, Minn. 

Deak Mr. Lipscuuttz: I appreciate very much your response to Mr. Carroll’s 
letter by enclosing check No. 628 for $1,000 from the Otto Bremer Foundation, 
and your personal check No. 148 for $25, both of which have been credited to our 
1957 supplementary campaign. Official receipts for these generous contributions 
are enclosed. 

We have just closed another very successful year in scouting, particularly if it 
is to be measured by the number of boys served. We closed last year with 16,494 
boys. 

We are also having some very interesting experiences with our Tomahawk 
Scout Reservation. Already it is just about filled for 1957. I hope you will 
have an opportunity to visit it this summer. 

Again, many thanks and kind personal regards. 

Sincerely yours, 
Pau L. HEssER, Sr., Scout Executive. 


(CHILDREN’S VILLAGE, 
Fargo, N. Dak., April 24, 1957. 
Mr. SAMUEL LIPSCHULTZ, 
Trustee, Otto Bremer Foundation, 
Minnesota Building, St. Paul, Minn. 

DeAR Mr. Lipscnuvuttz: On behalf of the staff and directorial board of Chil- 
dren’s Village, it is my pleasant assignment to extend our thanks and appreciation 
for the recent generous gift to us from the foundation. 

Your generosity during the past few months has enabled us to meet our 
current obligations without borrowings. 

We are proud to have Mr. William Stern as an honorary director of Children’s 
Village. 

Sincerely yours, 
Jim Baccus, Superintendent. 


UNIVERSITY OF NortH Dakota, ALUMNI ASSOCIATION, 
Grand Forks, N. Dak., May 9, 1957. 
Mr. SAMUEL LIPSCHULTZ, 
Otto Bremer Foundation, 
Minnesota Building, St. Paul, Minn. 

Dear Mr. Lipscnouttrz: On behalf of the University of North Dakota develop- 
ment fund, I want to thank you for your generous contribution of $2,000 which 
is to be used for research projects in the physiology department. 

I want to apologize for the delay in acknowledging receipt of your check, Dr. 
Potter has been out of the office and brought your letter and check to me only 
this morning. 

Dr. Potter will report to you concerning some of the projects which are under 
way this fall. 

Sincerely yours, 
J. Liuoyp Srone, Director. 


PIONEER Mutuat LIFE INSURANCE Co., 
Fargo, N. Dak., July 12, 1957. 
Mr. SAMUEL LIPSCHULTZ, 
Treasurer, Otto Bremcr Foundation, 
Vinnesota Building, St. Paul, Minn. 

Dear Mr. Lipscuvuttz: Mr. William Stern has delivered the check of your 
foundation for $1,000 to be used for those in need because of the tornado disaster 
which hit Fargo June 20. 

Until you are more officially thanked by the American Red Cross, I want to 
express to you the appreciation of myself and committee members, which in- 

udes Mr. William Stern, who were chosen to collect funds for victims of the 


errible tornado 
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Your contribution of $1,000 is apreciated very much. We were told by the Red 
Cross officials that the amount that will be needed to take care of those people 
who cannot take care of themselves will be $200,000 to $250,000. The contribu- 
tions today are about $155,000. I am thinking now that we may reach the 
$200,000 mark. 

The contribution of the Otto Bremer Foundation has been a great help and I 
am sure it sets an example for others. We find that the business concerns and 
people have been very good and very sympathetic and we thank you for the 
part which you have taken to help us reach our goal. 

Sincerely yours, 
BRADLEY C. MARKS, 
Chairman, Cass County Chapter, 
American Red Cross Tornado Fund. 


MINNESOTA ORGANIZATION OF BLIND, INC., 
St. Paul, Minn., July 29, 1957. 
OTto BREMER FOUNDATION, 
Minnesota, Building., 
St. Paul, Minn. 

Dear Sir: This will acknowledge having received your check for $1,000. On 
behalf of this organization I wish to express our appreciation for your generous 
contribution. 

Sincerely yours, 
PHint HovueHre in, Secretary. 





MINNESOTA ASSOCIATION FOR MENTAL HEALTH, INC., 
Minneapolis, Minn., August 26, 1957. 
Otto BrREMER FOUNDATION, 
Minnesota Building, 
St. Paul, Minn. 

GENTLEMEN : We would like to express to you our very real appreciation for 
your recent contribution. of $500. to the work of our association. 

Contributions to this organization for the mental health program in Minnesota 
are used to channel citizen action toward constructive legislation, community 
organization, improvement of rehabilitation facilities and for better public un- 
derstanding of mental illness. 

We are pleased to welcome you as a member of this association. 

Sincerely yours, 
MERRILL M. CoHEN, President. 


Our Lavy or Goop CoUNSEL FREE Homkg, 
St. Paul, Minn., September 14, 1957. 


Dear FRIENDS: Your recent very generous contribution to our home has been 
received, and we wish to thank you for your kind interest in our work. 

Our work, after God, depends on the people. The kind of folks who make 
contributions so that the task of bringing Christ to our patients may continue. 
Divine Providence sees to it that their donations are used in a manner well 
known to them; medicines for our sick folk ; food for them and comfortable beds. 

In the course of a day’s work our benefactors are often in our thoughts. Not 
only in our prayers and masses, but also as we go about our tasks. The words 
of gratitude we hear from our patients are really meant for our benefactors, 
the smiles we get from them should be directed to our benefactors. And much 
of the credit given us for our work is rightly theirs, 

We are confident that there will come a time when they will know just what 
their kindness meant to us. It will be a precious moment when our benefactors 
will hear our Lord say, “Thank you!” 


Sincerely yours, 


SERVANTS OF RELIEF FOR INCURABLE CANCER. 
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Str. ANN’s INDIAN MISSION, 
Belcourt, N. Dak., Sepetmber 16, 1957. 

Dear FRIENDS: Your generous response to my appeal for help at this time is 
greatly appreciated. We are truly grateful to you for your generous gift of 
$500 ; this is certainly a very great help to us at this time. Your continued in- 
terest in our Indian mission here in Turtle Mountains is very encouraging to us 
missionaries. Our Indian children, too, appreciate all that you do to help us keep 
our mission school going here at St. Ann’s. 

As the weather has been uncomfortably cool, we have had to get our boilers 
started already. We will have to keep feeding these boilers without interrup- 
tion for the next 8S months. Winter begins very early and lingers very long in 
this north country ; this isa very heavy drain on our budget. 

You are remembered every day in the prayers of the missionaries and in the 
prayers of our Indian children. May our dear Lord reward you a hundredfold 
for all your kindness. 

Very gratefully yours, 


Ir. AUDEFAUD. 


THE MINNESOTA SOCIETY FOR CRIPPLED CHILDREN AND ADULTS, INC., 
Minneapolis, Minn., September 17, 1957. 
Mr. LAWRENCE A. CARR, 
Otto Bremer Foundation, 
Minnesota Building, St. Paul, Minn. 


Dear Mr. Carr: We are in receipt of the generous gift of $1,000 from the 
Bremer Foundation for Camp Courage and we are writing to let you know how 
much we appreciate your help and generosity. 

This past summer 520 handicapped youngsters from the State of Minnesota 
were helped to new health, hope, and happiness through our camping program, 
and were it not for the support of organizations like yours this expanding serviee 
simply would not be possible. So in the name of these handicapped youngsters, 
who do appreciate what is being done for them, we would like to thank you 
most sincerely. Will you kindly extend all of our appreciation to the members 
of your board. 

I should call you sometime next June and see if we can’t arrange for a visit 
to Camp Courage. With kindest greetings, I remain 

Very truly yours, 
W. B. SCHOENBOHM, Herecutive Director. 





Sr. JosePpn’s Hosprrar, 


St. Paul Minn., September 24, 1957. 
Mr. R. O. BISHOP, 


President, American National Bank, 
St. Paul, Minn. 


DrarR Str: Mr. Joseph Klemp has informed me that you have decided to help 
start our cardiac research laboratory. The donation is particularly appreciated 
at this time as there is a good possibility that the National Institute of Health 
will match any funds we can raise locally. 

Please accept my heartfelt gratitude. I’m so sorry Joe and I didn’t meet 
you when we stopped at your office two weeks ago. 

My sincere gratitude. 

Sincerely yours, 


S. W. Hunter, M. D. 
Assistant Professor Surgery, 
University of Minnesota, Surgical Division. 
P. S.: Joe tells me your donation of $5,000 will be available after January 19, 
1958. I will enclose a donation card for your convenience. 
Thank you so much. 


SaM HUNTER. 





~~~ s ieee —_ . 
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Minnesota NortuH CENTRAL AREA CounciL, Y. M.C. A., 
Minneapolis, Minn., October 14, 1957. 
Otto BREMER FOUNDATION, 
Minnesota Building, St. Paul, Minn., 
(Attention Mr, Samuel Lipschulz. ) 


My Dear Mr. Liescuvuiz: This will acknowledge receipt of your contribution 
of $400 to the Minnesota State Young Men’s Christian Association. 

We very much appreciate your interest and material concern for our “Y” 
program and we want you to know that your contribution is a real help which 
enables us to do our work to the extent that we do in the small towns and rural 
areas of Minnesota. If it were not for friends like yourself we would certainly 
be unable to have the outreach we do. This letter is an expression of our 
heartfelt thanks for your support. 

I hope sometime I may have an opportunity to meet you and personally thank 
you for your good help. 

Very truly yours, 
Epwarp L. GriFrFINn, State Secretary. 


BANK OF WILLMAR, 
Willmar, Minn., October 19, 1957. 
Mr. R. O. BisHop, 
Vice President, Otto Bremer Co., Bremer Arcade, St. Paul, Minn. 

Dear Rotiin: It pleased me very much to receive your letter enclosing check 
for $1,000, payable to the Rice Memorial Hospital, and which represents a con- 
tribution to the new equipment and furnishing fund for the hospital. 

Your contribution will be used to furnish the four-bed ward, and I have re- 
auested that they state on the plaque that will be on the door, that the room 
was furnished by the Otto Bremer Foundation, St. Paul, Minn. I trust this 
inscription will meet with your approval. 

I forwarded the check to Mrs, Lester Bangtson, who also sent a letter to you, 
and I know that our committee appreciates the contribution very much, I am 
confident that it will create some additional good will to our bank, inasmuch as 
we are one of the Bremer banks. 

Yours very truly, 
N. H. TaLiaxson, President. 





St. JoserH’s HospImrat, 
UNIVERSITY OF MINNESOTA SURGICAL NERVICE, 
St. Paul, Minn., October 25, 1957. 
Mr. R. O. BisHop, 
President, American National Bank, Robert at Seventh, St. Paul Minn. 

Dear Mr. BisHorp: Mr. Joseph Klemp has presented me with a check for 
$5,000 which has been donated by the Otto Bremer Foundation to the St. Joseph’s 
Cardiac Research Fund. Needless to say we are extremely grateful for your 
support at this particular time. Your donation is timely in that the Federal 
Government has told us that they will match any funds we can raise locally with 
Federal funds in order to get our laboratory established and working. 

It is heartwarming to those of us who are so vitally interested in science that 
businessmen of your type and of the calliber of Joseph Klemp will take precious 
time out of your business hours in order to hear us out and help us on our way. 

On behalf of all of us who are working on this project, I wish to express my 
sincere gratitude. 

Sincerely yours, 
SAMUEL W. HunTER, M. D., 
issistant Professor Surgery, University of Minnesota 


~r 
~? 


WILLMAR, MINN., October 24, 1! 


OTTo BREMER FOUNDATION, ROLLIN QO. BisHop, Vice President, 
Otto Bremer Co., St. Paul, Minn. 

Dear Mr. Bisnop: Please convey the deep appreciation and warm blessings 
of the Rice Memorial Hospital Auxiliary te the Otto Bremer Foundation for 
the most welcome generous gift of $1,000 to our hospital to complete our auxili- 
ary project of furnishing the rooms with new furniture and equipment. 
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Mr. Tallakson has delivered your check to me and I will now present it to 
the hospital board through the superintendent. The auxiliary president has 
been notified and the West Central Daily Tribune has published an excellent 
news article which I enclose. We will see that a plaque is placed on the door 
of the four-bed ward reading that it is furnished by the Otto Bremer Foundation, 
St. Paul, Minn. 

We are delighted with your kind generosity in aiding us now to complete our 
auxiliary project. Thank you all very much. May the good Lord bless and 
keep you. 

Cordially, 
Mrs. Lester BANGTSON, 
Chairman, Public Relations Committee, Rice Memorial Hospital. 


UNIVERSITY OF MINNESOTA, 
THE MEDICAL SCHOOL, 
Minneapolis, Minn., December 6, 1957. 
Mr. LAWRENCE A, CARR, 
Otto Bremer Foundation, Minnesota Building, St. Paul, Minn. 

Dear Mr. Carr: Dr. Wangensteen is at present in New Zealand for a series 
of lectures and so is not in the office. He would want me to drop you a note 
immediately thanking you for the check which we have received in the amount 
of $5,000 for the building program of the research laboratory. 

Dr. Wangensteen has come to depend a great deal on the Otto Bremer Founda- 
tion and you in particular and is most grateful for your interest and continued 
support of the work of both the department of surgery and the medical school. 

Would you please thank all the members of the Bremer Foundation for him, 

Holiday greetings. 
LEONTINE M. HANs, 
Office Supervisor for Dr. Owen H. Wangensteen, 


Str. JosePn’s HoME ror CHILDREN, 
St. Paul, Minn., December 7, 1957. 
Mr. AND Mrs. SAMUEL LIPSCHULTz, 
917 Fairmont Avenue, 
St. Paul, Minn. 

Drar FRIENDS: We are most grateful to you for again sending us the very 
generous check from the Bremer Foundation. We, indeed, appreciate the big 
help we receive and assure you that we will use it to get clothing and other 
things that the children need. 

May you have a blessed and joyous Christmas. We shall include you in our 
Novena of Holy Masses that will be said in our chapel for our dear benefactors. 

Sincerely yours, 
StsTer M. Exsa, O. 8. B. 


SHRINERS HOSPITAL FOR CRIPPLED CHILDREN, 
Twin Cities UNIT, 
Minneapolis, Minn., December 7, 1957. 
OTTo BREMER FOUNDATION, 
530 Minnesota Building, 
St. Paul, Minn. 
(Attention Mr. Samuel Lipschultz. ) 

Dear SAM: We are again in receipt of your generous check in the amount 
of $1,000 payable to the Shriners Hospital for Crippled Children, Twin Cities 
unit, and will you please express to the members of your board the sincere ap- 
preciation of both the board of governors and perhaps more especially the 
kiddies who will benefit from the generosity of funds like your own. 

With every good wish for 1958, I am 

Sincerely yours, 
CLARENCE L. FINGER, Treasurer. 


95375—58—pt. 2——-48 
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Hvpson MeEMoRIAL HOSPITAL, 
Hudson, Wis., December 10, 1957. 
Mr. SAMUEL LIPSCHULTz, 
Otto Bremer Foundation, 
St. Paul, Minn. 

Dear Mr. LipscHvuLtz: The generous donation of $1,000 from the Otto Bremer 
Foundation to the Hudson Memorial Hospital will be of tremendous aid, and 
all the members of the board are greatly appreciative of your continued interest. 

Many, many thanks, and best regards, 

Yours sincerely, 
Mrs. Cuas. WARD, 
President, Board of Directors. 


CreTIN HiGgH ScHoo., 
BROTHERS OF THE CHRISTIAN SCHOOLS, 
St. Paul, Minn., December 10, 1957. 
OTTO BREMER FOUNDATION, 
Minnesota Building, 
St. Paul, Minn. 
(Attention Mr. Lawrence Carr. ) 

GENTLEMEN: Thank you very much for forwarding the $500 check for our 
scholarship fund. We do appreciate your kindness and help and will be able 
to help some deserving youngster. 

God bless you, each and every one. Best wishes to all for a Merry Christmas 
and a Happy New Year. 

Cordially yours, 
BroTHer J. Fevix, F. 8. C., Director. 


St. PauL REHABILITATION CENTER, INC., 
St. Paul, Minn., December 11, 1957. 
Mr. SAMUEL LIPSCHULTZ, 
Oito Bremer Foundation, 
St. Paul, Minn. 

Dear Mr. LipscuHurttz: We have received the generous contribution of $3,000 
from the Otter Bremer Foundation and I wish to take this opportunity to express 
the most sincere appreciation of the board of directors and staff of the St. Paul 
Rehabilitation Center for your kindness. Your gift will be used to further re- 
habilitation services to men, women, and children in our community Who are 
faced with various physical handicaps. 

Your interest and continued support is indeed encouraging to all of us, and 
we hope that some day in the near future we may have the pleasure of your 
visiting our facilities and seeing firsthand how your help means hope for others. 

Sincerely yours, 
JAMES C. McCarrnry, 
Director of Publie Relations. 


St. OLAF COLLEGE, 
,USINESS AND FINANCE OFFICE, 
Vorthfield, Minn., January 23, 1958. 
Mr. SAMUEL LIPSCHULTZ, 
Trustee, Otto Bremer Foundation, 
St. Paul, Minn. 

Drar Mr. Lipscnvirz: At a meeting of the executive committee of the board of 
trustees of St. Olaf College held in Minneapolis on January 20, 1958, I presented 
the letter we reeeived from Mr. Bishop informing us of the action taken by the 
board of trustees of the Otto Bremer Foundation authorizing a gift of $50,000 
toward the building of a student center and commons building on our campus. 

Che executive committee wishes to express its unanimous appreciation for this 
thoughtful and generous contribution to St. Olaf College. A gift of this nature 
represents much more than a casual interest in St. Olaf College, and, coming at 
a time when we are engaged in a $1,500,000 campaign to provide the funds to 
meet the needs of a growing college, means so much to the institution and to 


those who are charged with its administration. Our annual budget now exceeds 





FINANCIAL INSTITUTIONS ACT OF 1957 1535 


$2,500,000. This sum must be met each year from tuition, endowment income, 
and contributions and allows very little for new building ventures. 
Again, please accept the sincere thanks of the executive committee. 
Yours very truly, 
S. A. Byr, Secretary, Board of Trustees. 





UNIVERSITY OF MINNESOTA, 
THe MEDICAL SCHOOL, 
Minneapolis, Minn., February 8, 1958. 
Mr. LAWRENCE A. CARR, 
Trustee, Otto Bremer Foundation, 
St. Paul, Minn. 

Dear Mr. Carr: It was a distinct pleasure to visit with you against last week 
at our office. I wish you would convey my deep sense of gratitude to the trustees 
of the Otto Bremer Foundation for their continuing support of my research 
activities. Their personal interest and unstinting generosity have contributed 
in a great measure to the continuing suecess of my research program. 

We received your check for $12,000 last Friday and have turned it over to the 
university’s business office. Dr. Wangensteen sends his expression of gratitude 
and also his kind regards. 

Sincerely, 


WILLIAM F. FEecxer, M. D. 


Mercy Hospira.. 
Devils Lake, N. Dak. 
Mercy Hospital gratefully acknowledges your pledge to its building and de- 
velopment fund. 
According to our records, this pledge is for the sum of $1,000, payable - nee 
In appreciation for this evidence of your interest and support, you will be 
remembered daily in the works and prayers of the sisters. 
Sincerely yours, 
Sister MAry JEROME, R. 8. M., Administrator. 


STATEMENT OF WRIGHT PATMAN, REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF TEXAS 


Mr. Parman. Mr. Chairman, I realize this is a day of very un- 
favorable circumstances, but probably I could not hope for any 
better, and [ am not complaining. I just want time to go into this 
bill and explain some amendments I want to offer. 

Of course, it is traditional in the Congress that during the week of 
Lincoln’s Birthday no business is transacted in the House and the 
Members feel privileged to go home or any place they want to go. 
‘hat announcement was made a couple of days ago, and therefore 
most of the Members are going, including the members of this 
committee. 

They have gone to their homes or elsewhere and they are not here 
in Washington now, or in their offices, and certainly they are not 
attending committee meetings. But [ am not complaining about 
that 

The CHarrmMan. | suppose they have all been notified. 

Mr. Parman. I ask permission, Mr. Chairman, to revise and extend 
the remarks I intend to make and inelude therein statements and 
excerpts and related matter in connection with my testimony. 

The CuarrMan. Anvthing that is pertinent and relevant. I do 
not want to encumber the record with a great mass of stuff, but 
anvthing that is pertinent and relevant. 

Mr. Parman. That is right, anything that is relevant and pertinent 
in connection with the statements I make and that are in connection 
with this bill or related to it. 
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The CuHarrman. That will be allowed. 

Mr. Parman. All right. 

Mr. Chairman, these bills, S. 1451 and H. R. 7026, are each approx- 
imately 250 pages. They were presented originally as recodification 
bills. 

What arouses my curiosity and makes me wonder is why it is the 
bankers should be allowed the privilege of coming to Congress and 
saying, ‘‘Now, we want our laws recodified, and we will write the 
bill,” and then we stop everything else and take up the bankers’ 
recodification of laws, when the laws they have selected for recodi- 
fication amount to only a small percentage of the financial institutions. 
The bill purports to be a complete ‘Financial Institutions Act.” 

I have a statement here prepared by the Library of Congress 
containing a list of the principal financial institutions; there are about 
15 or 20 financial institutions not included in the bill, such as the 
Export-Import Bank, Small Business Administration, Veterans’ Ad- 
ministration, Housing and Home Finance, Agriculture Department, 
Commerce Department, Defense Department, Interior Department, 
International Cooperation Administration, and many others. 

In other words, it looks as though the bankers selected the laws 
that are of particular concern to them, which they want changed, 
and have taken those up and said, ‘‘We want these laws recodified.”’ 

(The document referred to is as follows:) 


List of princtpal financial institutions 


| Type of function 





Institution | 
Charter | Super- | Owns or 

or vise or | operates 
register | examine 





_ 








A, Financial institutions included in H. R. 7026 
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. Federal Deposit Insurance Corporation members (includes national, 
State banks, members of Federa] Reserve System, other State and 
Territorial banks, and mutual savings banks) -. sib eiadoethleecd (1) 
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. Federal savings and loan associations.................-...-...--.--....- y 2 

. Federal credit unions--_----_- I aa ali ie ia ler acai ea AES 2 
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B. Financial institutions not included in H. R. 7026 


i oe enGGh... |... |. cccssueenienpennaoemansanneelsocorsiass|ae dl dicate 
03-6 one nnddieca hudeibmenenascetetatondosnnatewceéenws 
Veterans’ Administration See 3 : in a elbiahis oubdadevaeus 
Housing and Home Finance Agency (includes FNMA, FHA, PHA, 

Office of Administrator) . doris , sek ciel aioe heheh ct albilctiied 
Agriculture Department: CCC, Farmers’ Home Administration, REA--_}_.........]-...-.--- 
Commerce Department: Inland Waterways Corporation; maritime activi- 

Sere rr she clin > pita gh bhevaliitidnm heed madd dicen 
Defense Department: Defense production loan guarantees ------ : ee 
Interior Department: Bureau of Indian Affairs, Bureau of Commercial | 

Fisheries, Office of Territories, expansion of defense production. _-........|......--- Seiad 
Treasury Department: RFC in liquidation, SWPC in liquidation, civil | 

defense loans, expansion of defense production, loan to U. K__-.-.-..--- 
International Cooperation Administration - - ; acetal ain i 
General Services Administration: PWA in liquidation.................--- beddd ace -| pabduata 
HEW, Office of Education... aa : a eee 
Farm Credit Administration: Banks for cooperatives, Federal intermedi- | | 

ate credit banks, Federal land banks, national farm loan associations, 

and production credit associations. - - . --- 5 pecdilatinnaand : x | 
Federal Deposit Insurance Corporation --.-....-..........----- Shicsensakn libhen ilk adaeddad 
Justice Department: Federal Prison System.-_-......-...-..--.-------.---.|.-- os, a x 
Investment companies, advisers, bankers. .-.---- eewhodmasin ctheteae dupa | x 
Over-the-counter securities markets.--..........-.--- Sakge> basses hdapodhadeee< - 
Organized securities exchanges--.-.........- ce aieheietagcueaete a ci dalled 


See footnotes at end of table. 
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List of principal financial institutions—Continued 





Type of function 


Institution 
Charter | Super- | Owns or 
or vise or | operates 
register | examine 


C. Financial institutions not included in H. R. 7086 and not regulated by 
Federal Government 
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1 National. 
3In part. 


Prepared by: Library of Congress, Legislative Reference Service. 


Mr. Parman. Another reason I think this is unusual, is that we 
have an official recodification committee that works all the time. 

Mr. Zinn who was here with Mr. Celler yesterday, works full-time 
at codifying the laws. He is on the staff of the Subcommittee on 
Revision and Codification of the Statutes of the United States. 

Under the Reorganization Act of 1946, that subcommittee was set 
up to take the place of a division known as “Revision of Laws.” 

That subcommittee is set up with a staff, provided with money 
and the best experts to work at this job full time, to codify the laws 
passed by Congress. Why should we allow the bankers or anybody 
else—and I say that respectfully, because I know there is no intent 
on the part of any Member just to serve the bankers—but why 
should we let the bankers come in here and convince us that we 
should take the recodification away from the committee established 
for this purpose and which is now functioning? 

Why should we take this job away from them and attempt to do 
the job ourselves, when we are not equipped to do it. 

Our staff is not able to do it. We do not have the staff to do it. 
The staff has all that they can do. 

I am not complaining about anything that our staff has failed to do. 
I am simply pointing out that we do not have a sufficient staff to 
recodify even the 6 or 7 laws covered by these bills. Yet these laws 
represent but a few of the financial institutions of the United States. 

As evidence of that fact, take the section about the bank selling 
insurance. I know this staff would not have put that in the bill. 
The staff on the Senate Committee would not have put that in. The 
bankers put that in, because they wanted it in. And this staff took 
their word for it that it was already in the law. 

I cannot believe that our staff would agree to put that in when it 
was not a part of the organic law of the United States. This bill to 
that extent is sailing under 

The CHarrmMan. Mr. Patman, I might say they did not take their 
word for it at all. The staff made an independent investigation and 
came to the conclusion the law was still in effect. 

Mr. Patman. They could not have done that, Mr. Chairman, when 
the code itself shows it is not. 











1538 FINANCIAL ENSTITUTIONS ACT OF 1957 


The Cuarrman. It would be presumed to be repealed, you say 40 
years ago—— 

Mr. Parman. That is right. 

The Cuarrman: But for 40 years, all the agencies have recognized 
that it was in effect. Seven administrations, national admuinistra- 
tions have followed that same procedure, and there have been courts— 
it hasn’t anything to do with the ultimate result whether we have 
insurance in the banks or not, but there have been courts that have 
upheld that after it was appealed. It was in the Supreme Court of 
Virginia. 

Mr. Parman. I would like to see that case, Mr. Chairman. You 
are mistaken about that. 

The Coarrman. What? 

Mr. Parman. You are mistaken about that. 

The CuairMan. It went to the Supreme Court of Virginia, and 
they said that was still in effect. 

Mr. Patman. I know that the bankers, the Cravens’ committee, 
said that, but they are not giving us the truth on that. It is not the 
truth, Mr. Chairman. I say that respectfully. 

No-one can make me believe that our staff knew that this was not 
in the code of 1952 and did not call it to our attention. I know they 
would have called it to our attention if they had known it was not 
in the code. 

If they were going to take issue with the code aad say that the 
code is wrong, they would have called it to our attention when they 
got up the statement for us to consider in connection with this bill. 

The Cuairman. Is that a matter of any importance? 

Mr. Parman. It certainly is a matter of importance. 

The CuHarrMan. We have the authority to pass upon that question 
as we please. We can repeal it if it is in, we can treat it as not being 
in. 

Mr. Parman. The bill is sailing under false colors. 

The CuatrMan. It does not shackle anybody. 

Mr. Parman. Yes, it does. We are told by this bill that a certain 
thing is the law when it is not the law. That is a bill sailing under 
false colors. We are not given the correct information about it. 

I am not going to say this staff or any staff knew it and did not 
call it to our attention. 

The CuarrmMan. The staff says they knew that was not in the code. 

Mr. Parman. And did not call it to our attention? 

The CHarrMan. They still thought it was in effect. Is it a material 
point? 

Mr. Parman. To try to put something into the law that has been 
repealed for 40 years? 

The CuarrMan. In the consideration of this bill it does not limit 
our action at all. We can consider that matter anyway we please. 

Mr. Parman. I will put that in the record. I have said all about 
that that I want to, and I will extend my remarks on it. 

This whole bill goes toward concentration of banking, fewer banks, 
and giving fewer people a grip upon the banking system of our coun- 
try. Absentee ownership. I think it is wrong, and I think that we 
should encourage the establishment of new banks where they are 
needed, in the towns and local communities. 





FINANCIAL INSTITUTIONS ACT OF 1957 1539 


Mr. Bervs. I do not want to keep harping on this insuranee sec- 
tion, but did I understand you to say that you denied what the 
Chairman said that the Supreme Court of Virginia held? 

Mr. Parman. I deny that the Supreme Court held that the statute 
was valid. That is the point invelved here: Is it a valid statute? 
I respectfully state to the gentleman that be e:nnot show me a deci- 
sion, notwithstanding what the Chairman and others have. said, 
nobody can show me a decision— 

The CHarrMan. The decision itself will decide that question. I 
will refer you to the decision. I will get you that decision. 

Mr. Parman. The point was not raised. 

The CHarrMan. I am not making any argument. 

Mr. Parman. There is no decision holding that the statute was 
valid. 

The CuHarrMaNn. I want you to understand I am not making any 
arguments that the banks should go into the insurance business. 
That has nothing to do with it, 

Mr. Patman. You are supporting this bill; that insurance section 
is not in the law, and you are trying to put it in. You are trying to 
put the banks in the insurance business, Mr. Chairman. You cannot 
get around that. 

The CuarkMan. Iam only thinking about what, considered to what, 
was in the law. It only applied to towns of less than 5,000 people. 

Mr. Parman. My time is limited and I do not care to go into that 
point any further. The Chairman will never be able to show a decision 
where the courts have passed upon the validity of the statute. 

That question has not been raised. The court is not going to raise 
it if the litigants do not raise it. The case the gentleman talks about 
is one where the question was not raised at all. 

The court had no reason to pass on it, as it was not an issue before 
the court. 


PUBLIC INTEREST AMENDMENTS SHOULD BE CONSIDERED 


Mr. Chairman, these so-called recodification bills contain a great 
many substantive changes inlaw. Some of these changes would have 
tremendous practical effects on all segments of our economic system 
and on all groups of people. Many of these proposed changes in the 
law are bad, and I will object to them at the proper time. 

While we are considering substantive changes in the 6 or 7 laws 
covered by these bills, we should, however, consider several other 
changes in the public interest that are badly needed. In other words, 
we should not confine our consideration to those changes which the 
bankers have said they want, but we should consider also changes 
that are clearly needed to improve these laws. My purpose today is 
to call the attention of the committee to several amendments which 
we should consider. 

Now as to the Federal Reserve System: 


PAY OFF THE SO-CALLED STOCK OF THE FEDERAL RESERVE BANKS 


Now some of the bankers who have appeared before our committee 
here revealed that they have been under an impression that the 
Federal Reserve banks are owned by the commercial banks, the mem- 
ber banks. 
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Yesterday, I made a speech on the floor, in which I referred to this 
erroneous impression, and in which I showed conclusively that the 
Federal Reserve banks are owned by the Government of the United 
States. There is no valid, legal stock held by commercial banks in the 
Federal Reserve banks. That so-called stock that the member banks 
own is not stock at all; “stock” isa misnomer. It has no stock value; 
it cannot be voted as stock; it cannot be sold; it cannot be hypothe- 
cated; it is just held as an investment or a loan upon which they draw 
6 percent. The banks do not own the Federal Reserve System. 

This 6 percent interest—which amounts to about $20 million a 
year—should certainly be saved by the Government, by canceling 
that stock and paying it off. It could easily be paid out of ‘the Federal 
Reserve surplus funds, now, without any inconvenience. 


EARNINGS AND EXPENSES OF THE FEDERAL RESERVE BANKS IN 1957 


Mr. Chairman, I have been able to obtain an advance copy of a 
statement showing the earnings and expenses of the Federal Reserve 
banks during the calendar year 1957. This statement will normally 
appear in the annual report of the Federal Reserve Board which 
comes to Congress much later in the year. The statement is of suffi- 
cient importance, I believe, to be included in this record. It shows 
that the income of the Federal Reserve banks from their actual opera- 
tions is extremely small—in fact only a small fraction of their 
expenses. 

uring the year 1957, the whole Federal Reserve System reports 
an income of $763.3 million. This was an increase of $167.0 million 
over the income of last year. Actual earnings from operations of 
the banks in 1957, however, amounted to only "$28. 0 million, as com- 
pared to net expenses of $131.8 million. 

In other words, the actual earnings of the Federal Reserve banks 
are extremely small and considerably less than their expenses. Of 
the great amount of money which is credited to these banks as earn- 
ings, substantially all comes from interest on securities of the Federal 
Government which have been ae ised by the System with money 
created against the credit of the Federal Government. 
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MAKE THE FEDERAL RESERVE BOARD THE OPEN MARKET 
COMMITTEE 


I am going to offer an amendment, Mr. Chairman, to increase the 
Federal Reserve Board to 12 members, and make it the Open Market 
Committee. 

I have had a bill of this kind pending for a number of years. We 
have never had a hearing on the bill, but I am going to offer it as an 
amendment to these bills. 

We know that operations of the Open Market Committee are in the 
New York bank alone. The Open Market Committee delegates 
to one man, who is in charge of the open market account, responsi- 
bility for carrying on trading with private brokers, amounting to tens 
of billions of dollars worth of securities. There are dozens of people 
who know about the operations of this important committee. With 
knowledge of what their account is going to do, a person can make 
millions overnight. We ought to look into that and find out what is 
going on. 

I asked the gentleman who was president of the New York Re- 
serve Bank just before Mr. Hayes, Mr. Sproul, if it had any rules 
against bank officials or employees playing the market. He said no, 
except they couldn’t buy on margin. 

Now, imagine that. ‘Here is a bank that is run by private bankers 
in New York, handling Government bonds and other securities ag- 
gregating tens of billions of dollars a year, and we have never inquired 
into the procedures that they use. We have never attempted to 
determine whether or not it was being honestly conducted. Although 
[ am-not charging corruption because I don’t know, there are oppor- 
tunities for corruption there. And ordinary, normal human beings 
sometimes cannot resist temptation. There is certainly an oppor- 
tunity there for many, many people to enrich themselves every day 
with inside knowledge and information. 

There are 17 dealers that trade with the open market account. I 
wouldn’t say that they are handpicked but there are very few, usually 
about 12 who do substantial trading. In 1956, only 5 of these ac- 
counted for over 50 percent of all the transactions of the open market 
account, 

To show you something about the size of the operations, in 1956 
the open market account purchased $11.9 billion worth of Government 
securities and sold $9.3 billion worth. Total transactions were $21.2 
billion during that 1 year alone. So it is not a small matter; this is 
not small potatoes. Twenty-two billion dollars worth of securities 
bought and sold in 1 year. I wouldn’t consider that an extraordinary 
year; they do about that much almost every year. And yet we have 
never looked into their operations; they have never been audited by 
the General Accounting Office; and we know almost nothing about 
them. 

But I can tell you this much, because I have made inquiries; this 
so-called Open Market C omunittee operates the | iggest market in the 
world; and while it is called an “open market,” it is the most closed mar- 
ket that was ever invented. The people who operate this account 
do the buying and selling of Government securities, using Govern- 
ment money, and decide for themselves what price they will take or 
pay, in each trade; they decide which one of their little select group of 
dealers they will sell to or buy from; and there is never any public 
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announcement of the prices this account pays or receives; there is 
never any public record of how much securities they sell to or buy 
from any one of their select group of dealers; and the people who carry 
on this under-the-counter trading in tens of billions of dollars each 
year of Government-owned securities are not even Government 
employees. 

More than that, Chairman Martin refuses to tell the public, or even 
to tell this committee in confidence, anything about these dealers who 
are privileged to carry on this fabulous and hidden trading with the 
open market account. Chairman Martin has told us their names, 
and that is about all. He has refused to tell us what their net worth 
is and what percentage of the Government securities they hold at any 
one time, and he has refused any information about how much trading 
in Government securities these dealers do with their customers. 

I will insert a table showing the monthly volume of purchases and 
sales in 1954, which was a $11.6 billion year. This table shows that 
the open market account outright sales of securities amounted to $3.3 
billion. We can assume that most of these outright sales were made 
to dealers, as contrasted to foreign central banks. At the same time 
the open market account made loans, that is, repurchase agreements, 
with the dealers amounting to $2.4 billion. 


Gross transactions in Government securities by the Federal Open Market Committee, 
January—December 1954 


{In millions of dollars] 



































i i 
Special 
Market transactions (gross) certifi- Ex- 
cates change 
pur- of ma- 
Net chased | turing 
change Repurchase directly | certifi- 
in Total Outright trans- agreements from cates, 
Federal | actions ! with dealers Treas- |and notes, 
Reserve | | ury and ma- 
holdings | | (largest turing 
amount and 
Pur- Sales Pur- Sales Pur- Sales |outstand-| called 
chases | chases chases ing in bonds 
month) 
1954 | 
PIII, «<a niscunbuceneitie —1, 276.2 271.0 |1, 547.2 |.....- 678.3 271.0 868. 9 Gee laetenanee 
February —130. 2 386. 0 516. 2 172.1 302. 3 213.9 213.9 |....- a 3, 922. 2 
March. +123. 2 428. 2 305. 0 228. 2 105.0 200.0 |} 200.0  } f eres 
DEE. évadeicnswkdedsvddes 4 50.0 BN Giclee oieiudodiinn 50.0 BNO i tibekttickitddases wud 
ay +180.0 327.0 147.0 180.0 soebeel). Sane See Bgnteoonun 1, 686. 4 
June.. +225. 1 952. 6 727. 5 503. 9 278.8 448.7 SN eet rad Mie tas 
July —712.3 70.0 782.3 |_-. 4 712.3 70.0 70.0 |-. 
August... —302 0 659. 6 961. 6 160.0 590. 6 499. 6 71.0 
September- +247. 5 650.0 402. 5 650.0 273.9 |... -| 128.6 } 
October. .. +110.7 438. 2 327. 5 310.0 | 199.3 128. 2 128. 2 
November. +507.0| 758.5] 251.5] 699.0] 192.0 59. 5 59. 5 | 
December. - $44.0} 325.5 | 281.5 |-.....-.|.---..-. | 325.5] 281.5 | 
Total (January- | 
December) ....| —983. 2 \ 316.6 |6, 299.8 |2,903.2 (3, 332.5 | 413. 4 12, 967.3 |. cacncwee 13, 882. 4 
| 





1 Includes runoff of Treasury bills at maturity, but excludes exchanges of maturing bills for new bills. 


You see, the Open Market Committee conceives of this little group 
of dealers as being “the makers of primary markets” for Government 
securities. In plain words, the open market account conceives of 
itself as adjusting from day to day the amount of money in the private 
banking system of the country. When there is too much money, 
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according to the account’s opinion, they buy some money in from these 
dealers and pay the dealers a profit on it; and when they think there 
is too little money, they sell some to these dealers and, of course, the 
dealers get their wholesaler’s margin on this as they resell the securities 
to the banks, the corporations, or anyone else who may want to buy 
them. 

Hundreds of member banks all over the country buy and sell 
Government securities, but they must go to the dealers for these. For 
mysterious reasons which have never been explained, they never 
trade directly with the open market account. 

The open market account does trade with foreign central banks. 
It buys and sells billions of dollars worth of United States Government 
securities, all over Europe, all over South America, and everywhere 
else that there is a foreign bank that wants to trade with the open 
market account. 

In contrast, however, the Federal Reserve banks themselves cannot 
trade with the open market account. These banks act as agents for 
the member banks and others in buying and selling billions of dollars 
worth of Government securities but the Federal Reserve banks must 
also go to the dealers to trade, or go to some subsidiary dealers who 
in turn trade with the top dealers that the open market account 
trades with. Considering the vast amount of trading that is going 
on at almost all times, it is inevitable that there are many times when 
the Federal Reserve banks are in the market buying securities from 
private dealers at the very moment the open market account is 
selling those same securities to private dealers. And, of course, the 
sale by the open market account is on behalf of the Federal Reserve 
banks. 

Under the 1913 act, each Federal Reserve Bank had its own open 
market committee, but the 1935 act completely changed the Federal 
Reserve System. There is now only one Open Market Committee, 
and the Federal Reserve Bank of New York is the sole agent of that 
committee. This bank handles the entire account, and although it 
is supposed to operate according to policy guides laid down by the 
Open Market Committee, if you will read these policy guides—which 
are published in the Annual Reports of the Board—you ° will find that 
they are vague statements which leave the actual decisions up to the 
New York bank. 

If you turn to the Annual Report of the Board of Governors, for 
instance—say 1956—you will see that the Dallas bank—I happen 
to be in the Dallas district—that the Dallas bank earned from 
discounts and advances only $830,142. That is all that whole bank 
earned in one year. Of course, it has earnings in its statement of 
$23 million. Where did the other income come from? It comes 
directly from New York. None of these other 11 banks touches 
those Government securities in the open market account. They are 
all right there in the City of New York in the Federal Reserve Bank 
Building. The coupons are clipped there, the interest is collected 
there, the taxpayers pay it into the Treasury and the Treasury sends 
it up to the Federal Reserve Bank of New York, to pay interest on 
over $23 billion of Government bonds that have been bought by that 
open market account and which they now hold. The New York 
bank then sends to Dallas, Texas, $22 million, as the Dallas bank’s 
part of the earnings. Did they earn that? They didn’t turn their 
hands to get it. 
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The open market account bought these bonds on the credit of the 
Nation, using Federal Reserve notes which are also Government 
obligations; then the New York bank sends the money to Dallas, 
San Francisco, Kansas City, Minneapolis, Chicago, Atlanta, Rich- 
mond, Cleveland, Philadelphia, New York, and Boston—to each one 
their proportionate share, but the banks don’t touch these bonds. 
They render no service for this income, and the bonds were purchased 
on Government credit. 

The Dallas bank, although it only earned $830,000, spent more than 
$6 million—$6 ,686 ,000. 

Now this operation in 1935, on the Federal Reserve banking 
system, changed it completely, from an autonomous regional system 
to a central banking system. 

We now have a central bank in the United States, and under this 
central banking sy stem, there is no important power left in the 


regional banks. There i is no important power left. It is all done by 
the Federal Reserve Board here in Washington or by the Open Market 
Committee composed of 12 members, 5 of whom are selected by 


representatives of private banks. 

When the Open Market Committee meets, there are 12 members 
of private banks there at the meeting, presidents of the Reserve 
banks. Only five of these can vote but the others are there to par- 
ticipate in the meetings and to help evaluate the problems and to 
help come to decisions. Those 7 public members—the Board mem- 
bers—are surrounded not only by these 12 representatives of the 
private banks but they have 12 other people with whom they must 
deal who directly represent the banks, too. These are known as 
the Federal Advisory Council. So we have our 7 public members 
surrounded by 24 bankers to help them perform their public services 
and public duty. 

I say that alone should arouse our thinking. We should look into 
this carefully and make sure that it is being done in the public interest, 
and in the meantime we know that we should take the bankers off 
of the Open Market Committee. 


PROHIBIT REPURCHASE AGREEMENTS 


The Open Market Committee is right now doing something which 
I do not consider to be legal at all. They are permitting dealers in 
Government securities to borrow money directly from the New York 
Federal Reserve bank. 

Now, I thought Federal Reserve banks were set up to accommodate 
member banks. But here we find a half dozen dealers—not over 15 
in the city of New York who get their money directly from the Fed- 
eral Reserve to speculate in Government securities. Do you think 
they don’t know anything about what the Government is going 
to do? They use the Government’s money for the ] purpose of buy- 
ing and selling Government securities all the time. There is nothing 
in the Federal Reserve Act, if I read it correct tly, ‘that pern nits them 
to borrow money from the Federal Reserve for that purpos 

You see, on the repurchase agreements, every Monday the dealers 
bid on bills that are offered by the Trea sury. They bid in a certain 
amount and they don’t have to pay for those bills until Thursday 
afternoon. During that time they usually have been able to sell 
them at a profit. They don’t have any on hand. They are passing 
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them en to the trade, to people who want them. But when they have 
bills left over they can carry them through what is known as a repur- 
chase agreement. As I said awhile ago, I don’t see anything in the law 
authorizing this. 

Under this practice that has been built up, because nobody has been 
looking over their shoulder or auditing their books, these Federal Re- 
serve people have been going foot-loose and fancy-free. That practice 
of lending the dealers money to carry Government securities is one 
that certainly should receive some attention. 


THE DISCOUNT RATE SHOULD BE FIXED BY THE BOARD-——-NOT PRIVATE 
BANKERS 


I am also going to offer an amendment to require that the Board of 
Governors and the Board alone fix the discount rates. As we know, 
when a change in the Federal Reserve discount rate is announced, 
securities markets shoot up or down, just in a matter of minutes. 
Values of stocks, Government bonds, and all other securities change 
by billions of dollars. 

Now, Mr. Cheirmen, we have in our own Federal Reserve System 
the same procedure for changing the discount rate that they have in the 
Bank of England. The boards of directors of the Federal Reserve 
banks recommend a change and these boards are made up of private 
bankers and men who ere also on the boards of the big corperations. 
This procedure is open to exactly the same problem that has recently 
come up in connection with the Bank ef Englanc. There they have 
some of the directors of the Bank of England, their central bank, who 
are also bankers; and they have some who are on the boards of 
industrial corporations, 

They are very quick to point out thet not one of the six largest 
banks in England is ellowed to heve representation on the board of the 
Bank of England. None of the big banks is allowed representation on 
that board. But some of the smaller banks are. 

Recently it was shown that when the Benk of England was going to 
raise the discount rete from 5 to 7 percent, one of the bank’s directors 
who had recommended the change advised his corporation to unload 
its holdings of ‘‘gilt-edge’’ bonds—which the corporation did to 
the extent of $2.8 million worth—the day before the change in dis- 
count rate was publicly announced. Later, when this matter came to 
light during an investigation, the director in question, a Mr. Keswick, 
testified quite frankly that he felt he owed equal loyalties:to the bank 
and to his corporation. A Reuter’s dispatch of December 6 reported: 
“William J. Keswick seid that as a directer of the bank, he could not 
betray secrets, and yet he wes bound to protect the business interests 
he legally represented.” 

Now, that same thing can happen right here in our country. We 
don’t know but what it is going on right now. We don’t know. Has 
it happened in the past? I don’t know; but if the bankers here 
feel that they should be loyal to their own institutions as the bankers 
in England felt that they were justified in being loyal to their own 
institutions and using that inside knowledge and information for 
their own personal, private, selfish benefit, it could be going on right 
here now, and I think this committee could very well afford to look 
into that question. 





| 
i 





1548 FINANCIAL INSTITUTIONS ACT OF 1957 


When we change these boards we should have no bankers on them 
atall. Atleast we should have representatives from other groups like 
agriculture, labor, consumers and the whole population represented on 
these boards that have to do with the supply of money and whether 
the interest rate will be high or low. We should only have public 
representatives and should not have people in a position to influence 
monetary policy who are directly and selfishly interested in high 
interest, for instance, because thé bankers will make more money 
that way. 

I don’t think this committee should let go unnoticed this matter 
that the people who have advance information on changes in interest 
rates are in a position to make huge profits from the information, and 
there seems to be no regulation against it. This should be investi- 
gated and proper disclosures made of conditions that actually exist, 
and we should make sure that corrections are made. 


SET UP A SMALL-BUSINESS CAPITAL BANK SYSTEM 


Another amendment I shall offer is in connection with Section 
13 (b). The Federal Reserve is proposing that the Federal Reserve 
banks be relieved of the responsibility of making loans to small 
business under 13 (b); and these Financial Institutions bills, S. 1451 
and H. R. 7026, contain amendments which would repeal the present 
13 (b) program. 

I am going to offer an amendment to that. I am not going to 
resist the Federal Reserve’s trying to throw the small businessman out; 
but I am going to offer this bill IT have introduced, H. R. 10345 [would 
you give each member a copy of it, please, sir] as an amendment or as a 
substitute to that provision which calls for the Federal Reserve banks 
to turn that section 13 (b) money over to the Treasury. 

I am going to offer this which will intercept that money and let 
it be used as operating expenses for these new small-business capital 
banks. 

I propose that the capital stock of each one of the 12 small-business 
capital banks be $10 million. The money will not have to be bor- 
rowed by the Government and the Government will not have to pay 
interest on it. It will be gotten from the Federal Reserve banks out 
of their surplus funds. Money—remember this, Mr. Chairman— 
money that is now idle and unused. We would be taking idle money 
and putting it to use for a good purpose. It wouldn’t affect the 
national debt limit; it wouldn’t cost any extra interest, it wouldn’t 
cause the Government to have to borrow any money. It is already 
there and should be used. 

I am not going to resist Reserve banks’ efforts to be relieved of the 
section 13 (b) program, because I know that they are not in sympathy 
with making loans to small concerns, and there is no use keeping this 
program in an organization where there is no sympathy for the pro- 
gram that is supposed to be administered ; so I will offer an amendment 
to establish small-business capital banks. 

We must have someplace for these little fellows to go. We are 
kicking them out of the Federal Reserve. We are putting them out 
in the cold, and they do not have adequate opportunities to get 
capital. 
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We had a hearing before the House Small Business Committee 
in November, and we had four presidents of Federal Reserve banks 
at this hearing. They were interrogated about this, and not one of 
them could give a good reason why this should not be done. Not 
one of them said it would inconvenience the Reserve banks to do it. 
And, of course, we know it wouldn’t, because in the surplus funds of 
the banks now they have $800 million, and more; and that money 
is idle and unused. Part of it should be put to use in this way. 


THE FEDERAL RESERVE SYSTEM SHOULD CARRY ITS OWN INSURANCE 


Now, the Federal Reserve banks are buying insurance of all kinds” 
They are spending over $1 million a year; $1,821,429 during the year 
1956 for insurance. 

Why should the Federal Reserve banks buy insurance? Whom do 
they buy it from? Who gets the commissions? Are they connected 
with the banks? We don’t know. ‘This insurance is unneeded, it is 
unnecessary. These Reserve banks are part of the Government just 
as much so as the Capitol. And with all the money and resources of 
the Federal Reserve System, if it cannot carry the risk of its own 
insurance, then certainly there is no private insurance company that 
can carry this risk. 

Suppose someone suggested that the Congress should take insurance 
on the Capitol—storm insurance, hail insurance, rain insurance, 
cyclone insurance—for which the Government would be charged a fee. 
We would certainly not like that. 

Well, this is a comparable situation. The Federal Reserve banks 
are doing just that. Why are they allowed to do it? It is because 
they have never been looked into. Their books are never audited. 
They are never audited and never have any supervision. That 
matter should certainly receive the attention of this committee. 


THE FEDERAL RESERVE SYSTEM MUST BE SUBJECT TO AUDIT 


Another amendment I will offer to the Federal Reserve Act portion 
of these bills will require that the Federal Reserve Board, the Federal 
Reserve banks, and the Open Market Committee be audited by the 
General Accounting Office. 

Since its organization in 1913, there has never been an outside audit 
of the System or any part of it. Now this is shocking, Mr. Chairman. 
It is bound to be shocking to all American citizens that we would let 
the Federal Reserve System handle hundreds of billions of dollars 
of the Government’s money—and two-thirds of every board of 
directors of each Federal Reserve bank is composed of private bankers 
or people selected by the private bankers—and never have any audit. 

The only audit Federal Reserve banks have ever had is an internal 
audit, where they select the auditors, give the auditors their instruc- 
tions, and report back to themselves. It is bordering on a disgrace 
for Congress to permit that situation to continue. It just doesn’t 
make sense, either common, book or horse. There is just no sense 
to it. 

I will come back to this point later, and give the committee some 
illustrations taken from their own internal audit reports which will, 
I think, give convincing proof of the need for having the Reserve 
banks audited. 


95375-—58—pt. 2——44 
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Now one of the provisions (sec. 39 of title Il) of these bills would 
permit the Board of Governors of the Federal Reserve System to 
make decisions on the basis of a simple majority vote of the members 

“in office.’’? This is in contrast to the present law which requires an 
affirmative vote of five members. The result would be that the 
Board could function with several offices left vacant. And with three 
offices left vacant, the banker members of the Open Market Com- 
mittee could outvote the Board members. The implications are 
set out in the following letter I wrote to President Eisenhower in 
May of 1954. 

CONGRESS OF THE UNITED STATES, 
House oF REPRESENTATIVES, 
Washington, D. C., May 17, 1954. 
Hon. Dwicrt D. Ersennower, 
President of the United States, 
The White House, 
Washington 25, D. ¢ 

My Dear Mr. PresipEent: This letter is written to you in the belief that the 
questions raised are in the public interest and consideration of them at this time 
is of paramount importance. I refer to the Federal Reserve System and to the 
vacancies on the Board of Governors, also the Open Market Committee. 


There are 2 vacancies on the 7-member Board of Governors. One vacancy 
occurred during the te rm of your predecessor. It was not filled when it occurred, 
although the law says, ‘‘whenever a vacancy shall occur * * * a suecessor shall 


be appointed by the President, by and with the advice and consent of the Senate, 
to fill such vaeancy.”” The other vacancy occurred January 31, 1954; but the 
same obligation on the President to fill it does not exist, as it was by an expiration 
of a term, and the above-quoted law referring to the filling of a vacancy says, 
“other than by expiration of term.” 

The Open M: rket Committee is composed of the 7 members of the Board 
Governors and 5 Presidents of Poder il Reserve banks. The former are the public 
members and the latter were selected by the private commercial banks. This 
committee, exercising the powers delegated to it by the Congress, has complete 
control over the volume of money and credit; it also controls interest rates, in- 
cluding the carrying charges on the national debt; and otherwise determines 
whether our country enjoys prosperity or suffers from a devastating depression. 

These 5 members of the Board and the one whose term has expired, in protect 
ing the public interest on these important que oper: are forced to deal with and 
give consideration to the views and suggestions of the 12 presidents of the Fed- 
eral Reserve banks, who were selected by the private banks, and the 12 members 
of the Federal Advisory Council, who were also selected by the private banks. 
It is, therefore, very important that the Board composing the ails lic members be 
fully filled. 

It is my suggestion that before recommendations for the filling of these two 
vacancies on the Board are submitted to the Senate for approval careful consid- 
eration be given to the selection of a member who is familar with the problems 
of the farmer and one who is familiar with the hes lems of labor. 

It was never intended that the banks shoul d | have control of the Federal 
serve System or any controlling influence over it. President Woodrow Wilson 
who signed the bill into law on December 24, 1913, and Senator Carter Glass, co- 
author of the law, often pointed out that such influence would be just as destruc- 
tive to the public interest as permitting the railroad owners to control or influence 
the Inteistate Commerce Commission in the making of railroad freight rates 

Banker-control of the Federal Reserve System is ruining the solid foundation 
of a privately owned and profitable commercial banking system of our country. 
Under such policies, the big banks can doubtless survive and a few of the middle- 
size banks, but the smaller banks will be doomed. While this is going on, such 


> 
ice 


policies al d practice Ss will he ruinous to a prospe rous economy. 

Under our capita istic system, which is the best in the world, our money is 
based on debt. No debt—no money The 15 600 commercial banks are obli- 
gated to serve the public interest by making local loans. They have the powec 
to create and extinguish money. They are manufacturers of money. In the 


evercise of this privilege, they have the backing and support of the Federal Gov- 
ernment and the privilege of using, without charge, the credit of the Nation. 
They can, with the cooperation of the Board of Governors, create money and 
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make loans up to 14 times the amount of reserves held by them. Such a privilege 
should only be controlled by a board composed of members selected by the 
President to serve the people and not one of them selected by those selfishly in- 
terested in using the system in a way to make profits—and bigger profits—for 
themselves. 

The present abuse of our banking system is forcing the banks—or at least 
enticing them—out of the real banking business formerly performed by them in 
the rendering of local service. They are more and more becoming holders of 
Government bonds, bond brokers, and commercial bookkeepers. 

Many banks are so filled up with Government securities, Reconstruction Finance 
Corporation and Commodity Credit Corporation certificates of interest and obliga- 
tions issued by the Federal Housing Administration, that they are “loaned up” 
and cannot take care of local credit needs. 

I believe in a privately owned commercial banking system. We must allow it 
to be profitable or it cannot continue. However, there is no reason to allow a 
commercial bank to buy Government bonds with created money, except to give 
them more income in order that they may be induced to render public service in 
other ways. The banks are so loaded down with riskless securities purchased 
with created money that they do not have the urge to spend their valuable time 
discussing the loan application of a small businessman or a farmer. A boy knows 
better than to feed his hunting dogs before he starts out. Their profits last 
year—1953—were the highest in history. 

This trend in banking poses a serious question in another respect. Our total 
debts, including both publie and private, aggregate about $640 billion. In order 
to properly expand our economy to take care of the 1 million new workers and 
the 1 million displaced by machinery each year, more debts must be created. So 
we are facing a larger, not a smaller debt burden. 

If the debts are not created by local banks to provide for loeal needs, they must 
be created elsewhere. If the States, counties, cities, and political subdivisions 
create them, another problem will be presented, since these debts will be in the 
form of tax-exempt securities. They could be issued in sufficient quantity to 
allow the big wealth of the country to escape any tax burden whatsoever. Right 
now, we need additional school buildings and facilities that will cost $10 billion. 
If we require this money to be raised locally, it will enable the investors of $10 
billion to enter a tax storm cellar and pay no income tax whatever to our Govern- 
ment for any purpose—even to defend it in time of war. 

If the Federal Covernment is compelled to create the debts in order to expand 
our economy, we will certainly have a ‘‘new look”’ in deficit financing. 

Decisions of great importance are in the making right now concerning the 
support of the Government bond market. This is another good reason why the 
two vacancies on the Board should be filled without further delay. These 
decisions will be made soon by the Open Market Committee, now top heavy with 
representatives of the private commercial banks. 

Assuring you, Mr. President, that my sole desire in bringing these matters to 
your attention is to try to be helpful and cooperative, and trusting that they 
will be given consideration, I am 

Sincerely yours, 
WricHt PAaTMAN. 


CONGRESS OF THE UNITED STATES, 
House or REPRESENTATIVES, 
Washington, D. C., December 9, 1954. 
Hon. BRENT SPENCE, 
House of Representatives, 
Washington 25, D. C. 

Dear Mr. Cuarrman: Hearings recently concluded by the Joint Economie 
Committee have disclosed certain aspects of Federal Reserve operations that 
appear to require remedial legislation. Since Banking and Currency is the 
appropriate Committee to consider such action, I am setting forth the following 
facts for your consideration, 

As you know, Federal Reserve open market policy since the ‘faccord”’ of 1951 
has evolved to the point where today open market transactions in Government 
bonds eannot be undertaken unless specifically authorized by a majority of the 
full Open Market Committee. This is a logical result of the Cecision taken in 
1951 to free the Board from responsibility to support the market for Government 
bonds at their par value. 
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As a result of the operations of the Board under the new policy, it is generally 
conceded that Government bonds have diminished in attractiveness and their 
marketability has been impaired. Long-term Treasury bonds can still be mar- 
keted, but only at excessively high interest rates. This is necessary to compensate 
for the new element of risk that attaches to the ownership of such bonds under 
the policy of nonsupport. 

Apart from the increased cost of marketing long-term bonds, the Secretary of 
the Treasury has testified that the solvency of trust funds of the Government, 
which are invested in special issues, may be threatened under conditions requiring 
emergency withdrawals. Secretary Humphrey testified before the Joint Eco- 
nomic Committee (see attached) that under emergency withdrawal conditions 
special issues in the trust fund may have to be converted into cash. To convert 
these issues into cash, the Treasury would have to market them. There is no 
assurance that in a “free market’? the Government bonds in the unemployment 
trust funds would sell for 100 cents on the dollar. Billions of dollars of the savings 
of American workingmen and women are being needlessly jeopardized by the 
present policy of leaving the determination of the price of Government securities 
to the private unregulated forces of the money market. 

In view of Secretary Humphrey’s affirmative reply to my suggestion that this 
was ‘“‘a pretty good reason to consider some support for Government bonds under 
certain conditions,” I believe that this has given us the basis for reopening the 
question of the responsibility of the Federal Reserve to support the price of Gov- 
ernment bonds at their face value. 

Apart from this, however, it is essential that solvency of the unemployment 
and other Government trust funds be guaranteed by enacting legislation requiring 
the Federal Reserve System to redeem the special issues or any bonds that may 
be substituted for them at their face value, in the event they have to be converted 
into cash to meet emergency withdrawal conditions. 

Another area that may require remedial legislation relates to the composition 
of the Board of Governors and the Federal Open Market Committee. During 
the recent hearings of the joint committee, I again raised the question of the 
tremendous power that the Open Market Committee has in shaping the course 
of our entire economy. I did this for the purpose of indicating that while this body 
vitally influenced the well-being of all groups in the economy, these groups were 
not all represented in the decisions made by the Open Market Committee. 

Prof. Edward Shaw, of Stanford University, now preparing a history of the 
Federal Reserve for the Brookings Institution, testified bricfly on this point and 
indicated the need for considering changes in the regulations governing repre- 
sentation in the System, in view of the radical change in the concept of the System’s 
functions and responsibilities since its inception 41 years ago. (See attachment.) 

I believe that these two areas of weakness in the Federal Reserve System, 
namely, the lack of assurance that special Government issues in the trust funds 
can be marketed at 100 cents on the dollar if emergency withdrawal conditions 
necessitate their conversion into cash, and the failure to change the regulations 
regarding representation in the System to parallel the radical change in the Sys- 
tem’s functions and responsibilities merit attention by the Banking and Cure 
rency Committee. 

Sincerely yours. 
Wricut PaTMAN. 
ATTACHMENT A 


Excerpt from Secretary Humphrey’s testimony before the Joint Economic 
Committee, December 7, 1954: 

«“* * * we should never fail to keep in our minds this thought, and that is that 
the practice (of investing our trust funds in Government bonds) * * * does hold 
this fear that we might just as well recognize, and that is that if—and this applies 
particularly to unemployment funds or funds that may not have a regular with- 
drawal but that may have an emergency withdrawal—in the event of an emergency 
withdrawal an emergency need for funds, not only private funds will be wanting 
to sell their bonds in order to turn them into cash to use the cash currently, but 
the Government funds for the same purposes required for an emergency purpose, 
would do the same thing. So that we might run into a period where you would 
have private funds and the Government funds and a number of other people all 
trying to realize, and private individual holders as well who have laid aside their 
bonds for their protection, you might have an emergency in which vou would have 
an excess of Government bonds offered on the market which would be—which 
might present a serious problem for the time being.” 
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ATTACHMENT B 


Excerpt from testimony of Edward ys Brookings Institution, before the 


Joint Economic Committee, December 6, 

“I think it is known in the historical context originally the Federal Reserve was 
not known at all as we regard it now. In fact, a comparison of the present hear- 
ings with the hearings of 1912, 1913, 1914, would indicate very great advances in 
our understanding of how central banks operate. 

“‘At that time the central bank was supposed to be essentially a passive instru- 
ment in the money market, giving accommodation to legitimate business, com- 
merce, and agriculture when it should need it. It was not supposed to be, it was 
not intended to be, an aggressive agent increasing or decreasing the supply of 
money for some such goal as stabilizing price levels. 

“Since it was felt the central bank was set up to insure there would be adequate 
credit accommodation for major economic interests in the country, those interests 
were represented, and since it was a mechanism for bringing the commercial 
banks together into a tightly knit organization no longer suicidally inclined, it 
was felt the commercial banks should be represented, all this quite validly, I 
think, under that original conception of central banking. 

“This is no longer the conception of central banking that it should feed credit 
to certain specific interests, so I think the Congress might well consider some of 
the stipulations in the Federal Reserve Act regarding the representation of certain 
specific groups from which are omitted, let’s say, labor unions. * * * 

“T should review these regulations to see whether something more relevant to 
the general interest might not be substituted.” 

I have, now, several proposals for amending title I, which is the 
National Banking Act. 


THE OFFICE OF THE COMPTROLLER OF THE CURRENCY SHOULD BE 
BROUGHT INTO THE GOVERNMENT AND BE MADE SUBJECT TO AUDIT 


Another operation which is not subject to an independent audit, 
and apparently no audit at all, is the handling of Federal Reserve 
currency by the Office of the Comptroller of the Currency. 

It was brought out at the hearings last summer that the Comp- 
troller of the Currency had, through May 31, 1957, handled more 
than $154 billion worth of this currency. (See p. 478 of part I of 
hearings.) The Comptroller had received that much from the 
Bureau of Printing and Engraving. And, according to a letter to 
me from Chairman Martin, slightly more than $147 billion of this 
had been issued to the Federal Reserve banks by the Comptroller of 
the Currency; and a little more than $107 billion in worn and dam- 
aged currency had been delivered back to the Comptroller of the 
Currency for destruction. (See p. 484, part I, of hearings.) 

I have looked into the question w hether the currency handling in 
the Comptroller’s office is audited twice, as has been said, and it ap- 
pears not to be audited twice, nor audited even once. 

None of the functions of the Office of the C omptroller of the Cur- 
rency is subject to audit by the General Accounting Office. ‘This is 
because the Comptroller’s Office does not operate on appropriated 
funds, but operates on fees collected from the banks, and so the Office 
of the Comptroller of the Currency is considered in the category of 
those governmental supervisory agencies which go on the theory 
that they are owned by the banks. Furthermore, to make this 
theory doubly clear and to cement it into the law, this bill contains a 
new Peer (in sec. 49 (c) of title I) which says that the funds 
on which the Office of the Comptroller of the Currency operates— 
which come from assessments on the banks for examinations—‘“‘shall 
not be construed to be Government funds or appropriated moneys.” 
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I arranged to have assigned to me an auditor from the General 
Accounting Office, and to have this man investigate and review the 
auditing which is done of the Office of the C ‘omptroller of the Cur- 
rency. This man, Mr. Edward W. Stepnick, who is an auditor on 
the staff of the Civil Audit and Accounting Division of the GAO 
and a licensed CPA in the State of Illinois, has prepared an expert 
memorandum for me in which he points out some remarkable things. 

He points out that the Bureau of Accounts of the Treasury Depart- 
ment makes once a year a partial audit of the Comptroller’s Office, 
but this partial audit is not mandatory; it is made only at the request 
of the Comptroller of the Currency. F urthe more, the Comptroller of 
the Currency prescribes what parts of his Office are to be audited, and 
what the scope of the audits shall be. 

This memorandum states flatly that ‘currency functions performed 
by the Comptroller for account of the Fede ral Reserve Board relating 
to the issuance and redemption of currency” are not audited even by 
the Treasury’s own internal auditors. In other words, the handling 
of billions of dollars in Federal Reserve currence y is not subject to an 
independent audit by the General Accounting Office or by any other 
independent auditor; it is not even audited ‘by the Treasury’s own 
internal auditors. 

Mr. Stepnick’s memorandum is as follows: 


CoMMENTS ON REVIEW OF REPORTS RELATING TO AUDITS OF THE OFFICE OF THE 
CoMPTROLLER OF THE CURRENCY 


GENERAL COMMENTS AND CONCLUSIONS 


A review was made of selected audit reports on the Office of the Comptroller of 
the Currency prepared by auditors of the Division of Internal Audits, Bureau of 
Accounts, Treasury Department. A review was made also of various financial 
and audit reports prepared by the internal auditor of the Office of the Comptroller 
of the Currency. 

These reviews strongly indicate that audits of the Office of the Comptroller of 
the Currency are not satisfactory, largely because they do not cover all the major 
functions of the Office. Moreover, under existing audit arrangements between 
the Comptroller and the Bureau of Accounts, it appears that the auditors of the 
Bureau of Accounts are not in a position to independently determine the scope of 
their audits. Also, there are indications that the Office of the Comptroller of the 
Currency has nct been receptive in adopting what appear to be sensible recommen- 
dations made by the auditors of the Bureau of Accounts to improve accounting 
operations in the Office. Further comments on these matters follow. 


AUDITS OF THE COMPTROLLER OF THE CURRENCY BY THE BUREAU OF ACCOUNTS 


Audits of the Office of the Comptroller of the Currency are made annually by 
the Division of Internal Audits, Bureau of Accounts, Treasury Department. 
The annual audits appear adequate from a technical standpoint in the areas 
covered, and the auditors prepare good reports which carefully explain the scope 
of the audit and which include opinions and recommendations. However, the 
annual audits are only partial audits in relation to the total operations of the 
Comptroller of the Currency because important areas are omitted from the scope 
of the examination. 

The annual audits by the Bureau of Accounts are limits to the accounts and 
records pertaining to the income and administrative expenses of the Office of 
the Comptroller of the Currency and to residual funds involving the liquidation 
of insolvent national banks. Because of this limited scope, the audits do not 
cover several important matters such as (1) currency functions performed by 
the Comptroller for account of the Federal Reserve Board relating to the issuance 
and redemption of currency, except the verification of expenses and assessments 
relating thereto; and (2) fiscal activities under the control of the chief examiners 
in district field offices. Also, the audits do not include (1) a review of financial 
transactions from the standpoint of compliance with legal requlrements speci- 
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fically applicable to the functions of the Comptroller of the Currency; and (2) 
a verification of supplies and equipment and certain items derived from closed 
receiverships held for safekeeping. The omission of these matters from the 
scopé of the audit seriously reduces the effectiveness and value of the audit 
work performed. 

Moreover, the audit by the Bureau of Accounts is made on the basis of a 
request from the Comptroller’s office, and its scope is determined through an 
understanding between representatives of the Comptroller and the Bureau of 
Accounts. It is clear that the auditors of the Bureau of Accounts are not in a 
position to independently determine the scope of their audits, and, inasmuch as 
the audit is made on a request basis, it seems that a mere desire on the part of 
the Comptroller not to be audited is all that would be necessary to discontinue 
completely all audit work by the Bureau of Accounts. 

It was noted that the audit reports prepared by the Bureau of Accounts’ 
auditors contained a number of recommendations designed to improve the 
accounting operations of the Comptroller. Only a few of these reeommendations 
appear to have been adopted even though they seem very sensible. For example, 
the unadopted recommendations include suggestions to (1) deposit with the 
Treasurer of the United States funds in excess of $300,000 which are now deposited 
in a commercial bank, earning no interest or other apparent benefits for the 
Comptroller; and (2) establish an appropriate payroll lag in lieu of disbursing 
payrolls on the last working day of the payroll period. It was noted also that 
the Office of the Comptroller has been slow in adopting fundamental accounting 
techniques. A general ledger was not installed until 1954, and the accounts are 
kept on the cash rather than the accrual basis of accounting. It appears that 
the internal auditor of the Office has opposed rather than supported many of the 
worthwhile audit suggestions made by the Bureau of Accounts. 

ACTIVITIES OF THE INTERNAL AUDITOR 

Internal audit functions within the Office of the Comptroller of the Currency 
are performed by the auditor for the Comptroller. The internal audit system of 
the Office appears to provide a detailed verification of financial transactions, done 
as an extension of routine bookkeeping operations. Internal auditing in the 
Office apparently does not include reviews of operations with a view toward 
appraising the effectiveness of policies, procedures, and internal controls. How- 
ever, the internal auditor does perform an annual inventory verification of the contents 
of the unissued Federal Reserve currency vault. 

The reports prepared by the internal auditor resemble accounting rather than 
audit reports, and show detailed financial data as to changes in each account 
balance with relatively little explanatory comment. The reports contain no 
conclusions, opinions, or recommendations. They give the impression that the 
internal auditor is the chief bookkeeper and that internal auditing in the Office 
of the Comptroller of the Currency is little more than a clerical function. 


Mr. Stepnik’s memorandum points out many other dangers and 
weaknesses in the Office of the Comptroller of the Currency. One 
of the most fantastic ones is that nobody checks to see whether the 
Comptroller carries out his legal reaponsibilitien. In other words, 
as it is now, the Comptroller of the Currency is a king. He gets his 
money from the banks he is supposed to supervise, and how and to 
what extent he carries out his legal responsibilities, nobody knows 
and nobody can ix 

A few years ago I had the Library of Congress look into this matter 
of what Federal agencies collect funds from private sources and which 
of those can use these funds without congressional authorization. 
With some very minor exceptions, only the agencies which supervise 
banking are authorized to spend the money they collect without 
specific authorization, and without being subject to audit. The 
memorandum on this subject is as follows: 
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Tae Liprary oF CONGRESS 
LEGISLATIVE REFERENCE SERVICE, AMERICAN LAW DIVISION 


‘ 
WASHINGTON 25, D. C., February 25, 1954. 
To: Hon. Wright Patman. 
Subject: Federal agencies having independent sources of income. 

In response to your request of February 23, 1954, we submit herewith a revi- 
sion of the memorandum originally prepared March 6, 1952 on ‘‘Federal agencies 
having independent sources of income’ which we have brought up to date. 
This is a representative list of Federal agencies which have independent sources 
of income, classified to show whether (a) such income is available for expenditure 
by the agency without congressional authorization or appropriation. (b) it may 
be spent by the agency only with the annual authorization of Congress, or (c) it 
must be turned in to the Treasury and the expenditures of the agency paid by 
moneys appropriated by Congress. 

The following agencies collect certain moneys which they are permitted to use 
in accordance with law without special congressional authorization or appro- 
priation: 


@omptroller of the Currency: 
Assessments for bank examinations, 12 U. 8. C. 481, 482 
Assessments against insolvent banks for expenses of liquidation, 12 U. 8S. C. 
196 
Reimbursement by Federal Reserve banks for expenses of note issue and 
redemption, 12 U. 8. C. 420 
Federal Deposit Insurance Corporation: 
Premiums for deposit insurance, 12 U. S. C. 1817 
Interest on investments, 12 U. 8S. C. 182: 
Federal Reserve Board: Assessments against Federal Reserve banks for expenses 
of Board, 12 U.S. C. 243 
Home Loan Bank Board: Assessments for examination of financial institutions, 
24 C. F. R. 123.20, 12 U. S. C. 1439a 
Department of Agriculture: Charges for inspection and certification of certain 
farm products and license fees, 7 U. 8. C. 55, 499c, 585 
Department of Health, Education, and Welfare: 
Federal Credit Union fees, 12 U. S. C. 1756 
Fees for examination of seafood, 21 U. 8. C. 372a : 
General Services Administration: Fees for testing commodities, 5 U. 8S. C. 630g 


The following agencies are, to a large extent, supported from revenues of the 
enterprises operated or supervised by them, or from the property they administer, 
but they must obtain special authorization to use monies in their hands for 
designated purposes, or in some cases, for any purposes. 


Federal Housing Administration: 15 U. 8. C. 712a, Public Law 176, 83d Congress 

Home Loan Bank Board: 15 U. 8. C. 712a, Public Law 176, 83d Congress 

Office of Alien Property: Public Law 195, 83d Congress 

Commodity Credit Corporation: 15 U. 8. C. 712a, Public Law 156, 83d Congress 

Export-Import Bank of Washington: 15 U.S. C. 712a, Public Law 207, 83d Con- 
gress 

Federal Crop Insurance Corporation: 7 U. 8. C. 1508, 1516, Public Law 156, 
83d Congress 

Federal Farm Mortgage Corporation: 15 U. 8. C. 712a, Public Law 156, 83d 
Congress 

Federal Intermediate Credit Banks: Public Law 156, 83d Congress 

Federal National Mortgage Association: Public Law 176, 83d Congress 

Federal Prison Industries, Inc.: Public Law 195, 83d Congress 

Federal Savings & Loan Insurance Corporation: 15 U. 8. C. 712a, Public Law 176, 
83d Congress 

Inland Waterways Corporation: Public Law 195, 83d Congress 

Panama Canal Company: Public Law 153, 83d Congress 

Production Credit Corporations: Public Law 156, 83d Congress 

Public Housing Administration: Public Law 176, 83d Congress 

Reconstruction Finance Corporation: 15 U. 8. C. 712a, Public Law 207, 83d 
Congress 

Virgin Islands Corporation: Public Law 172, 83d Congress 

Tennessee Valley Authority: 16 U. 8. C. 831h-2 
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The following agencies collect certain moneys which are covered into the 
Treasury and which can be withdrawn only upon appropriation by Congress: 
Attorney General: 

Aliens and immigrants 
Various receipts, 8 U. S. C. 1356 
Department of Agriculture 
Farm Credit Administration—assessments for examination and supervision 
deposited in special fund in Treasury which is authorized to be appropriated 
for those purposes, 12 U. 8. C. 832 
Forest Service receipts, 16 U. 8S. C. 580e 
Inspection fees, ete., 7 U. 8S. C. 78, 149, 161a, 395, 415d, 499n, 51le 
Rural Electrification Administration—proceeds of loans, in certain circum- 
stances, 7 U. S. C. 903f 
Department of Commerce 
China Trade Act Corporation fees, 15 U. 8. C. 157 
Service and publications, fees and charges, 5. U. 8. C. 606 
National Bureau of Standards, fees for tests, etc., 15 U. 8. C. 276 
Patent Office fees, 35 U. 8. C, 42 
Department of Interior: 
Electricity—sales from various power projects, 16 U. 8. C. 825s, 825s-1, 
832j, 833i 
Geological Survey—sale of publications, 43 U. 8. C. 41 
Grazing fees, 43 U. S. C. 315i 
Federal Power Commission: Water power license fees and charges, 16 U. 8. C. 810 
Secretary of the Department of Health, Education and Welfare: Food inspection 
fees, 21 U. 8. C. 24, 46a 
Post Office Department: Postal revenues, 31 U. S. C. 495, 39 U. 8S. C. 786, ef. 

39 U. 8. C. 794a 
Securities & Exchange Commission: Fees for registration of securities, national 

securities exchanges and qualification of trust indentures, 15 U. 8. C. 77f, 

77g2g2g, 78ee 

A complete list of agencies which receive independent income could be made 
only after a detailed examination of the entire United States Code, which cannot 
be accomplished in the limited time available. Accordingly, the above list does 
not purport to be comprehensive, either with respect to the agencies which 
receive moneys from outside sources or with respect to sources of revenue of the 
agencies listed. 

Mary Louise RaMseEY. 


REQUIRE THE BANKS TO COMPETE FAIRLY FOR DEMAND DEPOSITS 


Next, we should consider repealing the provision of the law which 
forbids the national banks to pay interest on demand deposits. That 
prohibition was put into the law in 1933, in the depth of the depression. 
At that time it was considered an emergency measure to help the banks 
out of the distressed condition they were in. The need for this 
emergency relief has long since passed; and I think it would be well 
for us to consider repealing that provision, so that we may have fair 
competition among the banking institutions of this country. 

As it is now, the competition for demand deposits which has sprung 
up is the under-the-counter, discriminatory kind of competition. 
The banks are paying some of their depositors—the big depositors— 
in indirect ways, such as by giving favors and free services in making up 
company payrolls, keeping company books, and so on, while not pay- 
ing other depositors anything. 

This is a bad situation; and one of the remedies which has been 
suggested is that we repeal part of the law so as to legalize these in- 
direct payments, but that would not make it a proper solution; it 
would only expand and perpetuate the discriminatory competition. 
If we remove the prohibition altogether and let the banks pay interest 
openly and directly on demand deposits, that will go a long way toward 
eliminating the backdoor competition, and it will at the same time 
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stimulate fair and wholesome competition. Certainly, demand de- 
posits are the stock-in-trade of the commercial banks. Demand 
deposits are of value to the bank, and it is a strange kind of law which 
prohibits the banks from paying for the use of the depositors’ money. 

If the committee does not recommend repealing the prohibition 
against paying interest on demand deposits, then I have as a minimum 
an amendment to the bill which would make it unlawful for the banks 
to discriminate among depositors in giving favors or providing the 
so-called “free services” to some depositors and not giving favors or 
providing “‘free services” to all other depositors on proportionately 
equal terms. 

Similarly, I have an amendment which would make it unlawful for 
a national bank to discriminate among its depositors in the matter 
of charges and fees for services rendered. Since the commercial banks 
are, in effect, instrumentalities, or you might say ‘‘wards”’, of the Fed- 
eral Government—the Federal Government protects them from com- 
petition and grants them all kinds of subsidies—then the Federal 
Government should see to it that the banks do not discriminate unfairly 
among the people who have to depend upon the banks for services. 


THE FEDERAL USURY LAW SHOULD BE STRENGTHENED, NOT REPEALED 


The Federal usury law should be modernized and strengthened by 
setting maximum rates of interest which national banks may charge 
without respect to any higher maximums than may be permitted by 
State law. 

There is an amendment in these financial institutions bills that 
would repeal the principle of National Bank v. Johnson, which was 
decided by the Supreme Court 77 years ago. If one provision in these 
bills (Title I, section 35) becomes law, it will permit every national 
bank in the United States to become a loan shark office with no limit 
on its interest charges. 

Now the only argument which we have been able to elicit in support 
of this amendment is that the supporters of the bill think that the 
Federal Government ought to turn its responsibility over to the 
States. But we all know that most of these State laws are out-of- 
date, too, and in practice the method of extending a loan by means 
of a “conditional sales contract’’—which is the method most in use 
today for consumer installment financing—is not regarded as a “loan” 
under most of the State laws. But under the Federal law, these 
conditional sales contracts are deemed to be loans, and the Federal 
law gives consumers and small-business men, and other borrowers 
protection. A Federal Court of Appeals ruled in 1955 in Daniels v. 
First National Bank of Birmingham that a conditional sales contract 
is a “loan” and therefore subject to the maximum interest rate 
specified in the Federal law. This was after the Supreme Court of 
Alabama had ruled that a conditional sales contract is not, under the 
laws of Alabama, a ‘loan,’ “discount,” etc., or other evidence of 
indebtedness which is subject to the maximum interest rates of the 
State. 

Now as to the argument that State laws will provide proper pro- 
tection, we need only to turn to section 51 (title 1) of the bills before 
us. Here we find a new amendment which would place the national 
banks beyond the reach of any State law. So what we would have 
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under these bills is a very strange arrangement whereby the Comp- 
troller of the Currency, a Federal officer, and a Federal officer only 
could police and enforce the laws of the States. And as I have already 
pointed out, nobody could police or even audit the Comptroller of 
the Currency. 

We have heard an argument, of course, that section 35 of these 
bills would give the national banks parity with the State banks. 
Well, even if we could accept the proposition that we should allow 
immorality to compete with immorality, this would still be an argu- 
ment for having the tail wag the dog. The national banks account 
for about 85 pereent of the business and the State banks for about 
15 percent of the business. 

The Federal usury Jaw is now 77 years old, and it is out-of-date 
and weak. Many new kinds of paper have come into use for extend- 
ing credit, and these new kinds of paper are evading the usury law. 
Consumers, small-business men, farmers and all borrowers should have 
a firm, clear, and positive protection against exorbitant interest charges 
by the national banks. After all, the national banks are, in effect, 
instrumentalities of the Federal Government. Agencies of the Fed- 
eral Government maintain and protect these banks in a quasi- 
monopoly position. In other words, the Federal Government actively 
intervenes to prohibit the competition between and among banks 
which might otherwise protect the public against usurious interest 
charges, so Federal law must affirmatively give the public that 
protection. The Federal Government not only acts to limit com- 
petition among national banks, but through the FDIC it limits and 
restrains competition that might arise from State banks. 

Clearly it is time—and past iime—to modernize this law, to close 
the loopholes that time has put into it, and to extend it to all of the 
FDIC-insured banks. 

I will offer an amendment to put the Federal usury law in the FDIC 
Act, so that all insured banks will then be under the same limitations. 
My proposed prohibition will follow these principles: 

(1) No FDIC-insured bank can charge interest, fees, etc., which 
may result in a cost to the borrower of a sum in excess of 7 percent per 
annum. This includes both direct loans and paper purchased from 
another owner. 

(2) When an owner of the paper sells it to the bank with recourse, 
or with a guarantee, then the seller is counted as a borrower, as is the 
original maker of the paper. 

I don’t believe the banks should be allowed to charge 10 percent a 
month. I don’t believe they should be allowed to charge 5 percent 
a month. But if this amendment goes through, it will effectively 
repeal both the Federal and State usury laws. 

I don’t think the bankers of this Nation want this. I don’t think 
they are clamoring for it. I think there are only a few who are doing 
this. But we must stop those few. 

The bankers generally would not think of actually taking advantage 
of this repeal of the usury laws. But a few would take advantage of 
it and laws are made for the few. Therefore, we should prohibit the 
few who would take advantage. 

Now, if anything would shock people, this amendment would shock 
them. As much as is being spent for interest and service charges on 
installment buying today, and to think that this Congress w ould even 
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consider taking the lid off and letting the national banks collect any 
amount of interest that they want to collect. I call this the Ebenezer 
Scrooge amendment, because it is only an Ebenezer Scrooge who 
would attempt to exact of the people any such extortionate rates and 
terms as would be permitted under this amendment. Our committee 
should not hesitate in striking that provision out. 


ALL FDIC-INSURED BANKS SHOULD BE PROHIBITED FROM WRITING 
INSURANCE 


There should be a law, and I shall propose an amendment to make 
it a violation of the Jaw for any bank to write life insurance or any 
other kind of insurance. Any bank that is insured by the FDIC. 
That would include State banks as well. There is no reason why 
banks should be in the insurance business. 

It has only recently become clear that the insurance companies are 
not exempt from the Sherman Antitrust Act, with reference to the 
poomne or coercing or forcing people who borrow from a company to 

uy their insurance exclusively from that company. The Department 
of Justice now has on a drive to stop this practice. It has the FBI out 
making investigations, and it has grand jury investigations going. 
This was all announced last fall. But when a bank sells insurance, 
it has an automatic built-in coercion. If these bills were enacted, 
" would be creating a loophole, a practical by-pass to the Antitrust, 
aws. 


FEDERAL RESERVE BOARD GIVES THE COMMITTEE PARTIAL INFORMATION 


Now, Mr. Chairman, I went through the audits of the Federal 
Reserve banks, or at least the parts of the audits which they would let 
us see. I asked that those audits be sent up here and they were sent 
up for 5 years. I guess it is the first time that the audits have ever 
been gone through. Remember, these are their own audits. They se- 
lected the auditors, they gave the auditors instructions, they received 
the audits themselves and they were considered private and confi- 
dential. It was requested they bring them up to the Committee and 
permit me to examine them and they did, in part. 

They furnished me part of the audits. Certain information I 
requested in connection with them has been refused. 

For instance, I wanted the transactions of the Open Market Com- 
mittee over certain periods of time but just recently I got a letter 
refusing that; they claim they should not let us see anything later 
than December 31, 1956, because anything later might reveal to us 
their current policies. 

Also the board’s written instructions to the auditors are that the 
audit reports are to be made in several different parts. The auditors’ 
comments and the information they have to report on the officers and 
directors of the Reserve banks—their financial operations, market 
speculations, and other such things as a business auditor would 
normally put in an audit report—are put in a separate report. Chair- 
man Martin wrote me a letter refusing to supply the committee with 
copies of these for our inspection. 

Also, I asked Chairman Martin to have tabulations made of the 

rices paid and received by the open market account, and the Open 
Market Committee refused that, because they said it would cost about 
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$4,000; and also they felt the information would not be “significant’’. 
They suggested that they might have the board’s staff meet with me 
and the chairman of the committee and somebody else and see if we 
couldn’t get up something else. 

But this refusal and counte rsuggestion came after several months, 
and, well, of course, the time is too close, now. So that was tantamount 
to a refusal to furnish that very informative information and needed 
information. 

But I did go over these partial audits and it will be shocking to you, 
Mr. C hairman, to know that we have licensed an agency known as 
the Federal Reserve System, under the Federal Reserve Board, which 
has the privilege of going ‘down to the Bureau of Engraving and 
Printing and getting unlimited quantities of printed money—Federal 
Reserve notes. Each note is anobligation of the United States Govern- 
ment, just as much so as a Government bond. ‘The only difference is 
the money does not bear interest. The bond does bear interest. So 
this Federal Reserve System can obtain from the Bureau of Engraving 
and Printing, unlimited quantities of currency to trade for Govern- 
ment securities. Just as if the chariman owed $1,000 on his home 
and he gave me a check for $1,000 and told me to go see the holder of 
that vendor’s lien and pay off that $1,000 on his home. And I took 
the chairman’s check and I carried it to the holder of that mortgage 
and I endorsed the check to the holder of the mortgage to pay that 
mortgage. The mortgagee at my request, transfers the mortgage 
to me and then I hold the mortgage and every year I go to the chair- 
man and say, “You have to pay me interest on this.”’ 

Now, that sounds idiotic, doesn’t it? It would be idiotic. It 
would not be allowed and it would not be tolerated. But we do 
tolerate that same type thing in the Federal Reserve System. We let 
them take $23 billion worth of Federal Reserve notes and trade them 
for $23 billion worth of United States Government bonds; they 
hold these Government bonds and they collect interest from the tax- 
payers on them every year. Last year that interest amounted to 
almost $600 million. Now, they spend that money any way they 
want to. That is taxpayers’ money. And then at the end of the 
year they voluntarily turn over, as they should have done all the 
time, 90 percent of the net earnings tothe Treasury. That was $534 
million, to the best of my rec ollection, last year. Ten percent they 
keep in their surplus funds. That 10 pere ent is not needed. 

We have an amendment in this bill to perpetuate that. What will 
they do with that 10 percent? They have $1 billion approximately in 
surplus funds. They are not used. They are not invested. They 
are not needed. They will never be used. Nejther is the so-called 
capital stock. 

If that capital stock had been put out at an interest rate of 3 per- 
cent and the surplus funds had been put out at 3 percent interest, the 
Federal Treasury would have over $1 billion today that it doesn’t 
have. But these funds remained uninvested. 

So they take this money and spend it as they want to. 

As one illustration of the fact that the Federal Reserve System is 
very generous with the taxpayers’ money when they are on the loose 
under no Government supervision, not even including an audit made 
by the General Accounting Office, I am inserting herewith a table 
comparing the salaries paid the Federal Reserve officials with Govern- 
ment Officials’ salaries. 
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This money for salaries is paid out of the taxpayers’ dollars. The 
Congress has no sor control over the System, since it is privileged 
by Congress to use the Government’s money that is printed at the 
Bureau of Engraving and Printing and, therefore, the System doesn’t 
ask for an appropriation since it has unlimited amount of printed 
money for use and is not under the scrutiny. of the appropriations 
committees of Congress. 

The annu:! salaries of the principal Federal officials are: 


President of the United States_ _- : _ $100, 000 
President, Federal Reserve Bank, New y York}. Sareea : 60, 000 
President, Federal Reserve Bank. Chicago }____ 50, 000 
Presidents, Federal Reserve Banks: Boston, Philade iphia, Richmond, 

Atlanta, St. Louis, and Kansas City ! He irk 35, 000 
Vice President of the United States____- 35, 000 
Spe: aker of the House of Repre sentatives. __. 35, 000 
Chief Justice of the United States_____-. LZ ; 35, 500 
Associate Justices of the Supreme C ourt____- LA 35, 000 
Presidents, Federal Reserve Banks: Cleveland, Minneapolis, Dallas, 

and San Fransisco ! 30, 000 


| Salaries fixed by each Federal Reserve Bank, with approval of the Board of Governors under law passed 
by Congress. All other salaries listed fixed by Congress. 


And let me tell you some of the ways that they spend this money’ 

You take, for instance, one way—I don’t know that I would want 
to say much about it, it is on education of their employees—I am for 
education, but I don’t know whether the Federal Reserve System 
should pay the expenses of people going to school and college to the 
extent of thousands and hundreds of thousands of dollars a year out 
of funds that are really public funds, but that is happening. 

[ don’t think they should be allowed to pay country club dues, 
as they are. And bank golf tournament fees and commissions and prizes 
and presents. But thev buy Christmas remembrances for persons 
other than even bank employe es. They have ca ay season ex pendi- 
tures, and they spend money for any purpose that they want to spend 
money for. There is no restriction. There has never been an audit. 
There is nobody to stop them. 


UNUSUAL EXPENSES 


One thing here I know will be shocking to the chairman. I am 
‘ going to see if I can’t shock him on this: They had a symposium of 
two days on consumer credit and they invited some speakers, and 
they paid certain honorariums to these speakers. Two of them, they 
paid $2,000 each. _ Four of them, they paid $1,600 each. Two of 
them they paid $1,550 and $1,500, respectively, and one of them $500. 

Mr. Berrs. W tm were the apoakerst 

Mr. Patman. I don’t know that it is necessary to mention their 
names, but they are people who spoke on in siglens mt buying. If you 
insist, I will put the names in; they are as follows: 
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Name Affiliation Title of paper | Amount 


Atlee, John § University of Pittsburgh....| Consumer Credit Expansion: Mae- | $500. 00 
roeconomic Analysis and Data 
{ Requirements, 
Tobin, James Yale University | Consumer Debt and Spending: 1, 500. 00 
|} Some Evidence from Analysis of 
a Survey 


Andersen, Theodore A. University of California at | Market Practices in the Consumer | 1, 550. 00 
Los Angeles. Lending Industry. - 
Humphrey, Don D Duke University Instalment Credit and Business | 1, 600.00 
Cycles. 
Miller, Ervin | University of Pennsylvania_| Consumer Credit and Economic | 1,600.00 
Growth. 
Shay, Robert P University of Maine Consumer Credit Control as an In- 1, 600. 00 


strument of Monetary 
| Economi:z Stability. | 
Simmons, Edward C Duke University-- Consumer Credit Control and Cen- 


Policy for | 


1, 609. 00 
tral Bankine. 
Nadler, Marcus New York University Fo Standby Consumer Credit 2, 000. 00 
Control, 
Friedman, Milton_. University of Chicago and | Consumer Credit Control as an In- | 2,000.00 
National Bureau of Eco- trument of Stabilization Policy. 


nomic Research. 


Now, if that is not spending money rather recklessly, [ would like 
to know what is—] am sure that is shocking to the chairman to learn 
that the Federal Reserve System has the power to go out and hire 
speakers, have meetings and pay honorariums up to $2,000 and more 
if they want to. That has been done clear across the board all over 
the country. Not only that, I will tell you some of the others. 

(The following letter was submitted by the Federal Reserve Board 
referring to the statements above and other statements made by 
Hon. Wright Patman in the course of the hearings on S. 1451 and 
H. R. 7026:) 

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
OFFICE OF THE CHAIRMAN, 
Washington, February 21, 1958. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
Hlouse of Representatives, Washington 25, D.C. 


DEAR Mr. CHAIRMAN: As I understand the record of your committee’s hear- 
ings on the pending financial institutions bill (H. R. 7026 and 8. 1451) may soon 
be closed, I should appreciate it if you would advise your committee that the 
Board would welcome an opportunity to submit written comments on Mr. Pat- 
man’s statement of February 7. 

To do so properly, it will, of course, be necessary for us first to examine in its 
entirety the material Mr. Patman said in that statement he intended to place in 
your committee’s record. As you will recall, the Board supplied to your com- 
mittee last August and September reports of examinations and audits of the 
Federal Reserve banks made in accordance with the longstanding requirements 
of the Board. When the committee record becomes available and we know what 
Mr. Patman has excerpted from the reports we made available, we should like 
to furnish to the committee in writing such information and comments as may 
be necessary to prevent any misunderstandings with regard to the various items 
on which Mr. Patman has commented. 

Meanwhile, there is one matter which Mr. Patman referred to several times 
in the course of his general statement which involves at least an implied criticism 
of persons outside the Federal Reserve System. Therefore, I would like to cor- 
rect immediately, in justice to them, misunderstandings indicated by Mr. Patman’s 
remarks. 
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Mr. Patman states: “They had a symposium of 2 days on consumer credit, and 
they invited some speakers, and they paid certain honorarium to these speakers. 
Two of them they paid $2,000 each; four of them they paid $1,600 each; two 
of them they paid $1,500; and one of them $500.” Later Mr. Patman states: 
“That the Federal Reserve System has the power to go out and hire speakers, 
have meetings, and pay an honorarium up to $2,000 if they want to. That has 
been done clear across the board all over the country.” Again he states: “They 
can pay $2,000 to a speaker if they want to.” 

The expenditures to which Mr. Patman apparently refers were payments to 
highly respected university professors for expert professional services over a 
period approximating 9 months. These services were rendered in connection 
with the study of installment credit, undertaken by the Board pursuant to a 
request made early in 1956 by the Chairman of the Council of Economie Advisers, 
at the direction of the President, for a comprehensive analysis of that subject. 
You will recall that interest in this study was also expressed by the Banking 
and Currency Committees of the House and Senate and the Joint Economic 
Committee. 

A major part of the installment credit study consisted of analyses by the 
university professors referred to above. The arrangements for their services 
were made through the auspices of the National Bureau of Economic Research, 
an outstanding independent research organization. Attendance at the 2-day 
conference referred to by Mr. Patman was only a small part of the work under- 
taken by the participants in consideration of the payments he mentions. In 
fact, the participants prepared major papers on the subject, and the work involved 
occupied a substantial part of their time in 1956. 

The results of this work are published in part II, volumes 1 and 2, of the 
Board’s report on consumer installment credit. It will be evident from an exami- 
nation of these volumes that the contribution of the participating scholars was 
considerable, and was in accordance with the proper objectives of independent 
research into a field of great economic significance to the American people. 

Sincerely yours, 
Wma. McC. Martin, Jr. 


Mr. Parman. They pay dues and assessments to the American 
Bankers Association, the American Institute of Banking, the private 
clearing houses, the chambers of commerce, and others, and pay 
officers’ and employees’ fees and expenses for attending meetings of 
such organizations. Examples: 


Richmond, 1953 


Deferred charges: 
Assessment and dues: 


meerernt Beenemre OAOOIOLION ec wwe $350. 00 
Richmond Clearing House Association__._.._.____--_-- cane. en ee 
Robert Morris Associates________ ~~ te ae ee eae en ee 
Richmond Chamber of Commerce__-.- - ine ek ae 


Advanced registration fees—meetings of bankers’ associations. 280. 00 


Dallas, 1956 
Unamortized expenses of portion paid in advance—Assessment and 
dues American Bankers Association_ oa sh ot .. $700. 00 
Bank’s contribution to Dallas Chapter AIB—July 1-—Aug. 31, 1956. 333. 26 
St. Louis, 1955 
Advanced registration fees for convention of National Association 
ie EN 2 ig 3 i nko «eens ane dunions <ads= $84. 00 
I haven’t seen where the Independent Bankers Association received 
any of these generous gifts or any of these assessments or dues. But 
the American Bankers Association has been the recipient and the 
beneficiary of many substantial funds of what really means public 
funds. We have had no accounting of it whatsoever. Dues to the 
Clearing House Association, the American Bankers Association, 
Robert Morris Associates, Richmond Chamber of Commerce—that 
is just for one bank. It goes clear through the system. 





bed tt et, stb, be, 
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They pay expenses for training programs at the conclusion of 
which—listen to this—‘‘employees accept employment in other 
commercial institutions.” 

In other words, they let employees go to school to prepare themselves 
for other jobs outside and the F ederal Reserve bank pays their 
expenses. If that is right, 1 don’t know what right and wrong is. 

(Continuing examples:) 

Philadelphia, 1952 

Personnel: The 2-year training program at the Reserve bank continues in effect, 
6 recent college graduates and 1 regular employee participating at the present 
time. All 3 persons completing the training in 1951 accepted outside positions, 
and only 2 of the 5 individuals finishing the program in the current year remained 
with the bank. The majority of the trainees accept employment in other com- 
mercial institutions where the chances for rapid advancement are more evident. 
Philadelphia, 1956 

In the area of training for executive development, the program of affording 
opportunities for selected senior employees to attend graduate schools for banking 
and to enroll for other educational courses is being continued, 13 employees par- 
ticipating at the present time. 

Seven men are currently enrolled in the college trainee program. The purpose 
of this program is twofold: (1) to develop future executive material for the Re- 
serve bank’s staff, and (2) to provide trained banking leadership in the district. 
Since the program was inaugurated in 1946, 36 college graduates have completed 
the 2-year course. Three of these men, one of them an officer, are at present 
members of the bank’s permanent staff. The remaining graduates, almost with- 
out exception, are in commercial banking and we have been informed that they 
are making rapid advancement in their institutions, 

They subsidize training of junior employees in shorthand and 
typing. Example: 

New York—1952 

Junior employees are encouraged to enroll for courses in shorthand and typing, 
teimbursement for tuition and other related costs is made on the same basis to 
these employees as to those who complete A. I. B. and college courses. 

They also loan employees to different drives, including charity 
drives and others, and one of them was lent for 316 days. The 
Federal Reserve, bank paid him all this time. Well, maybe it was 
justified, I don’t know, but it doesn’t look like a very good policy fora 
public institution to be furnishing employees at public cost and 
expense to serve 316 days a year. 

(Continuing examples:) 

Chicago, 1956 

The bank examiners comment on leaves of absence as follows: 

‘The lending of this employee [a utility clerk attached to the personnel depart- 
ment] to charitable organizations for an aggregate of 316 days in the year does 
not appear to comply with the views of the Board of Governors on this subject 
as expressed in its letter of September 25, 1951 (S. 1396).”’ 

Boston, 1956 


Officer’s contribution to American Red Cross, $15. 


They have generous rules and regulations about leaves of absence 
for their employees. And paying registration fees and graduation 
fees of different people working for the Federal Reserve bank who get 
their education at the expense of the Federal Reserve and go out to 
work for other commercial institutions and do not go back to the 
Federal Reserve System. 

They make expenditures for a dining room for bank guests.. One 
item here of $19,000. They can give banquets any time they want to. 

95375—58—pt. 2——45 








1566 FINANCIAL INSTITUTIONS ACT OF 1957 


They can pay all the expenses of the banquets. They can pay 
$2,000 to a speaker if they want to. All that comes out of the 
Treasury. It is just the same as dipping their hands in the United 
States Treasury, taking that money and paying it out. 

Congress has never looked at these expenditures. Therefore, the 
banks feel free to continue doing it. 

They have Federal Reserve Club expenses. 

(Continuing examples: ) 

Dallas, 1954 

Deferred charges—bank’s contribution to Federal Reserve Club, $1,488.90. 
Dallas (Houston branch), 1954 

Bank’s contribution to Federal Reserve Club, $200. 

St. Louis, 1952 

Advance to Federal Reserve Club for expenses of annual picnic—settlement 
to be made when all bills are paid, $1,500. 

They have all kinds of fees for research and preparation of opinions. 
Theater tickets. Baseball tickets. When the directors complained 
about the expenses being so high to go from these Federal Reserve 
banks to the American Ranker Association Convention they wanted 
to get their wives’ expenses paid too, they arranged for that too. Not 
only do the 108 directors of the 12 Federal Reserve banks, Mr. Chair- 
man, and the officers get their own expenses paid but their wives’ 
expenses are paid too. How much, we don’t know. There is no 
supervision. There is nobody looking into it for Congress or for the 
Government. They are just doing whatever else they want to, and 
they are encouraged to continue. There is no limit. They spend 
money for everything imaginable for anything they want to. 

_ (Continuing examples:) 
Boston, 1953 

Bank policy established to reimburse expenses for officers’ wives at conventions. 

“Tt is customary at several conventions which one or more of the bank’s officers 
are asked to attend for wives to be invited. * * * On such occasions, attendance 
by an officer without his wife may give rise to an unfavorable impression. Be- 
cause some of these meetings are expensive to attend, there may well be reluctance 
on the part of some officers assigned to attend to take their wives. It would 
therefore seem to be good bank relations policy to encourage officers to take their 
wives on such occasions, although of course their attendance remains optional. 

“Therefore, necessary expenses for wives of officers assigned to attend will be 
authorized for such meetings as the New Hampshire Bankers Association at 
Portsmouth and at Whitefield; the Connecticut Bankers Association at Man- 
chester, Vt.; the Maine Bankers Associatiomw at Poland Springs; and the Vermont 
Bankers Association at Manchester, Vt.’’ 





I will place in the record 2, number of things. Like legel fees, $2,500. 
For what purpose? I don’t know. 

Eighty-six theater tickets at $4.88 each; eighty-five baseball tickets 
at one meeting, $1.85 each; fifty-seven theater tickets at $1.75 each, 
for one group. 

I just mention those to indicate specificelly what has been done in 
the way ef spending this money. 

The blanket insurance policies covering athletic accidents—they 
are out money on that. 

At the Minneapolis bank, they paid expenses for entertainment at 
a meeting including musicians, basketball tickets, Ice Follies tickets, 
dinner music, and football tickets. They paid the cost of a dinner 
party. They handled collections of grain drafts for about 25 years 
without imposing any charge for these services. 
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I have a list of expenses here like entertainment—who did the 
entertaining—and the tickets and for different things that they spend 
money for. 

Another list of unusual expenses and assessments, such as for the 
American Institute of Banking. Imagine a Government agency pay- 
ing out money for dues to the “American Institute of Banking, and the 
American Bankers Association. 

The CHarrMan. What were those banquets for? What was the 
purpose of them? 

Mr. Parman. Whatever they wanted them for. There is no evi- 
dence of what they were for. There is an item of expense like $36,000 
for expenses to be met. There is no evidence as to who got it, what 
they did with it, and there is no reporting made. 

Remember, these things are picked out of reports that were made 
under the direction of the people who are being audited and investi- 
gated. They are not going to put a lot of unfavorable material in 
these audit reports—I just doubt that they would. If they did, I 
do not know how secure they would be in their jobs in the Federal 
Reserve banks because these audits are made by Federal Reserve 
bank employees. They pay for dinners for employees groups. 
There is plenty of evidence on that. 

Here is just one little expenditure of $1,773.70, in Kansas City. 
They had a conference there and entertainment—Eddie and Ruth 
Jester, $75. Another one, $65. Another one, $75. Another one, $100. 
A pianist, $20. 

All the entertainment expenses, paid any way they want to pay 
them. The sky is the limit, because nobody is watching them. 

The expenses to. the F ederal Reserve banks are unlimited so far as 
I have been able to find through an examination of these reports. 

They pay the cost of dinner parties for retiring officers; and while 
the examiners sometimes “take exception,’’ there is no indication that 
any action is recommended or taken on the ‘‘exception.’’ Example: 


Minneapolis, 1956 

The examiners take exception to the following item: Cost of dinner party on 
June 30, 1955, in honor of retiring assistant vice president. The party was 
attended by 18 offic ers, 3 former officers, and 1 employee and 1 director, $281.60. 


They perform costly services free of charge to private firms and 
organizations, even nonbanks. Example: 


Minneapolis, 1956 
GRAIN DRAFTS 


The auditors make the following comments: 

“In 1955 the Department handled 916,000 city collections totaling $785 million. 
The grain drafts included in this total were 788,000 in number and amounted to 
$704 million. During January and February of 1956, approximately 107,000 
city items totaling $106 million were handled. These figures include 84,000 
grain drafts aggregating $89 million. It is estimated that more than 90 percent 
of the latter were received by the Reserve bank from Keserve city banks located 
in Minneapolis and St. Paul. The Reserve bank has been collecting these drafts for 
about 25 years and has not imposed any charges for its services. Effective January 
1, 1956, the Reserve bank made an arrangement with a large grain cooperative 
and a St. Paul bank which services the co-ops’ account whereby drafts drawn on 
the cooperative are now drawn payable through the member bank with settle- 
ment through the Twin City Clearing House. As a result the volume of grain 
drafts handled by the noneash collection department has heen reduc ed by about 
18,000 items per month. Having established this precedent, the Reserve bank 
hopes that similar arrangements acceptable to the grain firms and the member 
banks can be devised with respect to the grain drafts drawn on other dealers.”’ 
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They pay large and unusual fees. Examples: 


St. Louis, 1954 


Legal fee for research and preparation of an opinion on the applicability 
of labor laws to employees of the Federal Reserve bank, $2,500. 


Expenditures in connection with negotiation for purchase of building site, 
$3,807. 


There is an item for purchase of property in Louisville, Ky.: Purchase price, 
$449,305; legal expenses, $7,546.98; title insurance and miscellaneous expenses, 
$2,110.62. Architects’ fees and other expenses pertaining to new building con- 
struction, $25,813.33, or a total of $484,775.93. 


They hire entertainers; buy football, baseball, and basketball 
tickets; and hire musicians to provide dinner music. Examples: 


Minneapolis, 1953 
“All expenditures . . . were reviewed to determine the propriety in compliance 
with the rules and regulations of the Reserve bank and the Board of Governors. 
The following expenditures were noted. Included in total expenses of $1,395 
incurred in connection with the Annual Conference of Personnel Officers of the 
12 Federal Reserve banks on May 11, 1952 were the following items: 
(1) Entertainment—Hal Olsen_____--___ ie Se 2S BO OO 
(2) Ineluded in the total expenses of $1,692.14 incur ‘red. in connec- 
tion with a conference of 9th District Bank Examiners on Nov. 29, 
1952, is the following item: Entertainment—Clyde Snyder Produc- 


tion—Schick’s Sextet___.____-- pcmcia tedainne acti dltarmcavetdcams sate cake _ 150. 00 
Minneapolis, 1955 

Examiners’ conference held Nov. 27, 1954: 

Juenita’s Entertainment Sientnn (musicians and vocalists)_.______ $100. 00 
Short course in central banking held Jan. 1 to July 1, 1955: 

Pep reeannen Geena OT el a a 62. 40 

Ron orien tiene oa ite sie hs esiin~i sb sh beh tabedesen bt ‘i 60. 00 

IN ttt ean ad ee ihe oe : ; Ps -« fn ae 

Directors and Officers ; Assembly held Apr. 2 25-26, 1955 Wesley Barlow 

(dinner music) ~~ pL St Bor SEIN TOTO S« si 72. 00 
Directors meeting to be held Oc tober 195: 35—21 football tickets_____-_ 76. 40 


&t. Louis, 1954 
86 theater tickets at $4.88 each for musical comedy “Pal Joey” 
purchased for the use of directors and officers and their wives $419. 68 
Meeting held at St. Louis on June 10, 1954—included in the cost of 
meeting of $1,510.22 in the following items: 
Purchased for use of directors and officers and their wives: 


85 baseball tickets at $1.85 each___- : $157. 25 
57 theater tickets for the municipal opera a at $1.75 

ER alate aed iar RAN oel Selie S t ceew core orien teas, 99. 75 

BRN idee pedenicg amit Se, Bee . 257.00 


The banks made contributions to the Federal Reserve Society. 
Example: 
Boston, 1955 
Reimbursable charge 
Boston, 1956 





Society, $12,000. 


Contribution to Federal Reserve Society, $9,166. 


They pay the cost of setting up and operating new clearing houses. 
Examples: 
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New York, 1956 

Nassau County Clearing House, organized in 1953. 

The Reserve bank agreed to pay the initial costs and expense of the clearing 
arrangement during a trial period of 6 months, and thereafter to pay two-thirds 
of the operating expenses less the cost of handling intrabank items: 

Expenses paid by bank July 1953 to May 1956__._______-_________-__. $327, 050 

The bank feels that this arrangement is advantageous as it serves to expedite 
the collection of items and to reduce the tremendous number of items which 
flow through the Reserve bank’s clearing process. 

They pay for “conferences” of bank supervisors and examiners at 
which entertainment is provided at bank expense. Examples: 
Kansas City, 1953 

EXPENDITURES 


Expenses incurred in connection with a conference of bank super- 


visors and examiners on Mar, 23, 1953______--___- : $1, 773. 70 
Included in the total cost of this conference were the following: 

Entertainment Eddie and Ruth Jester________-_____-—- Yoo $6 
Cedric and Ailgie____- i lhies vets dmc dled atten Ronee 65 
Pauline Dennison and Virgil Woodside _______ wk slg hinnieaieccaeiael = Te 
Matt Tuck ee Si Be a ees Se 
Coleniii © NinmINEL ik tsk tapos. bic. emesbad.loaseds 20 
Total ec ree a co ie és 325 


Dallas, 1956 

Expenditure for entertainment: Bobby Williamson, $100. 

Musical entertainment at a dinner given on June 4, 1956, for representatives 
of the 12 Federal Reserve banks who were delegates to the National Convention 
of the American Institute of Banking. 

They make unspecified expenditures for holiday seasons. Example: 
Chicago, 1956 

Expenditures for the current holiday season are expected to be approximately 
$1,900.00 

(The audit report does not indicate what disposition was made of these items, 
or upon Whose authority the expenditures were approved. ) 


They buy Christmas “remembrances” for persons other than bank’s 
ownemployees. Example: 
Chicago, 1956 

Charge of December 23, 1955, covering expenses of Christmas remembrances 
to persons other than bank’s own employees who rendered valuable services 
to the bank during 1955, $1,909. 


They pay for employees’ golf tournaments. Example: 
Chicago, 1954 

Deposit with country club for the 1954 Federal Reserve Bank golf tournament, 
$100. 

They pay for deluxe staterooms for officers to go on Chamber of 
Commerce cruises, pay for gifts for directors and their wives, pay 
for picnics, and soon. Examples: 

Cleveland, 1952 

Cost of one deluxe stateroom used by two members of the head office on 
June 16 to 20, 1952, in the annual lake cruise sponsored by the Cleveland 
Chamber of Commerce, $295. 

Expenses incurred in connection with a joint meeting of the Board of Di- 
rectors of the head office and the two branches held in Cincinnati on 
June 11 and 12, 1952, $5,417. 

Included in the total cost of the above were the following: 

1. Rook Wood Pottery Co.—favors for directors and wives, $165. 
2. Johnson Boat Co..—68 passengers transportation on the Ohio River, 
$184. 
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3. WLW Promotions, Inc.—entertainers, $150. 

4. Taft Museum Garden Fund—honorarium in connection with serv- 
ices of tour guides for wives of directors, $15. 

5. Bruce Brownfield entertainers, $40. 

“An amount of $1,800 was provided for this meeting in the bank’s budget 
for 1952, and on March 13, 1952, the head office board of directors ap- 
proved the sum of $3,500 for this occasion.” 

Deposit with Cincinnati Board of Park Commissioners for use of picnic 
grounds in 1953, $40. 

They pay for luncheons for participants in community fund drives. 
Example: 

Cleveland, 1953 

Head office: Cost of luncheons for various members of the 1952 Cleveland Com- 
munity Fund Drive as guests of President Gidney, who was president of the 
Cleveland Community Fund, $79.20. 

Pittsburgh Branch: Cost of luncheons and dinners for division chairmen of 
the Community Chest as guest of Vice President Kossin, general chairman of 
the Allegheny County Community Chest Campaign for 1953, $70.50. 

They make loans of bank funds to officers and employees. Example: 
New York, 1952 

Authorized “officers’ fund’ account for loans to employees, $25,000. 

New York, 1955 
Reimbursable expenses due from officers and employees : 


a eee enaniiaiae sib cid ig ee ot ke 
Nee en ee eT hset iid abi ihs win ts kekrascnentd cn ddeaseite cvtsiuiscalan 1, 538. 50 
Ik inn ER 124. 63 
te Sigal diab 278. 88 


Boston, 1952 
Loans to employees, $1,347. 


They pay the insurance premiums on “workmen compensation 
policies” covering officers and directors, and pay for insurance covering 
employees against injury while engaged in athletic games. Examples: 
Dallas, 1955 

Employer's liability coverage applicable to officers and directors under the 
workmen’s compensation policy was increased from $50/$200,000 to $50/$500,000. 
St. Louis, 1955 


Blanket athletic accident expense : A policy was procured at the head office to 
cover medical payments arising from bodily injuries sustained by members of the 
Reserve bank’s softball team. 


They pay for hospitalization and surgical insurance, including sup- 
plemental death benefit premiums. Examples: 


San Francisco, 1954 


Deferred charge: Reserve bank’s portion of fees under Reserve bank’s group 
hospitalization plan charged to current expense at end of month, $2,248.25. 


San Francisco (Los Angeles Branch), 1954 


Retirement system contributions : 


i ahh cscs xs eveninsiniin ebeeharen chap amaaonnctes $8, 705. 00 
Premiums, group hospitalization and surgical expense benefits 

in clemesleiinmentind 1, 819. 70 
Deposit in connection with annual dinner for employe ees with serv- 

er SaCIENES GE: GS ULES OE CI oo ri nim entice mncin 50. 00 


Some of the Banks give the clearing house associations rent-free 
space in the Federal Reserve Bank building. Examples: 


= = 
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Philadelphia, 1952 

1,800 square feet assigned to Philadelphia Clearing House on rent-free basis. 
Boston, 1954 

An office comprising 1,128 square feet has been allocated to the Boston 


Clearing House Association on rent-free basis, in consideration of Reserve 
Bank’s exemption from association dues and assessments. 


St. Louis, 1955 
Leased 705 square feet to the St. Louis Clearing House on a rent-free basis. 


San Francisco, 1952 

The Reserve Bank occupies the entire head office building except for a small 
area which the San Francisco Clearing House Association continues to use on 
a rent-free basis in lieu of payment by the Reserve Bank of dues and assessments 
as paid by other members. 

They may rent at nominal rates office space in the Federal Reserve 
Bank buildings to private banker associations. Example 
New York, 1952 

2,550 square feet of space leased to New York State Bankers’ Association 
at $340. 

Richmond (Baltimore Branch) , 1952 

A basement area of 1,531 square feet is rented to the Baltimore Clearing 
House Association at $50 per month. 

When it comes to making the bank premises lush and plush, the 
Reserve banks spare no expense. They spend enough on the premises 
to have them gold-plated. They have auditoriums and they buy 
organs. They build small dining rooms for entertaining banks’ 
guests, presumably for small intimate parties where there aren’t 
enough guests to feel comfortable in the large dining rooms. They 
build roof gardens. They build parking garages for bank personnel. 
They acquire land and buildings for future “possible needs. They 
pay large sums to option land and allow the options to expire. They 
pay large architects’ and engineers’ fees, usually without indicating 
how the luc ky contractor is “selected, and they pay for costly plans 
for buildings that are not built. 

These banks are supposed to be limited by law in their spending 
for bank premises. ‘They are expressly forbidden to build or enter 
into any contract to erect any building to cost in excess of $250,000 
without coming to C ongress for the authorization. 

But the Federal Reserve System has invented a new accounting 
system which seems to elimin: ate much of the normal inconvenience of 
any restraint on capital outlays. By this new system, they simply 
charge capital outlays to current expense. 

T hey lease bank space to others, including clearing house associa- 
tions, and then meet their own needs by leasing space outside the bank 
building. 

Chicago, 1952 

The head office building provides a total of 307,138 square feet of usable floor 
space, of which the Reserve Bank utilizes 293,890 square feet for its operations. 
The remaining area of 13,248 square feet is occupied, under lease by the District 
Chief National Bank Examiner, the Federal Deposit Insurance Corporation, and 
the Chicago Clearing House Association. The rental from these tenants amounts 
to $2,316.03 per month. The expanding level of operation at the bank has in- 
creased the space requirements considerably. To meet this situation 10,528 square 
feet of space has been leased in the insurance building, 175 West Jackson Boule- 
vard, directly across the street from the bank, and during the course of examina- 
tion this leased area was augmented by 5 5,000 additional square feet. 
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Boston, 1953 


An outstanding decorative feature of the entrance lobby is a relief map of 
the First Federal Reserve District carved in marble. 
Richmond (Baltimore Branch) , 1952 

The available space seems adequate for the branch’s operations at their cur- 
rent level. However, the management feels that additional space would be 
desirable to provide needed service and auxiliary facilities. 
Richmond, 1954 

Expenditures in connection with the new building addition aggregated 
$2,551,349.75. 

Quarters on the first and third floors of the main building were redecorated 
and refurnished to provide for a reception area (first floor) and an exhibit 
conference room (third floor) at costs of about $6,000 and $14,800, respectively. 


Philadelphia, 1952 
Estimated cost of construction of balcony on mezzanine, $55,000. 


St. Louis, 1956: 
Sculpture (estimate)—-___- Shas eat 
Mural , (@gtamate) _...... +... 


Boston, 1953 
Cost of console organ purchased from the Baldwin Piano Company on December 


|2 


23, 1952, and placed in the new auditorium, $6,000. 


St. Louis, 1955 

The garage contains a service center for bank-owned automobiles but is used 
primarily as a parking area for employees’ cars. A nominal parking fee is 
charged for the latter accommodation. 


Atlanta, 1955 


* * * with the authorization of the Board of Governors, construction of a 3 
story, 7-deck parking garage for the use of bank personnel was commenced on 
this part of the property. When completed this structure will have a parking 
capacity for about 140 cars. 

‘the construction contract was awarded on the basis of a low bid of $269,900 
and, inclusive of architects’ fees and other expenses, it is estimated that the total 
cost will be $303,000. 

New York, 1952 

* * * $6,145 for the erection of a platform on the roof of the Annex Building. 
The construction served two purposes: needed repairs to the roof were made 
and the employees were provided with a roof garden which has proved to be 
highly popular with the staff. 

Philadelphia, 1952 
Studies are now being made of the advisability of the construction of a joint 


assembly hall and recreation room on the roof of Building No. 1B at a cost of 
about $150,000. 
Chicago, 1952 

Projects * * * at the head office comprise the laying of tile flooring and instal- 
lation of lockers in shower room * * * The largest undertaking completed was 
the remodeling of the auditorium on the fifth floor. In addition to the recon- 
struction of the floor and ceiling, new seats and lighting were installed and a 
movie screen, cloak and storage rooms were provided. The auditorium has a 
seating capacity of 240 persons and is used by the Reserve Bank for personnel 
training through the medium of motion pictures and for employee meetings and 
other activities. The Reserve Bank has also made the facilities of the auditorium 
available to member banks and other appropriate groups with related interest. 
Boston, 1953 

There are also provided such facilities as an auditorium, a renovated and 
enlarged cafeteria, an employees’ recreation lounge, a medical section, and 
classrooms. 


ius ‘ aut SS, 0OO 
LS, OOO 


Atlanta, 1953 


On September 23, 1952, the Jacksonville Branch took occupancy of its new 
building at 515 Julia Street. This distinctive structure incorporates many 
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features of modern design. Disbursements to this construction project amounted 
to the total cost to date to $2,314,961.33. 


SPACE ASSIGN MENT 


Fifth floor 
Personnel Department; employees’ cafeteria and lounge; infirmary; kitchen ; 
library ; officers’ lounge and dining room; old file storage; recreation room. 
Although there is considerable area of unused space on the fourth floor, the 
management does not contemplate the leasing of any space to outside tenants. 


Richmond (Charlotte Branch), 1953 

A new addition was, for all practical purposes, completed during the latter 
part of September 1952 although it had not been formally accepted. The addition 
which has increased usable space by approximately 64,000 square feet has not 
only supplied ample working areas, but has made possible such facilities as an 
auditorium, cafeteria, an employees recreational lounge, and a library and 
reading room. These together with the excellent modern lighting and sound- 
proofing provide an efficient comfortable and attractive working environment. 
Dalas (Houston Branch), 1956 

The new home of the branch will be of modern design and without windows. 
It will consist of a basement, three floors, a penthouse for elevator machinery, 
and a roof terrace and sun deck for the use of employees. 
St. Louis, 1956 

* * * a bid of $32,823.19 was accepted covering food service equipment to be 
installed in the building. 
St. Louis, 1955 

Chargeoff to expense for furniture and equipment purchases. In the year 1954, 
this amounted to $137,805.23. In the year 1953, this amounted to $187,209.33 
St. Louis, 1956 

It is planned also to replace the furniture in the Accounting, Fiscal Agency, 

Safekeeping, and Money Departments, and $101,000 has been budgeted for this 
purpose. 
Dallas, 1955 

Forfeiture of option money on tentative building site at Houston, $1,500. 


St. Louis, 1952 

Expenditures in connection with expired options on sites for a proposed new 
Louisville Branch Bank, $1,532.60. 
Atlanta, 1955 

Architects’ fees and other expenses related to the several projects thus 
far paid total $206,549.01 at the head office, $41,632.81 at the Birmingham 
Branc h and $29,208.24 at the Nashville Branch. Architects’ fees totalling 
$34,343.23 were paid for work done in preparing preliminary plans and cost 
edo in connection with an earlier and radically different design for the 
head office construction. As this tentative proposal was discarded the relevant 
architects’ fees were charged to profit and loss in 1954. 
Chicago, 1955 

On a proposal to add four stories to the existing bank building. After full 
consideration that plan was abandoned and $110,000 which had been expended 
on it for architects’ fees and engineers’ fees was charged off. 
San Francisco, 1956 

Loss on architects’ fees paid for services performed in connection with sub- 
sequently discarded plan for proposed alterations to head office building, 1955, 
$2,035. 


They expand bank premises beyond their needs, but hold space “in 
reserve,” rather than making it available for rental. 


Chicago, 1953 


Although the 7th and 8th floors of the new addition are currently not needed 
for bank operations, the management deems it advisable to hold this space in 
reserve and not consider making these areas available for rental. 
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They make purchases without approval—not in accordance with 
even their own bank regulations. 
Richmond, 1955 

Earnings and expenses: “Under the Reserve Bank’s procedure, neither the 
disbursement vouchers nor the supporting invoices bear any direct evidence 
that the purchases were approved in accordance with the Reserve Bank’s regu- 
lations. This matter was discussed with the management and we were advised 
that appropriate revisions would be made in present procedures, so that the 
vouchers would carry evidence of the necessary official approvals.” 

They acquire land and buildings and lease them for $1 per year; 
in one case “in consideration of” the lessee’s agreement to park bank 
employees’ autos for $4 per month. 

Richmond, 1952 

Other real estate consisted of two parcels of land acquired for banking house 
purposes at Richmond and Charlotte, the book value of these properties being 
$146,549.91 and $10,868.42, respectively. The head office figure reflected a 
reduction of $6,897.25 in the interval between examinations, representing the 
net proceeds of the sale of a small portion of the land. 

The Richmond property is located on North Eighth Street opposite the new 
building addition and is leased to a parking lot and filling station operator 
for $1 per year in consideration of his agreement to park bank-owned and 
employees’ automobiles for a nominal fee of $4 per month. 

The Charlotte property adjoins the branch building and is used as a free 
parking lot for employees’ automobiles. 

Richmond, 1958 

An unimproved lot adjoining the rear of the branch of this building was ac- 
quired in 1944 in contemplation of a possible enlargement of the present build- 
ing. The cost of this property, $10,868.42. The expenses, principally city and 
county taxes, incurred in connection with this property, amounted to $178.05 
in the year 1952. 

San Francisco, 1952 

Other real estate carried at a book value of $35,000. This property is cur- 
rently used by branch employees as a free parking lot. Taxes are the only 
item of expense on the property and amounted to $817.80 for 1951, and to 
$277.05 for the current year to date of examination. 

San Francisco, 1953 

The Los Angeles property was acquired in the current year at a cost of 
$320,317. This property was acquired primarily to provide for possible future 
needs of the branch, but present plans contemplate conversion of part of it to 
a parking area for employees’ cars. 

Dallas, 1952 

* * * While the management is currently negotiating for the purchase of a 
desirable site, it is realized that “regardless of the plan finally adopted the bank 
cannot proceed with any building program under present conditions.” 


Philadelphia (Pittsburgh Branch) , 1952 

The remainder of the land is rented by this company under a lease expiring 
on June 23, 1954, for $6,448.20 per annum, approximately the tax assessment, and 
is used as a parking lot. * * * However, plans for proceeding with the enlarge- 
ment of the present building are being held in abeyance pending congressional 
authorization of additional branch building. 
Atlanta (Birmingham Branch), 1955 

One-half of the Birmingham property is under lease to a commercial parking 
lot operator at a monthly rental of $300. The remainder of this property and 
the property at Nashville are currently used as parking areas for employees’ cars. 


They let construction contracts without calling for fixed-price bids. 
New York, 1952 
It was impractical to attempt to obtain bids for this work on a fixed-price basis 


and it is now expected that the final cost may exceed $635,000, by as much as 
$100,000. 
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They acquire properties and pay architects’ fees for buildings not 
authorized. 

Datlas (San Antonio Branch), 19538 

Accordingly, a site was purchased on July 1, 1952, and a firm of architects 
has been engaged to prepare plans for a new building. “Any program of con- 
struction is, of course contingent on the obtaining of appropriate authorization.” 
Minneapolis, 1955 

The Board of Governors authorized a total expenditure of $5,105,000 which 
is intended to cover the construction costs specified in the aforesaid contracts, 
the architects’ fee, and a contingency allowance of $200,000. 

This figure includes $81,523.33 covering architect’s and engineers’ fees and 
other costs related to the present construction which were incurred in prior 
years and previously charged to profit and loss when there was no definite as- 
surance that the project would be adopted. 

Here are just a few examples of construction costs which are 
charged to current expenses. 

Cleveland, 1952 

“Also nearing completion is the installation of new doors for the security 
court. The cost of this replacement is estimated to be approximately $39,000 
and the entire amount is to be charged to current expense as repairs and 
alterations.” 

New York, 1952 

Total costs $121,416 for alteration in the gold vault were charged to current 
expense on the theory that the alteration did not materially add to asset values 
but served rather to make the alteration and utilization of existing vault space. 
Atlanta, 1955 


During 1954, an incinerator was installed in the basement of the annex build- 
ing at a cost of $15,287.38. The amount was charged to profit and loss on the 
assumption that the incinerator would have no salvage value. 

Cleveland, 1956 

Construction costs of $135,000 allocated to current expenses. 

Philadelphia, 1956 


Construction of a counter and rearrangement of the serving area in the cafe 
teria, $2,588. 

All of the expenditures in connection with the projects mentioned above were 
charged to current expenses. 


LOSSES AND DISCREPANCIES 


Some of the losses and the discrepancies in the accounts of the 
Federal Reserve banks are truly amazing. A1l of these banks experi- 
ence tremendous losses of registered mail containing deposits, securi- 
ties, and other things of value. They charge off or set up reserves 
amounting to millions of dollars for such losses. They have all manner 
of losses and discrepancies in the funds and property of the Reserve 
banks, according to their own auditors. And when the General 
Accounting Office has occasion to audit any of their work, as when they 
pay checks for the account of the United States Treasury, the Govern- 
ment auditors find losss which the bank auditors appear not to know 
about. 


Kansas City, 1952 

Loss absorbed by Federal Reserve bank account as result of delay in trans- 
ferring funds for member bank, $83.33. 

Head office—difference account: This balance largely made up of substantial 
amounts of differences relating to work processed in 1952 by the Government 
Card Check Sections as a result of the Government Card Checks Section of the 
Check Collection Department of the records of the bank were not maintained in 
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such a manner as to permit ready identification of the differences, and it further 
appeared that the Federal Reserve bank was unaware of the existence of such 
large differences until they were disclosed by the General Accounting Office’s 
audit of card checks paid by the Reserve bank for the account of the United 
States Treasury, $7,677.13. 


Kansas City (Oklahoma City Branch) , 1953 
Shortage in assorting teller’s cash at the Oklahoma City branch, $100. 


Kansas City (Omaha Branch), 1956 

Audit revealed 25 $200 series E savings bonds which Reserve bank’s records 
showed to have been part of shipment of unissued bonds forwarded to an 
issuing agent on August 3, 1955, were reported by agent as not having 
been received. 
San Francisco, 1954 

Uncollected cash items: Misrouted items forwarded to member banks and 
other Federal Reserve banks—charges deferred to correspond with availability 
date of relevant cash letters, $157,838.89. 
San Franciseo. 1955 

RECONCILIATION 


Understatement of accountability of U. S. Government securities 5200, 000. 00 
Uncollected cash items: Misrouted items reforwarded to member 
banks for collection—charged next day ; 409, 170. 34 


San Francisco (Portland Branch), 1955 
{ccounts of member and nonnie mober hanks and others 
DEFERRED ACCOUNTS 


Missent item reforwarded as noneash collection $271, 796. 58 
Missent items reforwarded as noneash collection 46, 794. 21 
Misrouted items reforwarded to other Federal Reserve banks 

charged next day 1, 552. 57 
San Francisco (Los Angeles Branch) , 1954 


A review of “difference account” record di 


sed rather frequent Transit 
Department entries in substantial amounts occasioned by improper handling of 
the relevant transactions or by lack of due diligence on the part of employees 
in the department. “From the foregoing it appeared to us [auditors] that the 
department needed closer supervision.” 





San Francisco, 1954 
iccounts of member and nonmember banks and others 
DEFERRED ACCOUNTS 


Uncollected cash items: 
Misrouted items forwarded to Federal Reserve banks— 


charged next day _...______-__ litle dctiaacesdiiciniie dibs iach ; $42, 281. 67 
Missent items reforwarded as noncash collections__________ 14, 100. 00 
Due from member and nonmember banks___-_--_-______~ 151, 883, 221. 62 


1 Does not include $30,732.16 at the Los Angeles Branch, representing missorted cash 
items which were forwarded on Oct. 2, 1954. in special cash letters to the banks on which 
drawn. This amount was carried in “Difference account” at date of examination. 
Adjusting entries were made on Oct. 6, 1954. 


San Francisco, 1956 


Insurance and fidelity bonds 


Head office Amount | Date claim 
filed 


Bankers’ blanket bond: Money stolen from Reserve bank officer while traveling 
on official business ; $60 | Oct. 20, 1955 
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Shipment of currency received by Reserve bank, claimed by shipping 
bank to be $1,000 more than Federal Reserve count. Matter was 
closed because of lapse of time. 

San Francisco, 1954, Auditing Department 

The general auditor advised that one special investigation was made under his 
direction during the interim between examinations. It concerned a shipment 
of currency received by the Reserve bank on November 11, 1953, from the * * * 
branch of Bank * * *, and verified to contain $132,000. The shipping bank 
claimed that the contents totaled $133,000. The general auditor’s investigation 
did not develop evidence of any irregularities in the handling of the shipment 
at the Reserve bank and no formal claim has been filed by bank * * *. More- 
over, an investigation by the Federal Bureau of Investigation at both the office 
of the shipping bank and the Reserve bank also failed to disclose anything of 
a suspicious nature which would warrant further inquiry. In view of these 
circumstances, as well as the lapse of time since the incident, the matter is 
considered closed. 

Kansas City (Omaha Branch), 1956 


Shortage of currency shipment made on July 1, 1955, to Omaha, at the request 
of * * * bank (reimbursement from the bonding company ), $200. 

Of the numerous reconciling items shown by a member bank, per 

. . . . . ° s 
taining to the account maintained by it with Reserve banks, 242 
remained unadjusted, amounting to over $1 million. Fifty-nine 
exceptions were more than 30 days old. 
San Francisco, 1956 

ACCOUNTS OF MEMBER BANKS 

Officially executed reconcilements were received from all the member banks 
in the district. Of the numerous reconciling items shown by bank * * *, 
pertaining to the accounts maintained by it with the Reserve bank’s head office 


and Los Angeles Branch 242 remained unadjusted at the conclusion of the 
examination, and are summarized as follows: 


[lead offices Number Amount 
if items 
Bank * lt 41 $164, 248, 2x 
Bank * cred 7 162. 602. 89 
FRB t 2 90, AOS, 29 
RB credit 3 | 68, 130. 04 
Lot 133 486, 486, 50 
‘ \ I FI cl 

Bank ° 29 27. O89. 2 
; | 27, 3 
Bank edit 18 | 4, 531. 41 
ERB debit 1K 4 944. 99 
FRB credits 4 46, 725.34 
Total 109 152, 590. 22 
Grand total : 242 639, 075. 72 


The majority of the foregoing items were of recent dating; however, 59 ex- 
ceptions totaling $29,811.05 were more than 30 days old at examination date. 


Deductions from Net Earnings: Registered mail losses (year 1955), $44,457.63. 
Richmond, 1952 


NONCASH COLLECTION DEPARTMENT 


Country collections outstanding with collecting agents consist of 333 items, in 
the total amount of $213,985.21, and were confirmed by correspondence with the 
agents concerned. 

Examination of this function disclosed that one collecting agent was holding 
23 past due items which had matured in the period April 21 to June 9, 1952. All 
but 2 of such items were subject to protest. Another agent was holding 7 past 
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due items which had matured in the period of May 1 to June 2, 1952. While the 
records indicated that these items had been traced to the collecting banks, there 
was no evidence that the matter had received consideration at the official level. 
We were advised that in the future all past due items or instances wherein the 
collecting banks were not adhering to the applicable instructions would be brought 
to the attention of the supervising officer. 


Richmond, 19538 


Insured losses recovered on mysterious disappearance of cur- 
rency reported by a currency counter____...___________________ $500. 00 
Loss sustained in coin shipment while in transit from the branch 


to bank * * * North Carolina on June 22, 1958______._________ 18. 85 
Loss on returned check on which the payee’s endorsement was 

allegedly forged and on which the Reserve Bank’s prior endorser 

nies omemmmmeres om 92. 00 

Richmond, 1954 

Debit adjustments in connection with errors in redemption of 

Doerr UTS I: GUO Se sachs preteesicenneeenimripcnnoes $2, 230. 00 
Credit adjustments in connection with errors in redemption of 

Suvines Donde Uy Davin Grents..--. _... 4,540.00 


Embezzlement of $85,000 in currency shipped by Federal Reser 
bank by a post office employee. 
Philadelphia, 1952 
On September 17, 1951, the Federal Reserve Bank of New York, at the request 
of the Federal Reserve Bank of Philadelphia, shipped $85,000 in currency to 
two member banks located in the third district. These shipments were not 
received by the addressees and the ensuing investigation by the Post Office 
Department revealed that the currency was embezzled by a Post Office employee. 
At date of examination, $68,004.62 had been recovered on the loss; and, as 
mentioned subsequently under litigation, there is a possibility of obtaining an 
additional $5,000. The unrecovered portion of the shipments, $16,995.38, is 
being carried in a suspense account pending determination of the ultimate loss 
to be charged to the reserve for registered mail losses and/or distributed among 
the various Federal Reserve banks under the loss sharing agreement. 
Philadelphia, 1954 
Cash department—difference account losses 
ee Enc ee ee a ald cis anes ee cm mnnieneems menenee Saree .--. $1, 953. 00 
snes scan bide idl nite temic enimiamnainme enna 291. 00 
Philadelphia 1956 
Mysterious disappearance of a deposit apparently received from 
the Postmaster at * * *, Pa., on Oct. 19, 1954—not reported to 
Reserve Bank until J: nut ry, 1956 $170. 00 


Unusually large errors in Check Collection Department. The rec- 
ords were in such unsatisfac tory condition that the majority of dif- 
ferences could not be located. The net debit differences of the Cheek 
Collection Department amount to $32,790 of which $22,384 was 
charged to profit and loss in 1952. 

Boston, 1952 


In the previous report of examination reference was made to the unusually 
large differences occurring in the Check Collection Department. The manage- 
ment attributed this situation primarily to the substantial increase in the volume 
of checks handled and the necessity for operating under a dual system during the 
period of conversion from the use of a block system, the use of proof machines, 
and the rather heavy turnover which has resulted in a large proportion of in- 
experienced personnel in the Department. In the latter part of 1951 when it 
became apparent to the manager that the Adjustment Division of the Check 
Collection Department did not have sufficient personnel to cope with the in- 
creasing number of differences, the division was increased on November 26. 
from 6 to 42 employees. Progress reports revealed the unsatisfactory condition 
of the records and indicated that the majority of the differences could not be 
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located, Corrective measures were subsequently taken to see that in the future 
the records would be cared for and filed in such manner as to facilitate the 
checking of differences. The Adjustment Division currently has a staff of 25 
employees. At December 31, 1952, the net debit difference of the Check Collec- 
tion Department amounted to $82,790.43, of which $22,384.78 was charged to profit 
and loss and the remainder of $10,412.65 representing net unlocated differences 
for the month of December 1951, was carried forward to 1952. In addition, net 
debit differences aggregating $3,281.67 applicable to the 1951 period, prior to 
December were reported in 1952 and remained unlocated. However, only 
$1,608.01 of the differences for the month of December 1951 remains unlocated at 
this time. The management believes that completion of the changeover to proof 
machines fully converted on August 6, 1952, and the continuance of the com- 
parative staff stability now prevailing will result in increased efficiency among 
the departmental personnel and a more satisfactory difference experienced ir 
the future. 

The many corrective measures as instituted by the management to expedite 
the handling of checks and to eliminate the underlying causes creating differences 
is reflected in the progress noted above. However, continuing vigorous efforts 
must be made if a further reduction of such differences is to be accomplished. 


Boston, 1958 


A special investigation of a discrepancy of $68 between the records maintained 
by the Public Relations Department and the Expense Department in reflecting 
the proceeds of the sale of a brochure published by the Federal Reserve bank 
indicated that this was caused by inadequate bookkeeping procedures in the 
Public Relations Department. 


Reserves for contingencies : 


Reserve for losses from fire and allied risks_.__._ $380, 000. 00 
Reserve for registered mail losses__..__________ 858, 448.18 
Contingent liability on acceptances purchased for 
foreign correspondents______---~- Se pices aan $1, 990, 775. 19 


Losses under loss sharing agreement : 
Pro rata share of claim paid Federal Reserve Bank of Phila- 
delphia account net loss of $16,995.38 resulting from the 
theft of currency, totaling $85,000, shipped by registered 
AT OR: BOG Rae Sie tiiteige des canals 758. 30 


Boston, 1956 


DORR Cra Or | ce ome eg teat oak Orr ete neerensenntiyn tepete $10, 252. 09 
Weise resulting from error in advice of charge received from 
Federal Reserve Bank of New York covering its shipment of unfit 
1A Federal Reserve notes to the Treasury Department on Mar. 
16, 1956—adjusted on Mar. 21, 1956._._.__-_---_-_--_-- ik beach etal _. 10,000. 00 
| | 


Bankers’ blanket bond | Amount | Date claim Date settled 
| filed 


Mysterious disappearance of postal deposit: | 
Received from the Postmaster, * * * Mass., on Mar. 29, 


1955 4 | $280 | July 22,1955 | July 25, 1955 
Received “from the Postmaster, * * * Maine, on Mar. 3, 
1955 ‘ 70 Sept. 15, 1955 Sept. 28, 1955 


Mr. Cruatrman. Here are some more examples for the record. I 
believe that you will find it quite educational just to scan some of 
these items. 

Chicago, 1952 
Mysterious disappearance of coupons detached from Government 

a i aa isc a a al a lea ea il ee $465. 00 
Charge by Bureau of Engraving and Printing, Washington, D. C., 

for furnishing new Puerto Rico bonds to replace bonds inad- 

vertently canceled by Federal Reserve bank _----..----------- 
Unadjusted exception of member bank account representing a 
charge of Feb. 14, 1952, covering the shipment of 2 bags of 

coins by insured mail which did not reach the Reserve bank___- 402. 14 


997. 60 
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Chicago, 1953 

Loss in a currency shipment dispatched to Reserve bank, Oct. 14, 
1952, from * * * Bank, * * * Mich 

Loss in currency shipment dispatched from the Reserve bank on 
December 17, 1952, to the * * * Bank at * * *, 

Mysterious disappearance of Government coupons____.__-__--_--~- 


Chicago, 1954 

Under the loss sharing agreement, the Reserve bank absorbed a 
net loss resulting from damage to a currency shipment of $7,000 
in transit from the Reserve bank to the * * * Bank, * * * IIL, 
on or about Dec. 17, 1952__~- i ata “ea 

Partial recovery on the Reserve bank’s share of a loss sustained in 
1951 by the Federal Reserve Bank of Philadelphia_____-____-___ 

Fiscal agency securities forming a part of the total accounta- 
bility—not reported—adjusted during auditor’s examination__ 


Mysterious disappearance of * * * School District bonds shipped 


1, 


by registered mail to the Treasurer, * * * District, * * 
ee aoe dectidil Aaeen Tas ette pre emmreenseetene™ iencieereety a 

Unlocated differences, year 1953 : 

Unloecated differences January 1—May 28, 1954 

Chicago, 1955 

Loss resulting from faulty handling security transactions from 
member banks, 1954__ Sue 

Jan. 1—-Sept. 2, 1955 a . 


ved for collectix 


1O%e 
Lode 


Loss resulting from mishandling of check recei 
Loss of postmaster’s deposit of currency, Jan. J 
Mysterious disappearance of photostat equipment 
Loss of mutilated currency_- 


Richmond, 1952 


sept. 2 
] : 


Refunds due from nonmember paying agents- 
cashing savings bonds_______~_- : 
Transit Department differences—pending adjustment 


to adjust errors in 


Claims under banker's blanket bond 


Shortage in assorting teller’s cash disclosed by audit of Money Depart 

TT 
Shortage in assorting teller’s cash 
Shortage in assorting teller’s cash 
Richmond (Charlotte Branch), 1952 


Shortage in pay teller’s account____- 


Shortage in shipment of unfit Federal Reserve bank notes to Treasury 
ass apres anenieniipuvsde ninco mnraiemsasen awison 
Beene em Goin tener se Gece. ow 
Mysterious disappearance from coin teller’s account________________ 
Medical expense claim under blanket accident policy, employee injured 

while playing on bank’s softball team 


Richmond, 1954 


Head office A mount Date claim 
filed 
CLAIMS UNDER BANKER’S BLANKET BOND 
Mysterious disappearance of currency reported by a currency 
assorter $100 | June 9, 1953 
Do 100) «Oct 6, 1953 
Medical expense blanket accident policy—employees injured 
while playing on bank’s softball teams 
** * © , - 
l Sept. 17, 1953 
ie, R a 5 | July 10, 1953 
Pere 18 Aug. 11, 1953 





$3, 050. 00 
7, 000. 


465. 00 


124, 918. 22 
8S, 522. 45 


$1 
. 26 
. 00 
. 00 
00 
. 00 





, 916, 57 


, 46. 


00 
00 
OO 


$1, 000. 
100. 
60. 


$200. 00 


. 00 
. 00 


. 15 


. 00 


Date 


settled 
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Richmond (Charlotte Branch) , 1954 





Mysterious disappearance of currency from a cane ig to Treas- 
ury Department 1. ase ik ' $180 | Aug. 21, 1953 | 
| } | 





Nov. 18, 1953 


Richmond (Charlotte branch), 1954 
Loss arising from forged endorsement on check received for collection 

in 1950 and on which prior endorser cannot be determined___-_--~ $92. 50 
Unadjusted exception of member bank reserve account arising from 

Federal Reserve bank’s charge of Dec. 17, 1953, for return of a Gov- 

ernment check on which payment had been stopped. Check re- 

portedly had been issued in error and the bank claims the check 

was paid on proper identification and refused to accept the charge 

The Reserve bank referred this matter to the Treasurer of the 


United States. Amount of exception_____~- a 5 Minune 100. 00 


Richmond, 1955 
Auditors’ verification of the $2,000 impressed fund carried with the 
postmaster and included in miscellaneous cash items revealed that 
the fund was overstated by $109 on the Reserve bank’s books, as a 


result of various errors in charges to expenses for postage used >109. 40 


There were five unadjusted differences in the accounts of issuing agents, 
the auditors were unable to authenticate the signatures on many of the recon- 
cilemments returned by issuing agents because the Reserve bank does not mail 
tain a complete signature file on such accounts. 
Boston, 1956 
Earnings reduced by transfer to reserve for registered mail losses____S3! 
Difference account net losses 
Atlanta (Head office), 1952 
Shortage in shipment of fit Federal Reserve notes to Federal Reserve 

bank .of 86. R18 0 BEOR: cist dks Haw den etkaticenaaliin. ties $100. 00 





Atlanta (New Orleans Branch), 1952 
Shortage in shipment of currency to * * * Bank of New Orleans, La. 

on October 24, 1951 indiana ees asia cimaiaaeimemn damien ie $100. 00 
Registered mail loss in connection with shipme nt of currenc piso >? 2 

Bank. * * * Louisiana on October 26, 1951 


65. 00 


Atlanta (Birmingham Branch) , 1952 

Auditor’s count of sorted currency forming part of the vault cash re- 
Ir ik iia ce ini ori sia in htt a na aaa $170. 00 

Atlanta (Birmingham Branch) , 1953 


Pro rata share of claim paid Federal Reserve Bank of Philadelphia 
account net loss of $16,995.38 resulting from the theft of currency 
totaling $85,000, shipped by registered mail on Sept. 17, 1951 $6! 


Atlanta (Jacksonville Branch) , 1953 
Shortage discovered Oct. 25, 1953, in bundle of fit $1 bills 
Atlanta, 1954 
Shortage of Treasury Certificates of Indebtedness. ‘After the loss 
was discovered, an exhaustive search was made of all working 
areas where the certificates might conceivably have been. In 
view of the failure to find them despite the intensive efforts that 
were made and the inability to trace them beyond their delivery 
to the vault custodian, there is a strong feeling on the part of the 
bank that the certificates fell or were accidentally brushed off the 
desk of the vault custodian into a trash basket and disposed of as 
wastepaper’’______- immticn in. $101, 000, 00 


$100. 00 


Atlanta (New Orleans Branch), 1954 


Mysterious disappearance in currency___..-__- 153i $190. 00 
Check Collection Department differences—pe nding ‘adjustment. _. 1,684.72 


H58T5—S5s& pt. 2 16 
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Atlanta (New Orleans Branch) , 1955 

Unadjusted exception dating back to 1953 in the reconcilement of 
Reserve account of a member bank in the New Orleans Branch terri- 
tory representing a deduction by the Reserve ar from credit for 


member bank’s transmittal letter covering paid U. 8S. savings bonds_- $190. 10 
Transfer to reserve 4 registered mail losses___.__-______- sri colt 27, 001. 34 
Net loss on sale of U. S. Government securities___._.__-______-----~~- . 6,279.98 


Atlanta (Nashville Branch) , 1955 
Loss in transit to Federal Reserve bank of New York of registered mail 
SUITE GPER IAIN. COMDONB oii a 5 on ohn nn ka ne titeieneennnenns $1, 338. 75 


Atlanta, 1956 


Shortage in shipment of $79,300 in currency received from Reserve 
bank by an Atlanta member bank. On the basis of the information 
furnished by the member bank, it appeared that the shipment had 
been opened by one of its employees without the presence of a wit- 
a a a oo En pele betaine am erm menos $300. 00 


Cleveland, 1952 
Deductions from net earnings include— 


(1) Delay in returning check to a member bank___---_- $350. 00 


(2) U. S. savings bond issued in error____- 18. 75 
(3) Chargeoff of architects’ fees in connec tion with. proposed im- 
provements at Cincinnati Branch ______~- ids 4, 950. 00 


(4) Refund of 1 day’s interest on loan made to member bank to 
offset a deficiency in reserves resulting from mishandling 


of a security transfer________- . ine ge a Beer at 191. 10 
Cleveland, 1953 
Deductions from net earnings include— 
(1) Loss resulting from a delay in purchase of securities for a 
member bank, year 1952______- a a i i $13, 75 
(2) Refund of 1 day’s interest on loan made to member bank to 
offset a deficiency in reserves resulting from the mishan- 
dling of a security transfer, year 1952________._________ 191. 10 
Cleveland, 1954 
Reserves for contingencies: 
Reserves for registered mail losses: Balance, Nov. 30, 1953 $687, 232, 23 
Add: Transferred from profit and loss, Dec. 9, 1953__________ 39, 472. 44 


| 
} 
| 
' 


Balance, Sept. 7, 1954___.-_-_-- ids tops tacereccmeale Biss Panama 726, 704. 67 
All other: 

salance, Sept. 7, 1954 (no change since last examination), 

composed of— 


Such reserve for contingencies_________-_ ee noe, 006 
Reserve fur losses not covered by loss she iring 
a ces tance thie 1, 000, 000 9, 102, 000. 00 


a lene le ace ss ic ae atnette 9, 828, 704. 67 


Cleveland, 1955 
Loss: Unpaid missent check which endorsing bank refused to accept 


because of delay—period Jan. 1 to June 23, 1954______________- . $354. 97 
Savings bonds issued in error in the year 1954- y 3382. 50 
Cleveland, 1956 
Loss: “Faulty handling of security transactions for member banks”’__ $125. 00 


Losses on unpaid missent check which endorsing bank refused to 
accept because of delay___---. ~~ .-__-- i B54. 97 


New York (Head office) , 1952 

The registered mail and messenger service policies (insurance and fidelity 
bonds) were revised and no longer include coverage on gold or silver while 
temporarily stored on any pier in the Port of New York or in the vaults of any 
trucking company; or on gold in transit be tween the United States Mint at San 
Francisco and the Federal Reserve Bank of San Francisco. 
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or = 


Reimbursement of $1,325.55 was made to a member bank in head office zone 
for the amount of the increase in the premium charged on the renewal of its 
bankers’ blanket bond. The additional premium resulted from the payment of 
a claim of $26,000 in connection with the theft of a currency shipment in transit 
to the Reserve bank on July 20, 1948, and the amount reimbursed to the member 
bank was charged to the reserve for registered mail losses. 

New York (Buffalo Branch) , 1952 

Subsequent to date of examination, a charge of $500 to the reserve for registered 
mail losses and a recovery of $100 from the Post Office Department effected the 
settlement of a loss of $600 in coin; this loss had occurred in shipment of currency 
and coin to a member bank on April 7, 1952. 

Due to clearing house banks account errors in exchanges held in this account 
pending adjustment by clearing house banks affected, $188,220. 

New York, 1952 
Coin shipment of Apr. 7, 1953, to the * * * Bank, * * *, N. Y., lost 

a a le ere Creag $600. 00 
New York, 1953 
One exception to officially executed reconcilements of accounts of 

SOA DOT HEME WES THOU ClO ices csiterccntmntrersetin enthaceeenenes acmtusiciiaentamrtndaad $200. 00 
New York, 1955 
Disappearance of coin shipment of $200 sent by Reserve bank to the 

* * * Bank of * * *, N. Y., on Sept. 28, 1954—Net deduction for 

BN SO instal sores x tn so cnr ode Sciam acbiian SE A eC hae eas Oo aaa $150. 00 


New York, 1956 


Shortage in unfit $20 Federal Reserve notes__...........-_.._-_.__- $200. 00 
Reserve for registered mail losses, 1955...................________ 54, 158. 95 


On March 17, 1956, a special audit was made of all Treasury tax and loan 
accounts, as a result of information received that remittance letters in support 
of two entries, totaling $44,551.88 in the accounts of the 2 Treasury tax an‘ 
loan depositories, could not be found. The banks involved disclaimed any 
knowledge of the transactions, and the audit of the various accounts disclosed 
no basis for the entries in question. Accordingly, the entries and the corre- 
sponding credits to the U. 8S. Treasurer’s account were reversed. 

On March 19, 1956, a survey was conducted of the operations of the Delivery 
and Records Sections of the Safekeeping Department because of the number of 
errors reported in the handling of securities. The survey disclosed some minor 
exceptions, and certain recommendations were made to improve the controls. 


Philadelphia, 1952 
Amount of unissued savings bonds reported by the issuing agents as stolen; 
and claim for stock credit was forwarded to the Treasury Department on De- 
cember 4, 1952. Difference short, $4,500. 
Minneapolis, 1953 
Loss—Two typewriters belonging to Treasury Department. 
VWinneapolis, 1954 
Mysterious disappearance of cash item in Reserve bank, $96. 
San Francisco, 1956 
Counterfeit currency : 


January 1956 7 ss ii iat ok ts aul ocgprodag Saeed a $243 


September 1955- cs arte os Ag al tien renee eh ergata teneh tied aia es ad 695 
Shortage in coin deposit not considered chargeable to depositing bank, 
1956 pias hh Decide dhe bh abb bedb dhs eiiedssahlib died hd bake ; 63 
Money lost by or stolen from an examiner while on an examination 
assignment altel sh ae pt nk de te oe cee Se ae he 30 
Money lost by an examiner while on an examination assignment_______ 45 


St. Louis, 1952 


Bank of * * *, * * * Ark.—Shortage between agent’s balance and 
the Federal Heserve BANKS DRIRIGR. nncind cece meenmusecsetsainn $2, 000 


St. Louis, 1956 


Shortage in account of issuing agent $5, 750 








1584 FINANCIAL INSTITUTIONS ACT OF 1957 


RESERVES FOR CONTINGENCIES 


All other : 
Special reserve for contingencies______..._..-..._--.----~~- ._. $4, 210, 000 
Reserve for losses in excess of blanket bond coverage________-__-~~- 1, 000, 000 
Record of losses not covered by loss sharing agreement_______--- 500, 000 


3, ¢ 710, 000 


Now, we have possible law violations—a number of instances 
involving law v:olations. 


POSSIBLE LAW VIOLATIONS 


Boston, 1956 

Mysterious disappearance of registered mail deposits forwarded by postmaster 
to the Reserve bank’s Postal Deposit Unit. 
New York (Buffalo Branch), 1955 

New York clerk in Cash Division at Buffalo Branch admitted withholding small 
amounts of cash from incoming cash. 

Unlawful borrowing by special assistant examiner—by incurring direct and 
indirect indebtedness from certain State member banks. 
New York (Rochester Branch) , 1952 

Super rvisor of the Return Checks and Government Paper Checks Division used 
his position on 2 or 3 occasions to “kite” personal checks in the amount of $50. 
Richmond, 1954 

Violation by supervisor in the Transit Department in the Baltimore Branch who 
was discovered to have substituted an unlisted check of small amount enclosed 
in an incoming cash letter for a personal check of similar amount which he 
eashed at the bank. Further investigation disclosed similar manipulation and 
employee admitted to four instances. 
Chicago, 1954 

Two checks had been raised in the aggregate amount of $180. 
Minneapolis, 1952 

Improper purchases of food were charged to cafeteria operation but converted 
to personal uses. 
San Francisco, 1953 

An employee found guilty of embezzling the sum of $2,000. 
Los Angeles, 1956 

Defalcation by an employee in the amount of $4,445. 


GENEROUS SUBSIDIES TO DINING ROOM AND CAFETERIA COSTS 


They make generous subsidies to the employees’ cafeterias and 
dining rooms. The Board has authorized the banks to pay up to 
one-half of the costs. As previously pointed out, the total cost of all 
the cafeterias in 1956, according to the bank’s method of computing 
these costs, came to $2,549,099, and of this amount the banks paid 
$1,196,814, while the cafeterias receipts took care of $1.3 million. 
(See pt. I, p. 569, of the hearings. ) 

I do not object to a fair subsidy for restaurants and cafeterias in 
connection with a business. I think it is pretty well accepted practice. 
But I think it is very unusual for the Government to have to pay 50 
percent of such expenses, and even more. Furthermore, these audit 
reports disclose that even the theoretical maximum of 50 percent is 
an understatement. 
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In other words, in the Federal Reserve banks, they get a $4 steak 
for $2. Over here at the Capitol, the members get a $2 steak for $4. 
There is a little difference there. 

But having control of the pursestrings, they can spend any way 
they want to. 

However, I asked Chairman Martin last August to supply more 
detailed breakdowns of certain of expense items shown in the Board’s 
report for the year 1956, and by letter of October 7, 1957, Chairman 
Martin supplied a report showing certain details of these expense 
items. One of the expense items shown in the board’s regular an- 
nual report for 1956 is for “printing, stationery, and supplies.” 

Chairman Martin’s supplemental report of October 7, 1957, shows 
thy at one of the charges going into the category “printing, stationery, 
and supplies” was $1,208,641 for “cafeteria food.” In other words, 
the cost of cafeteria food alone incurred in the 12 Federal Reserve 
banks and the branches came to slightly more than the Board has 
reported as the entire cost of cafeteria operations in these banks and 
branches. So it would appear that the cost of overhead—bank space, 
lights, water, all the expensive equipment and the dining room fur- 
nishings and perhaps even the personnel—are furnished free by the 
banks and are not counted against the 50 percent subsidy which the 
banks have been authorized to make to the cafeterias. 

I might add that two other items of general expenses for which 


Chairman Martin’s supplemental report gives detailed breakdowns 
are these—(1) “furniture and equipment purchases” and (2) “fur 
niture and equipment rentals.” The breakdowns of these items in the 


suppleme ntal report show no charges of furniture and equipment for 
the cafeterias or dining room. 
I will | insert the supplemental report supplied by Chairman Martin 
\ later place, so that all of this report will appear together. 


GENEROUS RETIREMENT SYSTEM 


\nd the retirement system of the Federal Reserve is clear out of 
line with that of other Government employees. I believe in a good 
liberal retirement system, but I don’t beleve they should have a better 
svstem than the other Government employees because they work for 
the Government. 

They have a generous retirement system for officers and em- 
ployees, and they make supplementary contributions to retired em- 
plovyees. As has been previously shown, through June 30, 1957, the 
hanks and the Board had contributed $117.8 million to the retire- 
ment funds of the Board and the employees, plus another $2.2 mil- 
lion; while the employees have contributed $63.6 million. (See pt. 
[, p. 568 hearings.) The banks have on occasion made supplemental 
contributions to the retirement system for supplemental death benefits 
and for allowances for members who retired before qualifying for 
Social Security benefits. 

Examples: 


Boston 1958 


Supplementary retirement allowance for members retired before qualifying 
for social security (January—May), $140,402. 
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Boston 1956 
Retirement system contribution—supplemental! death benefit, $24,550 
St. Louis 1954 


Payment to retirement system to provide supplementary allowances for mei- 
bers who retired before qualifying for social security benefits, $145,595.53. 


DEFICIENCIES IN RESERVES OF MEMBER BANKS 


There are all kinds of irregularities about the use of bank reserves. 
They have never been looked into. Nobody has ever looked over their 
shoulder. 

They assess or waive penalties for deficiencies in member bank re- 
serves on the basis of erroneous computations, or without authority. 

They accept incorrect reporting of net demand and time deposits for 
computing required reserves because of using only test checks. 

Atlanta (Birmingham Branch), 1952 

The bank disclosed one instance wherein a penalty of $241.95 had been waived 
without authority; however, prior to the conclusion of the audit, authorization 
to waive this penalty was requested from and granted by the Board of Governors. 
Minneapolis (Helena Branch), 1954 

“Tt has been the practice to assess or waive penalties for deficiencies in reserves 
maintained by member banks on the basis of computation made by only one 
employee of the branch. Inasmuch as five erroneous computations had been 
made in the interval between examinations, we recommended that the accuracy 
of the computation of all deficiencies and their resultant penalties, whether 
assessed or waived, be rechecked by another employee.” 

Kansas City (Oklahoma City Branch), 1956 

A review of reports of net demand and time deposits and required reserves 
submitted by all member banks for 1 reporting period disclosed 5 instances of 
incorrect reporting at the Oklahoma City branch. In view of this it was sug- 
gested to the branch management that instead of making test checks as had been 
the practice in the past all reports should be received to be checked for 
correctness. 


San Francisco (Portland Branch), 1953 

The following comment is made: 

“All penalties assessed and waived since last examination were reviewed. 
The verification disclosed that a penalty of $46.03 was erroneously waived for 
the * * * in the period ended February 4, 1953. Inasmuch as this bank’s aver- 
age daily deficiency in the period amounted to $60,000, or $51,080 in excess of 
2 percent of its average daily required reserve, the board’s permission to waive 
the penalty should have been obtained.” 

Atlanta (Birmingham Branch), 1954 

At the Birmingham branch the audit review indicated that approximately 
20 percent of the member banks were reporting deposit balances incorrectly for 
Sundays and holidays. 


One Reserve city bank was improperly carrying reserves on a 
country-bank basis. 
Dalas (Houston Branch), 1953 

At the Houston branch, our review disclosed that one Reserve city bank, a 
small outlying institution, which opened for business on January 24, 1953, was 
improperly carrying reserves on a country-bank basis. This member bank had 
not requested permission to carry reduced reserves and the branch management 
inadvertently overlooked the requirement that the Board’s approval be obtained 
in such cases in accordance with the Board’s letter of August 9, 1946 (S. 928). 
This matter was brought to the attention of the Reserve bank management, 
which in turn apprised the member bank of the necessity for filing a formal 
application for permission to carry reduced reserves. 
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Banks made unusual and unduly liberal adjustments in deficiencies 
in member bank reserves without official approval. These adjustments 
have been made for banks which have been constantly deficient in 
reserves. Examples: 

Atlanta (New Orleans Branch), 1954 

The audit review disclosed this analysis adjustment of $250,000 for 5 days in 
favor of the * * * seemed unduly liberal in light of the underlying circum- 
stances. To remedy this situation, which was a repetition of a condition pre- 
vailing at the date of the last examination, the branch management arranged 
to advise the member banks concerned as to the proper method of reporting and 
to insure more care by the branch personnel in checking the reports. The 
adjustment was in the computation period ended July 22, 1953. This bank had 
pledged $250,000 in Treasury bills with a State official. The bills matured 
July 16, 19538, but the member bank was unable to obtain their release until 
July 22, on which date the proceeds were credited to its reserve account. It 
was our view that these circumstances were not sufficient basis for granting the 
adjustment. 

The Reserve bank management agreed that the adjustment was unduly liberal 
and that all unusual adjustments of this nature should have official approval 
and be so indicated on the record. 


Atlanta (New Orleans Branch), 1955 


* * * [The same bank] was deficient in reserves in 17 computation periods 
during the year 1954; it was deficient in 19 weekly reserve computation periods 
during the year 1955, 8 of them being consecutive. 


PENALTY PAYMENTS TO UNITED STATES TREASURY 


Reserve banks pay the Treasury penalty charges with money that 
would go to the Treasury anyway. 
Kansas City, 1954 

Penalty tax paid to the United States Treasury: On May 21, 1954, the 
Reserve bank paid a penalty tax of $57,000 to the Treasurer of the United 
States in accordance with section 16, paragraph 3, of the Federal Reserve Act 
The circumstances giving rise to this payment have heretofore been fully 
reported by the Reserve bank to the Board of Governors and to the Treasury 
Department. 


MEMBER BANK RESERVES AND OTHER DEFICIENCIES 


Member banks have been deficient in reserves for as much as 40 
percent or more of the computation periods in a yea 

The audits revealed that there were numerous instances in which 
agents were permitted to carry stocks of unissued savings bonds in 
excess of their designations or requirements. Member banks’ collateral 
security accounts frequently remained deficient for over the 10-day 
period permissible under current Treasury regulations. 


Chicago, 1952 


Three banks located in the head office zone were deficient in reserves in 
reserves in 40 percent or more of the computation periods for the year 1951. 
Chicago, 1955 

The bank examiners made the following statement with respect to stocks 
of unissued savings bonds carried by issuing agents: 

“A review of the issuing agent’s accounts maintained at the head office re- 
vealed numerous instances in which agents were permitted to carry a stock 
of unissued savings bonds in excess of their designations or normal require- 
ments as measured by their sales.” 


Concerning the bond fiscal agency department, the examiners made this 
comment: 

“A review of the collateral securing the accounts disclosed two deficiencies 
which are set forth in the schedule section of this report. As indicated therein 
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both deficiencies were corrected during the examination, although one was 
permitted to continue slightly longer than the 10-day period permissible under 
current Treasury Department regulations.” 


THE COMPTROLLER OF THE CURRENCY AND THE FEDERAL RESERVE SYSTEM 
ARE NOT AUDITED 


Now, the General Accounting Office has never audited the books of 
a Federal Reserve bank, Federal Reserve Board, or the Comptroller 
of the Currency, Mr. Chairman. 

The office of the ¢ ‘omptroller of the Currency has handled over $154 

billion worth of Federal Reserve notes; it has received this much from 
the Bureau of Printing and Engraving; it has issued a major per- 

centage of this to the Federal Reserve banks; it has received back a 

large percentage of this for destruction: and it holds several billion 
dollars worth in custody, yet none of these operat ions is subject to any 
audit; they are not even audited by the Treasury’s own internal 
auditors. 

The Federal Reserve System, as I have pointe «dl out, has never had a 
Government audit. It has never had an y audit by independent audi- 
tors from outside the system itself. There are internal audits, made 
by personnel of the system, and even these audits—taking them for 
what they are, internal audits—show on their face to be subject to 
serious inadequacies and limitations. The audit teams are supposed 
to be made up so that the employees of one bank audit another bank, 
but even this principle is rarely followed 100 percent. In practice 
the employees of a particular bank are on the team to help audit their 
own banks. 

Boston, 1952 


The examiners borrowed from the auditing department of the Federal Reserve 
Bank of Boston 14 employees to assist in this examination, 
Boston, 1955 

The examination of this bank was made with borrowed assistance from the 
auditing department of the Federal Reserve Bank of Boston, a tetal of 23 
employees and a total of 97 man-days. 
Cleveland, 1952 

The examiners borrowed from the audit department of the Federal Reserve 
Bank of Cleveland 21 employees, and from the auditing department of the Federal 
Reserve Bank of New York, 18 employees to assist in this examination. 
Cleveland, 1953 

The examiners borrowed from the Federal Reserve Bank of New York 20 
employees, and from the audit department of the Federal Reserve Bank of 
Cleveland 13 employees to assist in this examination. 
Cleveland, 1955 

The examiners borrowed assistance from the Federal Reserve Bank of New 
York’s head office, 14 employees of which were used in the Cleveland head 
office, 6 employees in the Cincinnati Branch, 8 employees in the Pittsburgh 
Branch. In addition, the examiners borrowed from the audit department of the 
Federal Reserve Bank of Cleveland 11 employees for the examination at the 
head office, 4 employees for the Cincinnati Branch examination, and 2 employees 
for the examination of the Pittsburgh Branch. 


Cleveland, 1956 


The Board examiners borrowed 24 employees of the Federal Reserve Bank 
of New York for the examination of the Cleveland head office, the Cincinnati 
Branch, and the Pittsburgh Branch. In addition, the examiners borrowed from 
the audit department of the Federal Reserve Bank of Cleveland 12 auditors 
to assist on the examination of the Cincinnati Branch, and 3 auditors to assist 
on the examination of the Pittsburgh Branch. 





FINANCIAL INSTITUTIONS ACT OF 1957 1589 


The examiners stated that “all Federal Reserve notes and other cash on 
hand were verified by us, our procedures including a detailed piece count of 
quantities we considered adequate for test purposes.” 

The examiners borrowed five employees of the Audit Department of the 
Cincinnati Branch to assist in the examination of the Cincinnati Branch. 

Three employees of the audit department of the Pittsburgh Branch were 
used as assistants in the examination of the Pittsburgh Branch. 

New York, 1953 

The report indicates that the examiners borrowed from the Federal Reserve 
Bank of Boston, 24 employees; Cleveland, 25 employees; Philadelphia, 15 em- 
ployees; and Richmond, 25 employees. Additionally, personnel was borrowed 
from the auditing department of the Federal Reserve Bank of New York. A total 
of 14 employees were borrowed from the New York bank. 

New York, 1955 

In the examination of the Buffalo Branch of the New York bank, two em- 
ployees were borrowed from Cleveland and two employees from the auditing 
department of the Buffalo Branch who were used to assist in the examination. 

The report indicates the following borrowed assistance in the conduct of the 
examination of this bank and its Buffalo Branch; Borrowed from the Federal 
Reserve Bank of Boston, 25 employees; Cleveland, 25 employees; Philadelphia, 
o employees; Richmond, 25 employees: also used were 27 employees from the 
auditing department of the Federal Reserve Bank of New York. 

Phiiadelphia, 1953 

The examiners borrowed from the auditing department of the Federal Reserve 
Bank of Philadelphia, 15 employees to assist in the examination. 

Philadelphia, 1955 

The examiners borrowed from the audit division of the Federal Reserve Bank 
of Philadelphia, 19 employees: for a total of 199 man days to assist in the 
conduct of this examination. 

Richmond, 1953 

The examiners borrowed 8 employees from the Federal Reserve Bank of New 
York, and 14 employees from the auditing department of the Federal Reserve 
Bank of Richmond to assist in this examination. 

Richmond, 1955 

15 employees of the auditing department of the Federal Reserve Bank of Rich- 
mond Were used to assist in the examination of this bank and its branches. 
Richmond, 1956 

In addition to assistance borrowed from the Federal Reserve Bank of New 
York for this examination, the examiners used 15 employees of the auditing 
division of the Federal Reserve Bank of Richmond for the examination of the 
head office. 

These internal audits of the Federal Reserve banks have many limi- 
tations with respect to verification of currency, checks, gold, and 
securities. Frequently the banks’ audits do not conform to the recom- 
mended procedures of the Conference of Auditors and the audit com- 
mittees of the boards of directors of the banks themselves. The audit 
committees override the recommended procedures of the Conference of 
Auditors. Sometimes audit committees of the board of directors fail 
to meet even once a year. Examples: 


Atlanta, 1955: Collateral and custodies 


The verification of collateral and custodies is subject to the following 
qualifications : 

(1) The general auditor's certification was accepted covering $15,510,000: in 
unfit silver certificates held under audit control; 

(2) Nonnegotiable notes held at the head office for the Commodity Credit 
Corp. and carried at their face value of $171,203,947.61 were not counted or 
confirmed ; 

(3) United States savings bonds held for individuals (these bonds are non- 
negotiable and nonmarketable obligations) were not counted or confirmed. 


i 
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Chicago, 1952, auditing department 

By the authorization of the audit committee of the board of directors it con- 
tinues to be the practice to make 2 rather than the recommended 3 audits of the 
check department at the head office. 


Chicago, 1953, auditing department 

By the authorization of the audit committee of the board of directors, the 
practice of making 2 rather than the recommended 3 audits of the check depart- 
ment at the head office was continued in 1952. 

Chicago, 1955, auditing department 

The examiners make the following statement: 

“There is a regularly constituted audit review committee of the board of directors 
which in the past has met annually; however, a meeting of the committee has not 
been held since January 1954.”’ 

Cleveland, 1953 

In accordance with the practice authorized by the audit review committee of 
the board of directors, the audit department’s analysis of reports of net deposits 
submitted by member banks in connection with reserve requirements, embraced 
only 1 reporting period for each member bank in 1952, instead of 4 as recom- 
mended by the conference of auditors. In the current year the number of these 
analyses had been increased to two, which will conform with the revised frequency 
established by the conference in 1953. 

Cleveland, 1955 

The examiners make this statement: 

“Effective January 1, 1955, the audit review committee of the board of di- 
rectors authorized the general auditor to discontinue the direct verification of 
pledged securities with the pledgees, except securities being held subject to the 
order of Federal agencies.”’ 

Dallas, 1952, auditing department 

The completed 1951 audit program for the head office and branches substan- 
tially conformed to the minimum frequencies recommended by the conference of 
auditors. However, agents’ cash at the branches continued to be audited only 
3 times a year instead of the minimum of 4 audits annually. This variation 
arises from the fact that the branch auditors also act as the Federal Reserve 
agents’ representatives which precludes their making a verification of such 
holdings as a branch audit function. Consideration is being given to designating 
employees other than the branch auditors to act as the Federal Reserve agents’ 
representative at the respective branches. When the proposed change is accom- 
plished, the branch auditors will be able to verify such holdings as part of their 
audit program and the present deviation will be corrected. 


Minneapolis, 1952 

With the authorization of the audit committee of the board of directors, it 
continues to be the practice to reconcile reserve, clearing, and deferred credit 
accounts to member and nonmember clearing banks 3 times annually rather 
than 11 times as recommended by the conference of auditors. 


Minneapolis, 1953 

In accordance with the practice adopted several years ago, reserve clearing and 
deferred credit accounts of member and nonmember clearing banks are reconciled 
3 rather than 11 times annually as recommended by the conference of auditors. 
This variation from conference frequently has been authorized by the auditing 
committee of the directors. 
Minneapolis, 1955 

In accordance with a practice followed for many years and with the sanction of 
the audit committee of the board of directors, reserve, clearing, and deferred 
credit accounts of member and nonmember clearing banks are reconciled 3 times 
per annum rather than 11 times annually as recommended by the conference of 
auditors. 


Minneapolis, 1956 

The examiners make the following comment: 

“With the approval of the audit committee of the board of directors, this 
department observes a minimum frequency of 3 reconcilements annually on 
reserve, clearing, and deferred credit accounts of member and nonmember clearing 
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banks, instead of the minimum of 11 such verification a year as recommended 
by the conference of auditors. During 1955, these accounts were reconciled 
4 times at the head office and 3 times at the Helena branch.”’ 


New York, 19456 
ACCOUNTS OF MEMBER AND NONMEMBER BANKS AND OTHERS 


Checks and drafts held over in the check and Government check departments 
amounted to $52,284,299.96 and consisted of approximately 319,000 items; of 
these 7,184 items totaling $1,696,051.52 were verified by us. The examiners did 
not undertake a verification of the remainder because to have done so would have 


unduly disrupted the work of the check department and delayed the preparation 
of the items. 


COLLATERAL AND CUSTODIES—GOLD BULLION AND COIN 

The examiners accepted from the general auditor, under whose direction an 
independent fiscal control is maintained, his certification covering the total 
holdings of gold bullion and coin. The total held $5,871,724,940.02, or 84.57 per- 
cent, was independently verified by the examiners either at prior examina- 
tions or during the current examination. 

They have bank examiners located on field staffs who also serve as 
fiscal reserve agents and as alternate assistant Federal Reserve agents. 
This situation seems most inadvisable. 

Minneapolis, 1956 


The examiners indicate that included in the field staff is a senior examiner, 
who is also assistant fiscal reserve agent, and 6 examiners, 1 of which is also an 
alternate assistant Federal Reserve agent. 


VERIFICATION AND DESTRUCTION OF CURRENCY 


Now, if there ever was a disgrace, it is Congress’ permitting people 
to have complete control of United States currency who do not con- 
sider themselves obligated to the Government, at least—not even a 
Government employee. Some of these employees of Federal Reserve 
banks are, but they are not willing to admit it, and they do not 
concede it. They claim they are not. 

They have charge of destroying the worn and mutilated currency. 
And, of all the irregularities and seemingly dishonest dealings in con- 
nection with it, you will find plenty of eye openers in these reports that 
even their own auditors made about the irregularities in handling the 
tremendous amount of money that is destroyed every year, and the 
loose fashion in which it is handled. 

Up at Pittsburgh, a cyclone or a heavy wind hit the city while cur- 
reney was being destroyed in the municipal incinerator and scattered 
money all over Pittsburgh, Pa. The only reason we found out about 
it through the newspapers and they had to redeem a lot of that cur- 
rency because it wasn’t burned and under certain conditions it is 
redeemable. 

There are other cases just as bad as that throughout the United 
States. 

In July of 1953, the Federal Reserve banks took over the destruc- 
tion of unfit United States currency which had previously been 
handled by the Treasury Department. The principal reason given 
for the changeover was to save the expense of transporting the 
currency back to Washington for destruction—the only possible 
savings since the Treasury reimburses the banks for the actual costs 
of destruction. However, one expense not considered was the costs 
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to the Federal Reserve banks and branches for the installation of 
incinerators and other equipment for destruction. These costs the 
Federal Reserve banks have charged off to current expenses, thereby 
reducing their revenues and amount of money paid into the Treasury 

. : ; cs 
by the Federal Reserve. And the savings to the Government, if 
there have been any, have been at the sacrifice of less security over 
United States currency. 

The banks have destroyed around $8 billion of currency since 
1953—and this without Government audit. 

The banks have employed inadequate controls over the destruction 
of United States currency. Although their own auditors recom- 
mended methods of improving procedures, the same weaknesses 
continued throughout the System year after year. 

The following are examples of lack of security in the destruction 
of currency oy the Kederal Reserve en 

} 

ven when there are provisions made for dual control of currency, 
they do not maintain it continuously. 

Currency verifiers do not execute a receipt to the destructors fo1 
canceled currence \ turned over to them. 

Appropriate records of test errors inserted in currency were not 
maintained. 

Incinerators were not cleaned before and after destruction of 
eanceled currency. 

Cleveland (Cincinnati Branch), 1954 

it was observed that dua! control of the canceled curreney was not cor 
tinuously maintained as prescribed by the rules of the Reserve bank. Specifically, 
1 lot of canceled currency was delivered to the currency verification unit bv |] 
employee of the cash department instead of 2, and only 1 representative of the 
currency verification unit inventoried and receipted for the lot of curreney at the 
time of its acceptance from the cash department. 

Cleveland (Cincinnati Branch), 1955 

On the basis of the audit review of the operations, it was suggested that existing 
procedures be supplemented in the following respects: (1) That dual control be 
maintained over canceled currency from the time of cancellation to the time of 
delivery to the currency verification and destruction unit, (2) that the verifiers exe 
cute a receipt to the destructors for the canceled currency turned over to them for 
verification, (3) that the unit maintained an appropriate record of test errors 
inserted in currency to be verified, (4) that the incinerator be cleaned and inspected 
before and after the destruction of canceled currency so that the ashes from the 
eurrency will not be mingled with the residue from other matter burned in the 
incinerator. 


* 


Cleveland (Cincinnati Branch), 1956 

The following weaknesses were present: 

(1) Because the currency verifiers have custody of all the canceled currency 
in the unit and make their own selection of $1 bills to be piece counted, the program 
of inserting test errors in selected bundles cannot be accomplished for notes of this 
denomination, and 

(2) The canceled currency is destroyed by the same employees who act as 
verifiers and this does not seem to conform to the intent of paragraph 10 of the 
Treasury Department regulation which provides that the lot shall be destroyed by 
2 employees of the currency verification unit who shall be charged jointly with 
the responsibility of receiving the currency for destruction and destroying of it 


Banks hold unverified currency aggregating millions of dollars for 
several months. 

They permit individuals to serve in dual capacity of verifiers and 
currency destruction clerks. 

They maintain inadequate controls during and after incineration. 
Examination of the ashpits after all currency had been placed in 
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an incinerator revealed that 2 packages of $100 bills each had fallen 
through the grate. Moreover, the doors to the ashpit could be pulled 
back far enough to remove ashes or any unburned currency without 
tampering with the lock. 

Dallas, 1956 


At the time of the examination, unverified currency holdings in the head office 
aggregated over $9 million and represented an accumulation dating back to 
August 1956. This backlog had existed for several months. A more prompt 
verification was necessary in order to avoid undue delay in advising depositors 
of any differences found. The currency verification unit, at the time of examina- 
tion, had on hand 4 lots of canceled currency totaling $474,000. The unit had 
partially verified one of these lots but had not commenced verification of the 
others. The following observations with particular reference to the security 
features of the procedures of the currency verification unit were made by the 
examiner: 

(1) The currency destruction clerk, who jointly with the teller supervised the 
incineration of the verified canceled currency, also works full time as a verifie) 
On occasion he serves as a relief for the teller and therefore has access to the 
records of test errors. We believe that the security of this operation is weakened 
by having one individual serving in the dual capacity of verifier and currency 
destruction clerk. 

(2) It was observed that there was some relaxation in the maintenance of dual 
control during the transfer of the verified canceled currency from the vault to the 
containers used in transferring it to the incinerator. 

(3) An examination of the ashpit after all curreney had been placed in the 
incinerator revealed that two packages of $100 bills each had fallen through the 
grate. Moreover, it was noted that even though the doors to the ashpit were 
secured by chains with locks, the doors could be pulled back far enough to remove 
the ashes or any unburned currency without tampering with the locks. 


Banks permit canceled currency to be destroyed by the same em- 
plovees who act as verifiers, contrary to Treasury regulations. 

They do not verify bundles not included in percentage counts nor 
do they make any determination that the standard of fitness of the 
currency conforms to Treasury regulations. 

Cleveland (Pittsburgh Branch), 1955 

* * * the canceled currency is destroyed by the same employees who act as 
verifiers. This does not seem to conform to the intended paragraph 10 of the 
Treasury Department regulation which provides that the lot shall be destroyed 
by two emplovees in the currency verification unit who shall be charged jointly 
with the responsibility of receiving the currency for destruction and destroying it. 
Cleveland (Pittsburgh Branch), 1956 

* * * with particular reference to security features and it was noted that in 
the handling of $1 bills the unit does not employ the practice of ‘‘fanning’’ the 
bundles of currency not included in the percentage count. Hence there is no 
verification of the contents of the bundles or determination of the standard of 
fitness of the currency conforms to that prescribed by the Treasury Department. 
San Francisco, 1956 

With respect to certain procedures in the currency verification unit, the follow- 
ing comments were made by the examiner: 

(1) It was noted that in the handling of $1 bills, the unit does not employ the 
practice of “fanning” the bundles of currency not included in the percentage count. 
Hence there is no verification of the contents of the bundles or determination 
that the standard cf fitness of the currency conforms to that prescribed by the 
Treasury Department. 

(2) The practice with regard to the insertions of test errors in straps of currency 
to be verified does not provide for maximum effectiveness in that test errors are 
directed only to the number of bills and do not include the mixing of denomina- 
tions or issues. 


Banks were not conforming to Treasury Department regulation 
requiring that errors to be inserted in packages of unfit currency. 
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Minneapolis (Kansas City Branch), 1954 

Although it was provided for in he procedures set up, in practice, the bank 
is not conforming to Treasury Department regulation requiring that e: ach F ederal 
Reserve bank, from time to time, arrange for test errors to be inserted in the 
packages of unfit currency to be verified by employees in the currency redemption 
unit, in order to maintain the integrity of the verification operations and to 
insure that employees are actually performing the work for which they are 
responsible. ; 
Minneapolis, 1955 

In the currency redemption unit it was the practice for two particular vault 
custodians to act as the regular currency verifiers with others filling in only when 
the regular verifiers were absent on vacation or otherwise. The lack of pl: unned 
rotation of the verifiers was called to the attention of the management. On the 
basis of review of the operation of the currency redemption unit the examiner 
suggested that existing procedures be supplemented in the following respects: 

That dual control of the currency be maintained during all phases of the 

verification process. 

2. That a sight examination by “‘fanning’’ be made of the $1 silver certificates 
not verified by piece count. 


For 2 successive vears because a bank’s records of cash holdings 
had not been posted for several months, sectional verification ace ording 
to denomination or vault location could not be made by the examiners. 


St. Louis, 1956 
CASH HOLDINGS AND ACCOUNTS 


The examination of coin holdings reveal that the subsidiary record controls 
pertaining to such holdings had not been posted since mid-1955 and therefore 
sectional ‘verifications according to denomination or vault location could not be 
made. These records were also uncurrent at the time of the 1954 examination 
and this condition was brought to the attention of the Reserve bank at that time. 


Minneapolis, 1954 

The following weaknesses were present in the operation of the currency verifica- 
tion unit: 

There is no custodial control of the currency independent of that maintained 
by the verifiers; 
There is no planned rotation of verifiers; 

3. Because of the circumstances mentioned in paragraphs (1) and (2), there are 
not adequate safeguards against the possibility of collusion between employees 
of the currency and coin department and employees of the currency verification 
unit; 

4. Because the currency verifiers have custody of all the canceled currency in 
the unit and make their own selection of $1 bills to be piece counted, the program 
of inserting test errors in selected bundles cannot be accomplished for notes of this 
denomination; and 

5. The practice of having test errors inserted in strap of denominations other 
than $1 by the currency and coin department seems inappropriate when it is 
considered that one of the principal functions of the currency verification. unit is 
to verify the work of the former department. 


The verification of unfit, canceled currency was being performed 
in a utility cage in the cash department, contrary to Treasury Depart- 
ment regulations. 

Banks failed to mix denominations or issues in test errors. 

Banks have cash holdings on hand of :nany millions of dollars of 
unverified currency representing accumulations of unworked deposits 
dating back several weeks. 

Because of inexperienced machine operators and vacations, work 
of transit department had not been current for 2 months. Because 
millions of dollars in checks and drafts held over, examiners could 
not make satisfactory examination. 
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San Francisco (Seatile Branch), 1953 

(1) The verification of the unfit, canceled currency was being performed in a 
utility cage in the cash department whereas the Treasury Department regulations 
provide as follows: 

“The verification and destruction of unfit United States paper currency at each 
Federal Reserve bank and branch shall be a fiscal agency operation and shall be 
performed in a currency verification unit which shall be separate and apart from 
each cash operations of such Federal Reserve banks and branches.” 

(2) The practice with regard to the insertion of test errors in straps of currency 
to be verified does not provide for maximum effectiveness in that such test errors 
are directed only to the number of bills and do not include the mixing of denomina- 
tions or issues. 


San Francisco (Los Angeles Branch), 1956 
CASH HOLDINGS 


Cash holdings included $11,700,000 in unverified $1 bills representing an 
accumulation of unworked deposits of currency of this denomination dating back 
6 weeks. 

San Francisco (Portland Branch), 1956 

Because of an unusually high percentage of inexperienced machine operators 
on the staff, and vacation absences, the work of the transit department had not 
been maintained on a current basis for about 2 months. Checks and drafts held 
over at the time of examination amounted to over $12,000,000, and consisted 
of 86,700 items. In view of this large number of items the examiner could not 
make a satisfactory verification. 


The Boston bank maintained inadequate safeguards against the 
possibility of collusion between employees of currency verification 
division and currency and coin department and employees of currency 


verification division, and lacked dual control of currency. 
Boston, 1956 

The examiners have the following comments with respect to the activities of 
this division: 

‘From our review of the operations, it appeared to us that the following weak- 
nesses were present: (1) Dual control is not being maintained from the time of 
cancellation to the time of delivery in the currency and coin department to the 
currency verification division. (2) The practice of having only one individual 
inventory the currency at the time of its acceptances by the division precludes 
the maintenance of dual control. (3) After completion of the verification process, 
the curreney comprising a particular lot is inventoried by two persons, one counts 
the currency by straps and bundles, and the other makes a bundle count only. 
Because of the limited count made by one of the parties to this final inventory be- 
fore incineration, the effectiveness of the dual check is considerably reduced. 
(4) Because the supervisor and assistant supervisor of the verification division 
make the selection of the notes to be piece counted and also act as currency veri- 
fiers, the program of inserting test errors in straps of $1 notes to be verified cannot 
be accomplished. (5) There is no rotation of employees. (6) Because of the 
circumstances mentioned in paragraph 4 and 5 there are no adequate safeguards 
against the possibility of collusion between employees of the currency and coin 
department and the employees of the currency verification division. (7) The 
practice of having test errors inserted in straps of denominations other than $1 by 
the currency and coin department seems inappropriate when it is considered that 
one of the principal functions of the verification division is to verify the work of 
the former department.” 


Backlogs of many millions of unassorted currency accumulate at 
banks. 

They insert test errors in straps of currency within view of 
verifiers. 

They do not exemine ashes remeining from currency destruction 
in accordance with Treesury Depertment regulations. 
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Chicago, 1953 

A backlog of approximately 22,800,000 pieces of unassorted currency, of which 
19,800,000 pieces were in denominations of $1 and $2, had accumulated since 
December 31, 1952, and were on hand at date of examination. 
Chicago, 1955 

Although the procedures in effect appeared to be in conformity with Treasury 
Department regulations, under present practices test errors are inserted in straps 
of $1 certificates within view of the verifiers. It was recommended that provi- 
sions be made to prevent verifiers from having prior knowledge of the preparation 
of the test packages. 


St. Louis, 1954 


The examiners indicated the following weaknesses in the operations of the 
currency verification section: 

(1) Dual control is not being maintained from the time of cancellation to the 
time of delivery by the money department to the verification section. 

(2) During the verification process there are times when only one individual 
is present in the verification section. 

(3) ‘Because the supervisor and the currency verification clerk who made the 
selection of bills to be piece counted, also act as currency verifiers, the program 
of inserting test errors in bundies to be verified cannot be accomplished insofar 
as these individuals are concerned. 

(4) There is no planned rotation of custodians or verifiers. 

(5) Because of the circumstances mentioned in paragraphs 3 and 4, there are 
no adequate safeguards against the possibility of collusion between employees of 
the money department and employees of the currency verification section. 

(6) Ashes are not being examined in accordance with the Treasury Depart- 
ment regulation. 


Because of the physical layout of the incinerator room, they could 
not maintain ebsolute dual control during the destruction process of 
unfit currency. 

rm Ae ‘i . > _ ; 

They leave extraneous matter in fire box during the currency burn- 
ing process. 

They need to make more careful examinations of residual ashes for 
recognizable pieces of currency. 

They assign cash department employees to currency verification 
units. 

They have such loose protective arrangements that unauthorized 
personnel can gain access to contents of the incinerator during the 
burning process. 

Dallas, 1955 

After review of the operations of the currency verification unit it was suggested 
that existing procedures be supplemented in the following respects: 

1. That dual control be maintained; 

(a) From the time of cancellation to the time of delivery by the eash depart- 
ment to the currency verification unit; 

(6) During all phases of the verification process; 

(c) During the destruction process. (The present absence of an absolute dual 
control at this stage is caused by the physical layout of the incinerator room and 
it is impracticable to correct it until other facilities are available.) 

2. That extraneous matter be kept out of the firebox during the currency burn- 
ing process. 

3. That a more careful examination of the residual ashes be made to insure that 
no recognizable pieces of currency remain. 

1. That adequate records be maintained to show that “the work of each em- 
ployee engaged in sorting, counting, and strapping such currency in the eash 
division [is] subjected to verification regularly” (Paragraph 6 (a) of Treasury 
Department regulations). 

5. That the practice of occasionally assigning an employee of the cash depart- 
ment (currency sorter) to the currency verification unit as a verifier be discon- 
tinued. 

It was also observed that certain mechanical defects exist in the protective 
arrangement used to prevent unauthorized personnel from gaining access to the 
contents of the incinerator during the burning process, 
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They left open the grille door to main vault throughout the day, 


contrary to the bank’s rule and in disregard of ordinary security 
precautions. 

In the check collection department they keep no record control 
of checks requiring investigative action. 

They permit verifiers to make their own selection of currency to be 
piece counted. 

They have no planned rotation of verifiers. 


VAULT 
Minneapolis (Helena Branch), 1954 
It was observed that the grille door to the main vault was left open throughout 
the day, contrary to the bank’s rule and in disregard of ordinary security pre- 
cautions. 
PAYROLL 


In the preparation of the payroll disbursements, the personnel clerk did not 
verify the funds received from the paying teller, nor did the paying teller verify 
the excess balance returned to him. In order that responsibility for any differ- 
ences might be fixed, it was recommended that each party immediately make a 
verification of the moneys received in his custody. 

Minneapolis (Kansas City Branch), 1954 

The examiners noted the following weakness with respect to the operations of the 
currency redemption unit: 

(1) There is no custodial control of the currency independent of that being 
maintained by the verifiers. 

(2) Although the bank’s procedures contemplate that the chief of the unit make 
an independent selection of the currency to be piece counted, in practice, the 
verifiers make their own selection. 

(3) There is no planned rotation of the verifiers. 


Minneapolis, 1956 
CHECK COLLECTION DEPARTMENT 


It was noted that the check collection department followed the practice of 
holding, without entry, certain checks, few in number and nominal in amount, 
which require investigative action in order to determine their proper disposition. 
It was recommended that a record control be established for these checks and 
greater effort be made to expedite these items. 


A backlog of over 4 million pieces of unassorted currency was 
permitted to accumulate over a period of 3 months. 

At banks it was the practice for only one person to inventory 
canceled currency as it was received into the division and one person 
made a count by strap and bundle, and another person, by bundle only. 


Richmond, 1953 


At the Baltimore Branch, approximately 4,120,000 pieces of unassorted currency 
in denominations of $1, $2, and $5, representing an accumulation dating from 
December 4, 1952, were on hand at the examination date. The management 
advised that appropriate measures would be taken to reduce this backlog and 
place the currency assorting operation on a current basis. 

Richmond, 1954 

* * * in the interest of greater protection: (1) That procedures be extended to 
insure the maintenance and effective dual control during the entire period that the 
canceled currency is in the custody of the division. It was the practice for only 
one person to inventory the canceled currency as it was received into the division, 
and that in making the final inventory for incineration, 1 of 2 persons made a 
count by strap and bundle and the other by bundle only. (2) That test errors be 
inserted at least monthly in packages of unfit currency to be verified by employees 
in the currency verification and destruction division, 

95375—58— pt. 2 —47 
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They use an incinerator with mechanical imperfections. Whole 
notes were found after the burning process——in the elevator, on the 
chain feed, and in the upper portion of the firebox. Any notes not 
thoroughly incinerated are disposed of by burning in 2 trash receptacle. 


New York, 1956 

A new incinerator, specifically designed for burning currency, was placed in 
operation on August 19, 1954, but because of mechanical imperfections that 
developed it was not used on a full-time basis until February 1, 1956. It was 
observed during the course of our examination that the mechanical defects have 
not yet been entirely eliminated; whole notes were found after the burning 
process—in the elevator, on the chain feed, and in the upper portion of the firebox 
Because of these defects, an inspection is made after each incineration and any 
notes not thoroughly incinerated are disposed of by burning in a trash receptacle 
provided for the purpose. 


They left combination locks on a chest in the bank vault unturned. 

They do not maintain dual control over canceled currency in the 
currency verification and destruction unit. 

They do not inspect bundles and packages of currency to insure 
that all currency has been canceled. 

In using municipal incinerators for the burning of unfit United 
States currency, the banks have allowed money to escape destruction 
and have had to redeem partially destroyed currency. 

Banks hold such exceedingly large quantities of unfit paper cur- 
rency on hand that the auditors at times can make at best only 
percentage audits and in some cases no counts at all. 

Their witnesses to the destruction of canceled currency do not 
maintain dual control while currency is being placed in incinerator. 


Philadelphia, 1955 

During our review of the operations, it was observed that witnesses to the 
destruction of the canceled currency had not fully exercised their responsibility 
of maintaining dual control while the currency was being placed in the incinerator. 


Allanta, 195 

Up to January 15, 1954, the canceled notes had been destroyed by incinerator 
at the city of Atlanta’s incinerator after having been cut into upper and lower 
halves. Use of the municipal incinerator was discontinued on that date following 
the discovery that two half notes had passed through the incinerator without 
being destroyed. 

"=m The following excerpt is quoted from General Auditor Adams’ report 
to the audit committee of the board of directors 

“Unfit United States paper currency (new series) amounting to $16,246,000 
was fe und to be in agreement with the memorandum control maintained in the 
accounting department. Due to the exceedingly large volume of currency on 
hand, a percentage count was made of $5 and $10 denominations (10 and 20 
percent, respectively) and a close inspection was made of $1 and $2 denominations 
In addition to the punched currency, the unit was holding 46 heavy corrugated 
boxes containing half notes (uppers), with a total dollar value of $3,079,000, the 
lowers having been destroyed by incineration, and 208 such boxes containing 
half notes (uppers and lowers), with a total dollar value of $6,456,000. This 


currency was not counted but each of the boxes was opened and inspected. At 
the conclusion of the audit this currency including the half notes in boxes was 
placed under seal of the auditing department and it will remain under audit 


control until released for destruction.” 


Atlanta (Jacksonville Branch), 1954 
This unit received currency in canceled (by perforation) whole note form from 
~ currency and coin department daily. Such currency was independently verified 


vithin the unit, cut into upper and lower haives and then destroyed by incineration 
at the South Jacksonville municipal incinerator. However, on November 27, 
1953, the upper haif of a $5 silver certificate canceled, but only partially burned, 
was presented at the branch for redemption. The folowing day an inspection by 


representatives of the branch was made of the premises surrounding the incinerator 
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but no additional currency was found. To avoid a recurrence of this nature, the 
use of the municipal incinerator was discontinued and, effective December 8, 
1953, the operations of this unit were terminated. 


Atlanta, 1955 
AUDITING DEPARTMENT 


On October 19, 1954, a special audit was made of all collateral and custodies 
held by the Nashville branch. The General Auditor determined upon this audit 
when it was reported to him that the acting vault custodian at the branch dis- 
covered that the combination locks on a chest in the vault had been left unturned. 
No exceptions or irregularities were disclosed by the audit and it is presumed 
that the vault custodians had inadvertently failed to throw the combinations. 


CURRENCY VERIFICATION AND DESTRUCTION UNIT OF THE SERVICE DEPARTMENT 


On the basis of review of the operations, it was suggested that existing pro- 
cedures be supplemented in the following respects: 

(1) That dual control be maintained over canceled currency from the time 
of cancellation until the delivery thereof by the currency and coin department 
to the currency verification and destruction unit ; 

(2) That at the time of delivery of currency to the unit each bundle and package 
be inspected to insure that all currency has been canceled, such inspection to 
be performed by one employee of the cash division not charged with the can- 
cellation function at the time of delivery to the currency verification unit and 
before that unit executes the receipt to the cash division. 

(3) That the unit maintain such records of the currency verified but it will 
show that ‘“‘the work of each employee engaged in sorting, counting. and stripping 
such currency in the cash division is subjected to verification regularly.”’ 

Allanta, 1956 

* * of the operations disclosed that personnel replacements during the 
vacations of the regularly assigned currency verifiers are drawn from the staff of 
currency assorters of the currency and coin department. In our opinion, this 
practice is incompatible with Treasury Department regulations which provide 
that the verification and destruction of paper currency be performedin a unit 
“which shall be separate and apart from other cash operations’ of the Reserve 
bank 

HANDLING OF UNITED STATES TREASURY ACCOUNTS 


Let us come now to the fiscal agent’s department. The fiscal agent 
in each Federal Reserve bank, and in the branch banks, have charge 
of the accounts of the United States Treasury. The fiscal agent 
receives and has custody of Treasury securities which have not been 
issued; and he is responsible for canceled or redeemed securities which 
are to be returned to the Treasury. Furthermore, he has the all- 
important responsibility for the Treasury tex and loan accounts with 
the private banks. He has to see that the funds which the Treasury 
has on deposit with the private banks—and these funds usually amount 
to between $2 billion and $6 billion—ere in order, and that the private 
banks have on deposit sufficient securities to cover these tax and loan 
accounts. Here then are a few of the things that the Federal Reserve 
auditors themselves have commented on about the way the fiscal 
agents’ departments are being handled. 

Boston, 1952 

Under the fiscal agency department schedule of unadjusted differences in the 
accounts of issuing agents, it is indicated that an agent has a shortage of $2,075 
in his balance. The footnote indicates that this represents unissued bonds 
reported by the agent as stolen. 

Boston, 1958 

Qne unadjusted difference in the account of an issuing agent is shown in the 
schedule section of this report. The management is aware of this difference and 
is endeavoring to effect adjustment. 


We were unable to make our review of issuing agent’s accounts inasmuch as 
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individual ledger sheets for each agent are not maintained; the Reserve bank’s 
records consist only of punched cards used in connection with tabulating equip- 
ment. 


Richmond, 1955 

The examiners make this statement: 

“Our verification of the securities on hand at the head office disclosed that 
securities retired upon denominational transactions were not being canceled until 
prepared for shipment to the Treasury Department. Procedures were changed 
during the examination to provide for cancellation of these securities at the time 
the transactions are completed.’’ 


Cleveland, 1955 

The examiners make this statement: 

‘“‘We were unable to authenticate the signatures on many of the reconcilements 
returned to us from issuing agents because the Reserve bank does not maintain 
a complete signature file on such accounts.” 

Chicago, 1952 

Balances due from 1,811 Treasury tax and loan depositaries, of which 1,680 
were located in the head office zone, aggregated $807,743,086.97. A review of 
the collateral securing the accounts disclosed 9 deficiencies, 8 at the head office 
and 1 at the Detroit branch. * * * an uninsured bank which had been permitted, 
through oversight, to carry an unsecured balance ranging from $535.40 to 
$1,059.70 from March 4 to April 4, 1952, when sufficient collateral was obtained 
to secure this account. 


Chicago, 1954 

The auditors’ reconcilement of the Treasury tax and loan accounts indicated 
that numerous issuing agents are crediting the proceeds of sale of savings bonds 
directly to these accounts. This practice is contrary to the applicable provisions 
of the Treasury Department Circular No. 657 that “each banking institution 
qualified as an issuing agent will * * * open and maintain * * * a separate 
deposit account * * * to be known as the series E bond account. It was 
also observed that a number of depositaries for Federal taxes are not complying 
with the instruction in Treasury Department Circular No. 848 that “depositaries 
shall forward daily * * * the depositary receipt * * * together with pay- 
ment * * * covering the aggregate amount of all Federal tax deposits received 
during that day.”’ A list of these issuing agents and depositaries was furnished 
the Reserve bank management. 


Chicago (Detroit Branch), 1954 

Balances due from 258 Treasury tax and loan depositaries aggregate 
$164,701,728.05, and this total was confirmed with the Treasury Department. 
The balances were reconciled with all depositaries except the * * *, Mich., from 
which we have been unable to obtain a balanced reconcilement. Recent news 
releases state that the cashier of this bank has been charged with embezzlement 


of bank funds and that the irregularities involve the Treasury tax and loan account. 


Atlanta (New Orleans Branch), 1954 


Deficiencies in collateral held to secure Treasury tax and loan accounts 


Deficiency 
Name and location of bank Deposit 
balances 
Amount Originated Eliminated 


i a $349, 055. 32 $339, 055.32 | Feb. 4,1954 | Feb. 23, 1954 


Atlanta, 1954 
This difference was disclosed when the agent, in responding to our request for 
verification of his holdings, reported a bond as being either lost or stolen. The 
Reserve bank is endeavoring to obtain additional information from the agent 
The handling of the Treasury tax and loan accounts at that branch gave evi- 
dence of lack of proper attention. 





i i it pa 
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Atlanta (Nashville Branch), 1954 


Accepted the general auditor’s certification as to the amount of such notes in 
lieu of an independent verification. 


Atlanta (New Orleans Branch), 1954 

* * * A review of the collateral securing the aecounts disclosed one defi- 
ciency which is set forth in the schedule section of this report. This deficiency 
came about when the depository bank made a substitution of the securities pledged 
as collateral and held in custody of its correspondent bank. It was determined 
that the substituted securities were ineligible as collateral, but because of the 
failure of the branch to operate properly to follow up to secure their replacement by 
acceptable collateral, the Treasury tax and loan balance of $349,055.32 remained 
unsecured (except to the extent of $10,000 deposit insurance) from February 4 
to 23, 1954, or until after the inquiry was made in the course of our examination. 

An adjusted difference of $1,000 in the account of an issuing agent is shown in 
this report. 


Dallas (San Antonio Branch), 1954 

The accountability of the branch to the Treasury Department for unissued 
Government securities was carried on the records of the fiscal agency department 
in the amount of $352,245,450 and on the control and general ledger at $302,295,450. 
The difference in the records was caused by an error made on April 5, 1954, by 
which a $50 million transaction was reported as $50,000. The branch manage- 
ment has instituted procedures to prevent errors of this nature from continuing 
undetected over an extended period 


Banks permit collateral securing Treasury tax and loan accounts to 
remain deficient for a period of 10 days in accordance with the time 
limit prescribed by Treasury regulations. However, the examiners’ 
review disclosed numerous instances where these deficiencies existed 
for periods in excess of the 10 days permissible under Treasury regu- 
lations. Examples: 


Dallas (Fl Paso Branch), 19538 

A deficiency in collateral securing the accounts in the fiscal agency department 
in the El Paso branch was not corrected until 17 days after the conclusion of the 
examination. 


Minneapolis, 1956 


FISCAL AGENCY DEPARTMENT DEFICIENCIES IN COLLATERAL HELD TO SECURE 
TREASURY TAX AND LOAN ACCOUNTS 


The examiners indicate that the * * * Bank had a deficiency in collateral in 
the amount of $9,443.24 originating on February 29, 1956. This is a period of 12 
days. 


Richmond (Baltimore Branch), 1955 
FISCAL AGENCY DEPARTMENT 


The examiners make the following comment: 

“A review of the collateral securing the accounts disclosed two deficiencies. 
In view of the length of time—17 and 28 days, respectively—these deficiencies 
were permitted to remain unadjusted, it was recommended to the management 
that closer supervision be given to the review of collateral securing the Treasury 
tax and loan accounts, 

Richmond, 1956 

With respect to the Treasury tax and loan depositary district, the examiners 
make this statement: 

““A review of the collateral securing the accounts disclosed six deficiencies, the 
details of which are shown in the schedule section of this report. As indicated 
therein, all were corrected during the examination, although 1 deficiency at the 
head office, 2 at the Baltimore office, and 1 at the Charlotte Branch remained 
unadjusted for periods in excess of the 10 days permissible under current Treasury 
Department regulations.”’ 
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FISCAL AGENCY DEPARTMENT 
San Francisco, 1952 

The schedule indicates that the * * * had deficiencies in collateral held to 
secure Treasury tax and loan accounts from April 15, 1952, to May 22, 1952 (87 
days). 

A deficiency in collateral securing accounts in the Baltimore branch 
zone for each of 2 years was “inadvertently”? permitted to continue 
14 days. Examples: 

Richmond (Baltimore Branch), 1953 

In commenting upon the collateral with respect to the Treasury tax and loan 
depositaries, the examiners make this comment: 

“A review of the collateral securing the accounts disclosed 2 deficiencies, 1 
ach at the head office and the Baltimore Branch. These temporary deficiencies 
are shown in the schedule section of this report. As indicated therein, the 
deficiency in the head office zone was corrected within the 10-day period per- 
missible under current Treasury Department regulation, but the one in the 
Baltimore Branch zone was inadvertently permitted to continue fer 14 days 
before correction was effected.” 

Richmond (Baltimore Branch), 1954 

The deficiencies in collateral securing the accounts were the same conditions 
as in 1953, with one in the Baltimore Branch zone inadvertently permitted to 
continue 14 days before correction was effected. 


It was discovered in a test review that securities held for the account 
of a member bank were released on the authorization of one official 
signature, although member banks have instructed that the release be 
made only on authorizations signed by two officers. 

An over-the-counter delivery of $2 million in United States Treasury 
bonds was made to an officer of a local member bank against his 
authorized signature. Normal written request for the release of these 
securities was not obtained as required by the procedures of the Re- 
serve bank. 


Cleveland (Pittsburgh Branch), 19565 


RELEASE OF SECURITIES FROM CUSTODY 


In a test review of the authorizations on which the branch acted in making 
releases from custody, it was noted that on one occasion the securities held for 
the account of a member bank were released on the authorization of one official 
signature although the member bank had instructed that the release be made 
only on authorizations signed by two of its officers. On another occasion, an 
over-the-counter delivery of $2 million in United States Treasury bonds was 
made to an officer of a local member bank against his authorized signature. 
Formal written request for the release of these securities was not obtained as 
required by the procedures of the Reserve bank. 


For several years a Federal Reserve branch held in their vaults 
member banks securities other than United States Government obli- 
gations, even though the examiners in three successive reports con- 
sidered that the facilities were already taxed bevond their limits. 
ixamples: 

Dallas (San Antonio Branch), 1952 

As mentioned in our last two reports of examination, the management was 
requested to review the circumstances under which securities other than United 
States Government obligations were being held by the San Antonio Branch for 
four local member banks, particularly since the vault facilities for the bank were 
taxed beyond proper limits. Since last examination, two of the member banks 
have withdrawn their securities and the other two have assured the Reserve 
bank management of their intention to withdraw their holdings in the near 
future, when additional vault facilities now under construction in their respective 
institutions become available. 
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They make errors in overstating and understating accountability 
for unissued United States securities on consignment with issuing 
agents. They make errors in reporting tax and loan collateral accounts 
held by commercial banks and have numerous discrepancies in the 
records pertaining to this collateral. 

Atlanta (Birmingham Branch), 1952 

Error in reporting Treasury tax and loan collateral held by commercial banks 
adjusted at our examination, $100,000. 
Atlanta (Jacksonville Branch), 1954 

Overstatement of collateral for Treasury tax and loan accounts, $1,170,000. 

There were numerous discrepancies in the records pertaining to collateral for 
Treasury tax and loan accounts. It was also observed that Treasury tax and loan 
depositaries were tardy in submitting their monthly statements to the branch and 
that the department was unduly slow in reconciling the statements received. It 
was recommended to the management that closer supervision be given to the 
operations of this department. 


Richmond (head office), 1954 
COLLATERAL AND CUSTODIES—RECONCILIATION 


Deduct: 
Overstatement of accountability for unissued U. 8S. Government 
securities on consignment with issuing agents: 
United States savings bonds charged to issuing agents in 
Washington D.C., prior todelivery to Treasury Department. $1, 823, 000 
Duplication in reporting Pteles $26, 400 


Total_ - , vo 2, 649, 400 
BANK EXAMINATIONS 


The Federal Reserve banks have set certain policies with respect to 
member-bank examinations. However, they make frequent excep- 
tions to these policies throughout the F ederal Reserve System. 

As an — at the San Francisco Bank it was the policy to 
examine 4 of the 5 holding company affiliates within the district 
ponnially. and the fifth, Transamerica Corp., on a triennial basis. 
However, the bank failed to make examinations of this holding com- 
pany for 6 years. They make frequent exceptions to the policy of 
examining banks once a year and to their policy of making examina- 
tions jointly with State examiners. 

They do not always examine branches simultaneously with head 
Offices, nor do they examine the commercial departments of banks 
concurrently with trust departments. 

On many occasions they defer examinations when mergers are 
pending, when banks are making alterations on the premises, and 
when examining personnel is not available, and fail to examine new 
banks. 

San Francisco, 1952 

Four of the five holding company affiliates in the district were examined during 
the year 1951, being the policy of the Reserve bank to examine these four affiliates 
biannually. The remaining affiliate, Transamerica Corp., was under examina- 
tion at the time of our examination of the Reserve bank. While it is the policy 
of the Reserve bank to examine Transamerica Corp. on a triannual basis, this is 
the first examination which has been made of this organization since 1946. 

San Francisco, 1954 

Because of a shortage of experienced examining personnel, the * * *, San 

Francisco, which was examined as of December 16, 1952, was not examined 
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until the early months of 1954. In addition, seven new banks which opened 
for business during 1953 were not examined in that year. 

Branches are not always entered simultaneously with head offices. The 
Reserve bank is represented at the examination of all branches, except in the case 
of one large California branch banking organization. In that examination it is 
the practice to assign members of the Reserve bank’s staff to the more important 
branches and to review the findings of the State examiners as to the other offices. 

There are five holding company affiliates in the district, and it has been the 
custom to examine the largest of these, Transamerica Corp., triennially, and the 
remaining four biennially. Transamerica Corp. was last examined in 1952, and 
three of the other holding company affiliates were examined in 1953; the remaining 
one, though not examined during the biennial year 1953, was examined in 1954, 
as of December 31, 1953. 


San Francisco, 1955 


Four new banks which opened for business during 1954 were not examined in 
that year; with these exceptions, all State member banks were examined in 1954, 
and one bank considered to be in an unsatisfactory condition was examined twice. 
Because of an increase in the number of special investigations required in 1955 
and the Reserve bank’s inability to maintain its field examining staff at the 
desired level, it is probable that five banks, and the trust department of one of 
them, will not be examined during the current year. 

San Francisco, 1956 

Because of the continuing shortage of examining personnel and an increase in 
the number of special investigations, the department was unable to fulfill its 1955 
examination schedule to the extent that five banks (including the trust department 
of one of them) were not examined. All of these banks were examined during the 
early part of 1956. One bank considered to be in the problem category was 
examined twice. 

In Nevada, Oregon, Utah, and Washington, it is the general practice to make 
examinations jointly with the respective State supervisory authorities. However, 
the Reserve bank made 10 independent examinations in these States during 1955 
and 12 thus far in 1956 as a result of the State authorities’ inability to coordinate 
their schedules with that of the Reserve bank. There are no State member banks 
in the portion of Arizona located in the 12th Federal Reserve District. 

Usually, examinations of commercial and trust departments are not made 
concurrently. When physically possible, head offices and branches are examined 
simultaneously. The most notable exceptions to this policy are the * * *, 
and the * * *, which have 97 and 53 branches, respectively; in these cases, the 
branches are all examined during the course of the examination of the head office 
but at varying times. 


Boston, 1952 


Five banks and trust department of one large bank were not examined in 1951. 
The inability to complete the 1951 schedule in accordance with the established 
policy of examining all State member banks, including the trust departments of 
those exercising fiduciary powers, at least once each calendar year, was attributed 
to the necessity for making 2 membership examinations which required practi- 
cally all of the bank examination department’s manpower for approximately 5 
weeks. 

Boston, 1955 

The examination of 1 bank, although dated as of December 31, 1954, was 
not commenced until the opening of business on January 3, 1955. Examinations 
are customarily conducted jointly with the respective State supervisory authorities 
and all States of the district with the exception of New Hampshire where the one 
member bank of the State was examined independently. In 1954 because of a 
shortage of examining personnel in the State banking department, the Reserve 
bank made independent examinations of 2 member banks in Massachusetts. 
In both instances the Reserve bank’s examination was of limited scope, embracing 
an appraisal of assets and a credit examination of the commercial department and 
all phases of the usual examination of the trust department except proof of 
records and verification of assets. Wherever feasible trust departments are 
examined concurrently with commercial departments. This general rule cannot 
be applied, however, to certain large trust departments in Connecticut and 
Rhode Island. It is the practice also to make simultaneous examinations of the 
main office and branches of branch-bank organizations, an exception being made 
in the case of one bank whose branches are too numerous to be entered simul- 
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taneously. In this instance several branches are entered on dates shortly following 
the start of the main office examination. 
New York, 1952 

In the year 1951, there were three exceptions to the established policy of 
examining all State member banks, including the trust department of those exercising 
fiduciary powers, at least once each calendar year. These banks are located in 
New Jersey and the exceptions occurred because the State authority was unable to 
examine the banks during the year; however, joint examinations of all three banks 
were made early in 1952. 

Joint examinations of commercial departments are usually made by the Reserve 
bank and the representative State supervisory authorities in all States in the 
district. However, early in 1952, the New Jersey authority advised that it prob- 
ably would be unable to examine eight State member banks during the year; and 
the Reserve bank, with the concurrence of the State authority, made independent 
examinations of these banks. These were the only exceptions to the established 
policy of conducting joint examinations. 


Philadelphia, 1952 


In the vear 1951, there were three exceptions to the established policy of examin- 
ing all State member banks, including the trust departments of those exercising 
fiduciary powers, at least once each calendar year. The three banks, which were 
examined early in 1952, are located in Pennsylvania and were not examined in 
1951 because of a shortage of State banking department examining personnel. 

For a similar reason as well as a shortage of Reserve bank examiners early in 
the current vear, examinations will not be made in 1952 of 4 or 5 small to medium- 
sized banks in central Pennsylvania and one large trust company in the Phila- 
delphia area. In the latter case, the examination will be deferred until after March 
1, 1953, owing to a major renovation program presently underway in that 
institution. 


Philadelphia, 1954 

Because of a shortage of examining personnel in both the Reserve bank and 
the Pennsylvania State Banking Department, one large institution in Philadelphia 
was not examined in 1953, but was examined as of March 29, 1954. 
Philadelphia, 19565 

Two banks were not examined in 1954. In one instance it was agreed to defer 
the examination because a merger of a State member bank with a nonmember 
bank was pending. In another case the omission was attributed to the shortage 
of examining personnel in both the Reserve bank and the Pennsylvania State 
Banking Department. Two of the larger banks, 1 in Pennsylvania and 1 in 
Delaware, were not to be examined during 1955 because ‘‘the Reserve bank was 
unable to make necessary arrangements with the State authorities. Examina- 
tions of these banks, neither of which is regarded as a problem bank, will be made 
early in 1956. 


Philadelphia, 1956 


The * * * Bank of Philadephia and the commercial department of the * * * 
in Wilmington were not examined in 1955. The State bank departments were 
unable, because of unavailable manpower, to join with the Reserve bank in ex- 
aminations, and independent examinations by the Reserve bank ‘‘were imprac- 
ticable because of the size of the institutions.”’ 

Cleveland, 1952 

In the year 1951 there were four exceptions to the bank examiners’ policy. 
Two of these banks had been scheduled for examination late in the year, but upon 
being informed of a merger and an audit by public accountants was in process, 
the Reserve bank considered it advisable to forego the examination. An exam- 
ination was made in April 1952 after the merger. A joint examination of the 
other 2 banks was scheduled on 2 occasions but were deferred at the request of 
the State banking department. Two State member banks were examined twice 
during 1951 because of their unsatisfactory condition. ‘‘A serious illness of one 
of the Reserve bank’s senior examiners and other extenuating circumstances will 
probably necessitate the postponement of the 1952 examination of 6 to 10 of the 
smaller banks until early 1953.” 
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Cleveland, 1955 

Because of the continuing shortage of examining personnel, the bank examina- 
tion department was unable to fulfill the 1954 examination schedule. In that 
year, 19 banks and 22 branches of the Reserve city banks (the Cleveland Trust 
Co.) were not examined. Three banks considered to be in the problem category 
were examined twice in 1954, and two special credit examinations were conducted 
in each of the years 1954 and 1955. Branches entered simultaneously with 
respective main offices except in the case of the * * * whose branches are too 
numerous to permit simultaneous coverage by available examining personnel. 


Cleveland, 1956 

Because of the continuing shortage of examining personnel, the bank examina- 
tion department was unable to fulfill its 1955 examination schedule to the extent 
that 11 banks, including 3 trust departments were not examined. 

It was also anticipated that four State member banks would not be examined 
by the Reserve bank during 1956. 

It was expected that instead of simultaneous examination of the with 
the main office, all branches of this bank ‘‘will usually have been entered within 
a week following the commencement of the examination of the head office.”’ 
In the examination of the member banks in Cleveland, as well as in other districts, 
the examiner made the following statement: 

“Officially executed reconcilements were received from these banks and all 
reconciling items included thereon were cleared to our satisfaction, or were in 
process of adjustment at the close of the examination.” 

The auditing reports do not describe what was meant by the term “officially 
executed reconcilements,’’ therefore there is no way to determine whether or not 
such reconcilements constitute a good auditing procedure in verifying the 
balances. 

Richmond, 1952 

In 1951, however, lack of available manpower necessitated the examination of 
the branches of a North Carolina bank in 3 of the 5 cities outside of the head office 
city, after the opening of the head office examination and the examination of the 
commercial and trust departments of one Richmond bank on different dates. 


Richmond, 1954 

The size of one large branch banking organization in North Carolina, however, 
makes it infeasible to examine all offices simultaneously. 
Richmond, 1956 

The report indicates that 5 State member banks, 3 of which exercise fiduciary 
powers, are located in the District of Columbia and are therefore under the super- 
vision of the Comptroller of the Currency. The * * * was not examined in 1955. 
Examination of this bank had been scheduled for December but was can- 
celed when it was learned that the institution was in the process of merging 
with the * * *, 


Ailanta, 1953 

Since there are very few qualified trust examiners in the State banking depart- 
ments of this district, examinations of trust departments are usually conducted 
by the Reserve bank with little assistance from State authorities. 


Atlanta, 1954 


It is also the policy of the department to conduct periodic examinations of the 
three holding company affiliates which hold general permits to vote the stock of 
their subsidiary member banks, such examinations being scheduled on a rotation 
basis so that each affiliate is examined once every 3 years. One of these affiliates 
was examined during 1953. 

Examinations are conducted jointly with the respective State supervisory 
authorities in Florida, Louisiana, and Mississippi; but in accordance with the 
expressed preference of the banking authorities in Alabama and Georgia, inde- 
pendent examinations are usually conducted in those States, only one large bank 
in Georgia being examined jointly. Joint examinations were formerly conducted 
in Tennessee, but at recent examinations the lack of available personnel has made 
it difficult for the State authorities to participate; consequently, independent 
examinations will usually be conducted in this State in the future, except in the 
case of one large bank which will continue to be examined jointly. 


* 





FINANCIAL INSTITUTIONS ACT OF 1957 1607 


Chicago, 1952 

Permission to forgo examination of one bank in 1951, for which adequate 
manpower could not be made available at the time, was granted by the Board 
of Governors on December 6, 1951. 


Chicago, 1955 


All branches of State member banks except the one branch of the * * * were 
examined simultaneously with their head offices in 1954. 
Chicago, 1956 

The * * * of Chicago was not expected to be examined in 1956 because of 
the fact the State authorities could not enter into an arrangement for a joint 


examination because of manpower limitations and the fact that the bank is too 
large for the Reserve bank to undertake an independent examination. 
St. Louis, 1958 

Nine banks were not examined in 1952, and again it was expected that 30 to 40 
would not be examined in 1953. The management of the Federal Reserve bank 
stated that the lack of numerical strength of the field staff, coupled with the 
extra man-days required in repeat examinations of difficult and problem banks, 
were the principal reasons for the failure to complete the schedule, 
St. Louis, 1954 

Because of a shortage of examining personnel and the necessity for making 2 
examinations of 3 difficult or problem banks, 32 banks were not examined during 
1953. It was expected that one bank would not be examined during 1954, due 
to the fact that the bank was reported to be undergoing a remodeling of its banking 
quarters and the Reserve bank considers it inadvisable to make an examination 
while the work is in process. 
Si. Louis, 1954 

For the same reason of adverse physical condition imposed by a remodeling 
project then in process in another bank, it was expected that examination of this 
bank would be omitted in 1955. In 1954 one member bank considered in unsatis- 
factory condition was examined twice. 
St. Louis, 1956 

There were 8 holding company affiliates in the district, only 2 of which hold 
voting permits. One of the latter was examined in 1955, and one was investigated. 
Of the remaining 6 holding company affiliates, 1 is a State member bank and is 
examined in usual course; the other 5 were examined or investigated in 1955 
simultaneously with the annual examinations of the affiliated banks. 


Minneapolis, 1952 

Alternate independent examinations are made by the Reserve bank and by the 
State departments in Minnesota and North Dakota. The State authorities accept 
a Federal Reserve examination in lieu of 1 examination by che State department 
involved, thus satisfying the statutory requirements of 2 examinations annually 
in the above-mentioned States. In the other States of the district, it is the general 
practice to make examinations jointly with the respective State banking depart- 
ments. However, 13 independent examinations were made in these States by 
the Reserve bank in 1951. In 6 instances, the deviation from the usual practice 
occurred because the State department was understaffed; in the case of 3 banks, 
it was deemed advisable that 2 examinations be made within the vear, the State 
department and the Reserve bank each making separate examinations; in 3 other 
cases the same plan was followed at the specifie requests of the banks concerned; 
in the remaining instance, the Reserve bank made an independent examination 
as an accommodation to the State supervisory authority. 


Kansas City, 1952 


Nine banks were not examined in 1951. The management stated that lack of 
manpower was the principal reason for failure to comply with the schedule. 
Three examinations of one small member bank were made during the year because 
of the bank’s unsatisfactory condition. These examinations required more time 
than would have been necessary to the average bank. 

Kansas City, 1955 
Because of a tight manpower situation in the bank examination department, 


7 State member banks, 2 in Kansas, and 5 in Missouri, were not examined in 1954, 
All of these banks were examined during January and February of this year. 
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In 1954, 3 examinations of 1 problem bank in Colorado were made jointly with 
the State authority. 

Alternate independent examinations are made by the Reserve bank and by: 
the State authorities in Kansas, Nebraska, and Oklahoma. In each of these 
States, the law requires two examinations by the State banking department 
during a calendar year. The State departments—Nebraska and Oklahoma 
have interpreted the statutes to permit acceptance of an examination made by 
the Reserve bank in lieu of one examination by the respective State banking 
authorities, and the statute in Kansas has been amended to specifically authorize 
acceptance of an examination by the Reserve bank. Colorado, New Mexico, and 
Wyoming statutes require 2 examinations each year by the respective State 
authorities; Missouri law required 1 such examination yearly. In each of these 
four States, the Reserve bank’s examinations are usually made jointly with the 
State banking departments, and there were no exceptious to this practice in 1954. 


FOREIGN OPERATIONS 


The Federal Reserve Bank of New York has what is called a “foreign 
department.’”’ This department handles all manner of transactions 
for foreign banks and international banks. It makes tremendous 
loans to these banks, on gold and on securities of various kinds. It 
accepts and holds collateral and custodies for these foreign accounts. 
And when foreign accounts wish to purchase bankers’ acceptances of 
private banks in the United States, the Federal Reserve Bank of New 
York underwrites and guarantees these bankers’ acceptances, although 
none of the Federal Reserve banks underwrites or guarantees bankers’ 
acceptances for domestic purchasers. 

Among other things, oe Federal Reserve Bank of New York has 
an agreement by which it is committed to lend the Bank for Inter- 
national Settlements up 2 $25 million on gold. Prior to October 31, 
1955, there was not even a charge made for this commitment, although 
since that date there has been a charge of one-fourth percent per annum 
for that part of the commitment not sold in any calendar month. 
None of these operations is subject to any independent, outside audit. 
All 12 of the Federal Reserve banks participate in this department, 
in the sense that they participate in the profits the department makes, 
if any, and they participate in any losses or liabilities it might incur. 


New York, 1952 
FOREIGN LOANS ON GOLD 


Foreign depositors’ borrowings on gold amounted to $45 million at examination 
date. This indebtedness represented five advances outstanding to Banque 
Centrale de la Republique de Turquie as follows: 


Date of advance Maturity | A mount 
a, —— — | | 

Aug. 13, 1952 Feb. 13, 1953 $21, 500, 000 
Sept. 15, 1952- | Dee. 15, 1952 500, 000 
Do-_. do 8, 000, 000 
Sept. 19, 1952- Dec. 19, 1952 8, 000, 000 
Sept. 29, 1952- a6 Dec. 29, 1952 7, 000, 000 
Total 45, 000, 000 


Advances aggregating $11 million to Banque Centr: ale de la Republique de 
—— were the only foreign loans on gold m: ide by the Reserve bank during 1951. 
These borrowings were repaid during the year and for the second consecutive 
time there were no foreign loans on gold outstanding at year end. 

* * * The bank’s policy with respect to loans on gold remains unchanged, 
contemplating the making of “loans only for a short-term period for the purpose 
of relieving balance of payments’ disequilibria of a seasonal or other temporary 
character.”’ 
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DUE TO FOREIGN DEPOSITORS 


Dollar deposits, totaling $686,031,916.15, decreased by approximately $80 
million in the interval between examinations. Dollar balances amounting to 
$366,671.80, maintained by the Reserve bank as fiscal agent of the United States, 
are included in the foregoing total but are not participated among the other Federal 
Reserve banks. 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT, INTERNATIONAL 
MONETARY FUND, AND SECRETARY OF THE TREASURY SPECIAL ACCOUNT 


The accounts maintained by the foreign department of the Federal Reserve 
Bank of New York for the International Bank for Reconstruction and Develop- 
ment and for the International Monetary Fund at date of examination reflected 
total deposit balances of $40,675,416.79, earmarked gold valued at $1,027,652,- 
835.51, and securities carried at $2,324,658,930.15, including $1,263 million in 
special non-interest-bearing notes of the United States-International Monetary 
Fund series. The aggregate showed an increase of about $166 million since date 
of last examination. 

New York, 1952 

The activities of the foreign department also included operations by the Federal 
Reserve Bank of New York as fiscal agent of the United States in the purchase 
and sale of gold and in foreign exchange and allied transactions. The records of 
the Reserve bank indicated a total deposit balance of $26,337,397.07 and ear- 
marked gold valued at $43,400,676.44 held for the special account of the Secretary 
of the Treasury. 

CUSTODIES 


Custodies held for foreign account totaled $6,161,785,801.45 representing the 
dollar value of the following holdings: $2,334,992,482.57 in securities, acceptances, 
and commercial paper; $3,826,765,133.25 in earmarked gold; and $28,185.63 in 
earmarked silver. These custodies showed a net decrease of $351 million in the 
interim between examinations, the principal amount of the change resulting from 
a decline of $1,078 million in holdings of earmarked gold and an increase of $741 
million in holdings of United States Government securities. During the same 
period, holdings for domestic account increased by about $17 million to a total 
of $141,647,462.54 at examination date, this amount representing the dollar value 
of earmarked gold transferred from foreign accounts to other designations because 
of the pledge of such gold as collateral to loans made by domestic banks for foreign 
account. 

VERIFICATION 


As has been done in the past few years, a list of the foreign banks and govern- 
ments and other financial agencies abroad for which the Reserve bank maintained 
dollar balances or held custodies was referred to the bank’s vice president and 
general counsel and to the manager of the foreign department. They were re- 
quested to advise whether there were legal restrictions on communications with 
any of such foreign correspondents, or whether there were any other circumstances 
known to them which would make it inadvisable to seek verification by corre- 
spondence with the foreign parties at interest. 


GENERAL 


The rise in the Reserve bank’s holdings for foreign account, which has been in 
evidence during the past several years, reached its peak in March 1951. Since 
that time a steady decline has been noted; at date of examination, the total of 
such holdings amounted to $6.8 billion, a net decrease of $432 million, or approxi- 
mately 6 percent in the interval between examinations. During the same period, 
assets held for the International Bank and the International Monetary Fund 
rose slightly, bringing the combined assets held for foreign and international 
account to $10.2 billion at date of current examination. 

The number of foreign banks and governments and other financial agencies 
abroad for which the Federal Reserve Bank of New York was carrying deposit 
accounts or holding custodies totaled 78, a net increase of 2 in the interval be- 
tween examination. 
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ACCOUNTS OF FOREIGN OPERATIONS DIVISION PARTICIPATION OF FEDERAL RESERVE 
BANKS 


Currently all Federal Reserve banks are participating in all foreign accounts 
and custodies except those carried by the Federal Reserve Bank of New York in 
its capacity as fiscal agent of the United States. Balances aggregating $366,671.80 
carried for 5 fiscal agency accounts are included in the participation of the Federal 
Reserve Bank of New York in ‘‘Due to foreign deposits’? shown above. 


New York, 1952 
At date of examination, the principal foreign accounts participated and the 
Federal Reserve Bank of New York’s participations therein were as follows: 


Federal 
System Reserve Bank 


of New York 


ASSETS 
Foreign loans on gold $45. 000, OOO. OF $13. 590. 000. 00 
Due from foreign banks 23, 026. 48 6, 954. 00 


LIABILITIES 
Due to foreign depositors 686, 031, 916. 15 219, 767, 916. 15 


CONTINGENT LIABILITIES 


On acceptances purchased for foreign correspondents 13, 910, 309. 17 


a 


, 017, 906. 35 


New York, 1954 
CONTINGENT LIABILITY ON ACCEPTANCES PURCHASED FOR FOREIGN CORRESPONDENTS 


Included in the custody holdings was a total of $9,058,422.19 in bankers’ accept- 
ances which the Reserve bank has purchased for foreign accounts with its guaranty 
of payment at maturity, such guaranty earning a commission of one-eighth of 1 
percent per annum. The foregoing total reflected a decrease of about $20 million 
from the amount held at the time of last examination, this change being attributed 
to a searcity of bankers’ acceptances available for purchase. 


New York, 1956 
FOREIGN LOANS ON GOLD 


The loan agreement with the Bank for International Settlements is the renewal 
of an arrangement which has been renewed or extended several times in the past; 
this latter renewal became effective October 31, 1955, and runs for a period of 
12 months. The agreement provides for a loan or loans on gold up to an aggre- 
gate principal sum of $25 million at any one time outstanding, with a maximum 
credit available in any calendar month not to exceed the equivalent of $25 million 
for a total of 7 days. This latest renewal includes, for the first time, a commit- 
ment charge of one-fourth of 1 percent per annum on that part of the loan facility 
not used in any calendar month. 

During 1955, loans on gold were made to only two foreign correspondents: 
Bank for International Settlement and Banco Central de Reserva de El Salvador. 
The former made active use of its $25 million standby arrangement, drawing on 
16 occasions amounts of $3 million to $10 million for periods up to a week; the 
total of these borrowings amounted to $1038 million The Banco Central de 
Reserva de E] Salvador borrowed $1 million shortly before year end under a $3 
million arrangement entered into in December; this loan was repaid on January 
20, 1956. 

A loan to Banco do Brasil as fiscal agent of the Brazilian Government, on which 
there was a balance of $106,666,666.68 outstanding at date of last examination, 
was repaid in the interim in accordance with its terms, the final installment 
having been paid on October 24, 1955. 


WHO ARE THE “DEALERS”? WITH THE OPEN-MARKET ACCOUNT? 


Now, the trading in securities. Under the 1913 act and up until 
1935, each bank had its own open-market operations and it was plain 
that there was conflict among the banks. 
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Some would be buying and others selling, and it rather upset the 
market. They gave that as an excuse for the amendment that went 
into the 1935 act, which permitted 1 Open Market Committee and 1 
manager of that account in the New York Federal Reserve Bank to 
handle it for all the banks. 

None of the banks touches these securities except the New York 
bank. The money they get, the New York bank sends to them. 

Yet this trading in securities is still going on. When a member 
bank of the system wants to buy Government securities, or to sell 
them, the likelihood is that it will ask the Reserve bank to handle the 
transaction. The Reserve banks are buying and selling hundreds of 
millions of dollars worth of Government securities, acting as agent for 
member banks and for others. So they are in competition with one 
another today, and they are in competition with the Open Market 
Committee. They cannot trade with the open-market account, so 
they may be buying at the same time the open-market account is 
selling. 

This so-called ‘open market”? means that the Government must 
pay this select group of open-market dealers a split of some kind, 
a commission or fee, in order to buy or sell Government bonds. It 
cannot be done any other way. And in a great many instances, this 
thing is rigged so that the dealers receive two fees when the open- 
market account is selling at the same time a Federal Reserve bank is 
selling, and vice versa. 

There are only 17 dealers and in 1956 five of them did 52 percent 
of the business. The top did 88 percent of the business. Many of 
these 17 dealers got their money for speculation in the Federal Reserve 
Bank of New York. We have never looked into that, and we do not 
know anything about it. 

I can state, however, that: according to one report of the Open 
Market Committee that I have seen, the open-market account bought 
from and sold to 13 of these dealers who are not banks—that is, 
nonbank dealers—Government securities amounting to $2.9 billion 
in the year 1956. And, in contrast to total purchase and sale trans- 
actions with these 13 nonbank dealers amounting to $2.9 billion, the 
open-market account lent these dealers, through repurchase agree- 
ments made during the year, $4.6 billion with which the dealers carried 
Government securities in their portfolios. 

How does the manager of the open-market account decide the 
question of allocating a given volume of sales, or a given volume of 
purchases, among these 17 dealers? Well the answer seems to be 
“primarily’’—but not exclusively—on the basis of which dealer offers 
the open-market account the best price. The Committee should be 
extremely interested in the following statement from the Open Market 
Committee’s Annual Report for 1956: 

The distribution of outright transactions among dealers continues to reflect 
the account management’s practice of doing business with dealers and dealer banks 
primarily on the basis of the “best price’? obtainable. Repurchase agreement 
volume reflects princiapally the financing needs of the various dealers and the 
willingness of the account management, in implementing system policy, to enter 
into agreements at the times they were requested by dealers. Also, consideration 
was given at all times to the financial capacity of the specific dealers in extending 
repurchase agreements, the need to distribute on a given day the total of repur- 
chase agreements equitably among nonbank dealers, and the dealers’ exposure as 
measured by their positions. 
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Who are these dealers? We have their names and that is about all. 
I will list these names and then point out what I have tried to do 
to learn something for myself about who these dealers are. 


17 dealers trading with the open-market account in 1956 (showing percent of total 
volume done, by groups of 5’s 
Percent 

Deale rT; of trading 

Discount C orp- 

Chemical Corn Exchange Bank 

Salomon Bros. & Hutzler_____ ~~ : : 61. 7 

C. J. Devine & Co 

Aubre y G. Lanston & Co., Inc 

D. W. Rich & Co \ 

C. F. Childs & Co., Ine 

Guaranty Trust Co 36. 6 

Bankers Trust Co 

First Boston Corp- 

Continental Illinois National Bank & Trust Co., Chicago 

Briggs, Schaedle & Co., Ine 

First National Bank, Chicago 

Wm. E. Pollock & Co., Ine 13.7 

N. Y. Hanseatie Corp 

J. G. White & Co 

Chas. E. Quincey & Co 


Total _ - 100. 0 
Now, I think the committee should look into the Open Market 
Committee and try to find out a little something about who these 
dealers are that serve as the funnels through which our great Federal 
Reserve System passes out additions to the money supply of the 
country, and pulls in substractions from the money supply of the 
country. So, : ave had the first 10 names looked up—that is the 
names of the 10 biggest dealers—to try to find out who the people 
are that are ehtines in these dealer firms, and who are the officers 
and directors in these dealer firms where the firm is incorporated. Then 
I have asked for information on the other connections of these people, 
wherever such information is available from. published directories. 
Well a large percentage of these people do not publish information 
about themselves. But enough of them do give information to show 
us that they represent all of the big money interest of the country 
the big commercial banks, the big investment banks, the big insurance 
companies, the trust funds, and the big industrial and utility corpora- 
tions. 

The following list shows the names of the top officials in each of the 
10 dealer firms doing the largest volume of business with the open- 
market account in 1956. Then, where information is published about 
the other connections of the individuals, those connections are shown 
too. 





I 
| 
I 
t 
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Discount Corp. 
Mills, Dudley H., chairman 
Great American Insurance Co., director 
Underwood Corp., director 
American National Insurance Co., director 
Great American Indemnity Co., director 
Rochester American Insurance Co., director 
Anderson, Edward E., senior vice president and director 
East River Savings Bank, trustee 
Bixby, Wingate, vice president 
Fleming Realty Co., director 
432 East 57th Street Corp., director 
Fairchild, Julian D., vice president 
Kings County Trust Co., trustee 
Franklin Savings Bank, trustee 
Cleveland, J. Luthur, director 
Guaranty Trust Co., chairman 
Guaranty Safe Deposit Co., director 
Atchison, Topeka & Santa Fe Railway, director 
American Arbitration Association, director 
Anaconda Co., director 
Sunray Mid-Continent Oil Co., director 
Colt, S. Sloan, director 
Bankers Trust Co., chairman and director 
Provident Fire Insurance Co., director 
Royal Exchange Assurance Co., member United States Advisory 
Committee 
State Assurance Co., Ltd., member financial advisory board 
Car and General Insurance Corp., Ltd., member financial advisory board 
American Bank Note Co., director 
General Foods Corp., member finance committee and director 
General Electric Co., member finance committee and director 
Metropolitan Opera, assistant treasurer and director 
American Can Co., director 
Tax Foundation, Inc., treasurer and trustee 
Ebbott, Percy J., member executive committee and director 
Chase Manhattan Bank, chairman trustee advisory board and director 
Allied Stores Corp., member executive and advisory committees, and 
director 
Moore-MecCormack Lines, Inc., director 
International Paper Co., director 
Chase Bank, vice-chairman 
Oberlin (Ohio) College, trustee and chairman, investment committee 
Belding-Heminway Co., director 
New York State Chamber of Commerce, vice-president 
American Export Lines, Inc., director 
Massie, Adrian M., director 
New York Trust Co., chairman 
Pacific Fire Insurance Co., director 
Rotary Electric Steel Co., director 
Homeland Insurance Co.. director 
Commonwealth Insurance Co., director 
Mercantile Insurance Co., director 
Columbia University, trustee 
Bankers & Shippers Insurance Co., director 
Jersey Insurance Co., director 
North British & Mercantile Insurance Co., director 
Greenwich Savings Bank, trustee 
United States Life Insurance Co., director 
Sweet Briar College, member board of overseers 
Sherer, Dunham B., director 
Chemical Corn Exchange Bank, director 
Home Life Insurance Co., director 


95375—58—pt. 2 $8 
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Discount Corp.—Continued 
Whitney, George, member, executive committee and director 
J. P. Morgan & Co., member executive committee 
Braden Copper Co., director 
General Motors Corp., member financial policy committee and director 
Kennecott Copper Corp., member executive committee and director 
Continental Oil Co., director 
Consolidated Edison Co. of New York, member, executive and salary 
committees, trustee : 
Helm, Harold H., director 
Chemical Corn Exchange Bank, chairman and director 
Corn Products Refining Co., member executive committee and director 
City Investing Co., director 
Home Insurance Co., member, finance, executive committees and director 
Whitehall Foundation, Inc., trustee 
Princeton University, trustee and chairman, executive committee, mem- 
ber, finance, grounds and buildings committees. 
Commercial Solvents Corp., member executive and audit committees 
and director 
Associated Dry Goods Corp., member executive committee and director 
Lord & Taylor, director 
Christian Properties Corp., director 
Log Cabin Association, Inc., trustee 
Federal Hall Memorial Association, Inc., trustec 
Champion Paper & Fibre Co., director 
Chemical Corn Exchange Safe Deposit Co., director 
Equitable Life Assurance Society of the United States, member, execu- 
tive and finance committees and director 
Ralston Purina Co., director 
National Industrial Conference Board, director 
Repp, Herbert N., president and director 
Dunbar, Charles E., vice president and secretary 
Marckwald, Andrew K., vice president and assistant secretary 
Coon, Robert M., vice president and treasurer 
Leverich, Walden H., vice president 
Nagle, William G., vice president 
Jantzen, Ray H., vice president 
Bethke, Robert H., vice president 
Morton, Stewart C., vice president 
Shepherd, Howard C., director 


Chemical Corn Exchange Bank 


Helm, Harold H., chairman and director 
Corn Products Refining Co., member executive committee and director 
City Investing Co., director 
Home Insurance Co., member financial and executive committees and 
dirt ctor 
Commercial Solvents Corp., member executive committee, audit com- 
mittee and director 
Associated Dry Goods Corps , member executive committee and director 
Lord & Taylor, director 
Christian Properties, director 
Champion Paper Xx Fibre Cp.: director 
Discount Corporation of New York, director 
Chemical Corn Exchange Safe Deposit Co., director 
Equital le Life Assurance Society of the United States, member executive 
and finaneial committees and director 
Ralston Purina Co., director 
Jackson, N. Baxter, chairman, executive committee and director 
Chemical Corn Exchange Deposit Co., chairman 
General Reinsurance Corp., director 
MeCrorv Stores Corp., director 
American Chicle Co., director 
French American Banking Corp., director 
Interchemical Corp., director 
Western Elk etric £0. director 
Aluminium, Ltd., director 
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Chemical Corn Exchange Bank—Continued 
Jackson, N. Baxter, chairman, executive committee and director—Continued 
Aleo Products, Ine., director 
Roosevelt Hospital, trustee 
Vanderbilt University, trustee 
Beekman—Downtown Hospital, treasurer and director 
Grainger, Isaac B., president and director 
Safety Industries, Inc., director 
Chemical Corn Exchange Safe Deposit Co., director 
Fort Myers Southern Railroad Co., director 
Hartford Fire Ins. Co., direetor 
Kerite C0.. director 
Missouri Pacific Railroad Co., directo: 
Hartford Accident & Indemnity Co., director 
Campbell, LeRoy Walter, vice president 
Chemical Safe Deposit Co., director 
Sun Chemical Corp., member of executive commission and director 
Napier Co., Conn., director 
Beatti, Francis P., vice president 
Mercury Aircraft, Inc., director 
Bromfield, Horace P., vice president 
Nationwide Food Service, director 
3rummer, Harold, vice president 
Mrs. John 8, Sheppard Foundation, Inc., trustee and director 
Carr, William D., vice president 
Rahway Valley Railroad, treasurer and director 
Cummings, W. Burton, vice president 
New York Federal Savings & Loan Association, director 
Berkshire Gas Co., director 
Driscoll, William Jennings, vice president 
Teleprograms, Inc., vice president 
Dunean, Claudius D., vice president 
Manhattan Life Insurance Co., director 
Durham, Kenneth A., vice president 
Snowden, Inc., director 
Worth Street, Inc., director 
Gibbons, John L., vice president 
Angostura-Wupperman Corp., director 
Hauser, Alfred H., vice president 
Maracaibo Oil Exploration Corp., director 
American Surety Co., trustee 
Kmpire City Savings Bank, trustee 
American Hide & Leather Co., director 
Granby Construction, Mining, Smelting & Power Co., Ltd., director 
Hawkins, Walter M., vice president 
Dunlap & Associates, director 
Love, Hamilton M., vice president 
Hoagland Laboratory, treasurer and director 
Mooney, Wandell M., vice president 
Chemical Corn Exchange Safe Deposit Co., president 
Chesebrough-Pond’s, Ine., director 
Clemson Bros., Inc., direetor 
Sherwin, Arthur 8., vice president 
Dalminter, Ine., direeto 
Borneo Sumatra Trading Co., director 
Far Eastern Agencies, Ine., director 
Italit. Ine., director 
Pur-Sale Service Corp., director 
Swidut Food Importers, Ine., director 
Urmy, Keith M., vice president 
New York Medical College, Flower and Fifth Avenue Hospitals, treasurer 
and trustes 
VanPelt, kdwin, vice president 
West Side Federal Savings & Loan Association, director 
Republie Pictures Corp., direetor 
Wright, Ford, vice president 
Coen Cola Bottling C30.. director 
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Chemical Corn Exchange Bank—Continued 


Sinsabaugh, Robt. W., traffic officer 
Commercial Casualty Insurance Co., secretary 
Concordia Fire Insurance Co., secretary 
Firemen’s Insurance Company of Newark, secretary 
Girard Fire & Marine Insurance Co., secretary 
Metropolitan Casualty Insurance Co., New York, secretary 
Milwaukee Mechanics’ Insurance Co., secretary 
National-Ben Franklin Fire Insurance Co., secretary 
Loyalty Group, secretary 
Houston, Frank K., honorary chairman, vice chairman, executive com 
mittee and director 
Chemical Corn Exchange Safe Deposit Co., director 
Standard Insurance Company of New York, director 
Aetna Insurance Co., director 
Century Indemnity Co., director 
Piedmont Fire Insurance Co., director 
World Fire & Marine Insurance Co., director 
Hotel Waldorf-Astoria Corp., director 
Thomas Jefferson Memorial Foundation, president and director 
Vanderbilt University, trustee 
Johnston, Percy H., director 
New York Life Insurance Co., director 
Federal Hall Memorial Association, Inc., governor 
Bower, Joseph A., director, member trust and executive committee 
Detroit International Bridge Co., chairman 
Canadian Transit Co., chairman 
Goelet, Robert, director, chairman, real estate and mortgage committee 
City Investing Co., director 
Lopert Films, Inc., director 
Fifth Avenue & 66th Street Corp., vice-president and director 
Lopert Films Distributing Corp., director 
Lopert Films Production, Inc., director 
Hillman, Jr., J. H., director 
J. H. Hillman & Sons Co., president and director 
Chemical Bank & Trust Co., director 
Pennsylvania Bankshares & Securities Corp., chairman 
Pittsburgh Coke & Chemical Co., chairman, finance committee and 
director 
Great Lakes Steamship Co., director 
Peoples First National Bank & Trust Co., Pittsburgh, Pa., director 
Texas Gas Transmission Co., chairman 
Pittsburgh Steel Co., director 
Williams, Thomas R., director 
Ichabod T. Williams & Sons, partner 
Geo. D. Emery Co., president and director 
Edgewater Saw Mills Co., president and director 
Niagara Fire Insurance Co., director 
Astoria Importing & Manufacturing Co., president and director 
Roosevelt, John K., director 
Roosevelt & Son, partner 
Hackensack Water Co., director 
Elizabethtown Consolidated Gas Co., director 
Elizabethtown Water Co., Consolidated, director 
All American Cables Co., director 
Harris, Henry Upham, director 
Harris, Upham & Co., partner 
Texas Co., New York City, director 
Stone & Webster, Inc., director 
New York Stock Exchange Governor 
Great American Insurance Co., director 
Humphreys, Jr., H. E., director 
United States Rubber Co., chairman and president 
Latex Fiber Industries, Inc., director 
Terminal Warehouses, Ltd., Toronto, director 
Great American Insurance Co., director 
Dominion Rubber Co., Ltd., Montreal, director 
Mutual Life Insurance Company of New York, trustee 
Rubber Manufacturing Association, director 
National Industrial Conference Board, member 
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Chemical Corn Exchange Bank—Continued 
Callaway, Cason J., director 
Blue Springs Farms, Hamilton, Ga., owner 
United States Steel Corp., director 
Trust Company of Georgia, Atlanta, director 
Shell Oil Co., director 
University Systems of Georgia, member board of regents 
Nutrition Foundation, Ine., trustees 
McKim, Robert J., director 
Associated Dry Goods Corp., president and director 
Bowery Savings Bank, trustee 
Moore, Maurice T., director 
Cravath, Swaine & Moore, partner 
Pennsylvania Glass Sand Corp., director 
Studebaker-Packard Corp., director 
Time, Inec., chairman 
Bruce, James, director 
American Airlines, director 
Commercial Credit Corp., director 
General American Investors Co., director 
Equity Corp., director 
United States Industries, Inc., director 
Fruehauf Trailer Co., director 
National Dairy Products Co., director 
Congoleum Nairn, Inc., director 
Technicolor, Inc., director 
Federal Home Loan Bank of New York, director 
tepublie Steel Corp., director 
Aveo Corp., director 
Grayson-Robinson Stores, Inec., director 
Continental Insurance Co., director 
Western Table & Stationery Corp., director 
Few, Benjamin F., director 
Liggett & Myers Tobacco Co., president and director 
Duke University, trustee 
toberts College, Istanbul, trustee 
Woods, J. Albert, director 
Commercial Solvents Corp., president and director 
Central Savings Bank, president and director 
Corn Products Refining Co., director 
Wilson & Toomer Fertilizer Co., Jacksonville, Fla., director 
Thermatomie Carbon Co., chairman 
American Smelting & Refining Co., director 
Black, James B., director 
Pacific Gas & Electric Co., chairman, member executive committee and 
director 
United States Steel Corp., director 
Southern Pacific Co., member executive committee and director 
Equitable Life Assurance Society, director 
Shell Oil Co., director 
Fireman’s Fund Insurance Co., member executive committee and director 
Ford Foundation, trustee 
Del Monte Properties Co., director 
California Pacific Title Insurance Co., director 
Drysdale, Robert A., director 
Drysdale & Co., Sr. partner 
Central Savings Bank, trustee 
Guardian Life Insurance Co., director 
Westchester Fire Insurance Co., director 
North River Insurance Co., director 
United States Fire Insurance Co., director 
Sherer, Dunham B., director 
Discount Corp., New York, director 
Home Life Insurance Co., director 
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Nichols, C. Walter, director 


yl OF 





1957 


Nichols Engineering & Research Corp., chairman 


First National Bank of West Orange, vice 


Nichols Engineering & Research 


and director 


Corn Exchange Safe Deposit Co., director 


talph C. Coxhead Corp., chairman 

Allied Chemical & Dye Corp., director 

Sintering Machinery Corp., chairman 

Wellman Engineering Co., director 

Kennecott Copper Corp., director 
Kiggins, Jr., Willard A., director 


Corporation of 


president and director 
Canada, president 


A. H. Bull Steamship Co., president and director 


Bull-Insular Line, president and director 


Bull Steamship Line, president and director 


A. H. Bull & Co., president and director 
San Antonio Docking Co., 


president and director 


Dafton Realty Corp., president and director 


San Antonio Co., president and director 
Baltimore Insular Line, 
Caribbean Dispatch, Ince., 
New Rochelle Federal Savings & 

Black, Kenneth E., director 
Home Insurance Co., p1 
Harlem Savings Bank, trustec 


Loan 


Ine., president and director 
president and director 
Association, 


director 


sident and director 


Home Indemnity Co., president and director 


Atlantic Coast Line Railroad, director 
Insurance Society of New York, director 


General Adjustment Bureau, Inc., preside 


National Board of Fire Underwriters Building Corporation, 


Underwriters’ Laboratories Inc., director 
Beekman-Downtown Hospital, director 
Perkins, Gilbert H., executive vice president 
Johnson, Clinton C., executive vice president 
McCall, Howard W., executive vice president 
Renchard, William S., executive vice president 
Anderson, Thomas G., vice president 
Azoys, Geoffrey V., vice president 
Blum, William H., vice president 
Brennan, Peter J., vice president 
Brown, J. Stanley, vice president 
Bubindey, Paul F., vice president 
Caldwell, Arthur C., Jr., vice president 
Calhoun, N.8., Jr., vice president 
Chamberlain, Melville P., vice president 
Cleary, F. Stafford, vice president 
Compton, Joseph H., vice president 
Cropper, Samuel H., vice president 
Cunliffe, John J., vice president 
DeWitt, William G., vice } 
Dribben, Seymour, vice president 
Farnsworth, George L., vice president 
Finlayson, Daniel A., Jr., vice president 
Foy, Amos B., vice president 
Frey, William A.. vice president 
Haggerty, Frederick B., vice president 
Haviland, David, vice president 
Hayward, Charles E., Jr., vice president 
Hellerman, Louis, vice president 
Hellier, James E., vice president 
Hall, Magne, vice president 
Jantzen, William J., vice president 
Johnson, Reginald H., vice president 
Kildea, York, vice president 
King, George L., Jr., vice president 


president 


Laemmel, William G., vice president 
Lysle, George, vice president 


nt 


and director 
vice president 
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McFadden, Joseph A., vice president 
McGowan, George B., vice president 
McManus, Edwin S., vice president 
MeMillen, Lloyd M., vice president 
McWilliam, Franklin A., vice president 
Moore, William H., vice president 
Newfang, Edward C., vice president 
Obeda, John, vice president 
O’Brien, Robert B., vice president 
O’Callaghan, John H., vice president 
Onthank, Pierce, vice president 
Patterson, Donald C., vice president 
Peck, Mark B., vice president 
Peer, George A., vice president 
Pons, A. Karl, vice president 
Pugh, Harry J., vice president 
Rance, Charles E., vice president 
Richter, Charles, vice president 
togers, Thomas A., vice president 
Rommel, Frederick H., vice president 
toss, Walter M., vice president 
Salzer, Richard L. H., vice president 
Schneider, Leo, vice president 
Schneider, Max J., vice president 
Scherer, Frank A., vice president 
Smith, John J., vice president 
Topp, Marinus J., vice president 
Townsend, J. Kenneth, vice president 
Tree, Alfred E., vice president 
Turner, Huntington M., vice president 
Weir, Hugh, vice president 
Welles, Edward R., vice president 
Williams, Z. Homer, vice president 
Wittman, William J., vice president 

tingler, Arthur P., vice president and comptroller 
Nanner, Herbert W., treasurer 

Jordan, W. Donald, secretary 

Sandmeyer, Earl C., publie relations director 
Erhart, George M., corporation trust officer 
Corbett, R. Leroy, trustee (personnel) 
Tomlinson, Eustace W., trustee (personnel) 
Jenkins, Merwin 8., trust officer (investment) 
White, Irving, trust officer 

Meucke, Arthur J., trust officer (pension) 
Clark, James M., trust officer 

Doyle, Albert W., trust officer 

Emmerich, Joseph F., trust officer 
Farrington, Ralph, trust officer 

Lightall, Richard J., trust officer 

Metz, Herman W., trust officer 

Miller, Robert A., trust officer 

Moore, Raymond W., trust officer 
Nicholsor, Clayton M., trust officer 

Oats, C. Reginald, trust officer 

Pfeiffer, Fred G., trust officer 

Rosebrook, Charles A., trust officer 
Sherman, Russell H., trust officer 

Wells, Clinton A., trust officer 

Goelet, Robert G., director 
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Salomon Bros. & Hutzler 


Brummer, Bertram F., partner 
New York Stock Exchange member 
Brummer Investing Co., president and treasurer 


Bertram F. & Susie Brummer, Inc., president, treasurer, 


Levy, Benjamin J., partner 
Holsten, Edward L., partner 
Ottens, Jonas H., partner 

Perrin, Myles D., partner 
Carson, James H., partner 

von Glahn, Theodore A., partner 
Simon, Charles J., partner 
Spencer, Girard L., partner 
Salomon, William R., partner 
Freeman, Merrill D., partner 
Levy, Maurice, partner 

Curran, Ralph A., partner 
Stevenson, John, partner 

Brown, Harry, partner 

Quinn, Robert J., partner 
Kaufman, Irving, partner 

Kelly, Daniel M., partner 
Obendorfer, Herbert, partner 
Gaertner, Clement J., partner 
Curran, Ralph A., limited partner 
Salomon, Percy F., limited partner 
Losee, Herbert I., limited partner 


C.J. Devine & Co. 


Devine, Christopher J., partner 
Stoutenburgh, William J., partner 
Reilly, Matthew F., partner 
Dunn, Stewart A., partner 
Herrmann, Vincent H., partner 
Kennedy, Frank T., partner 
Kreitler, Carl J., partner 
Revits, Samuel, partner 
Bellinzoni, Arthur J., partner 
Coman, John J., partner 

Cross, Joseph, Jr., partner 


Aubrey G. Lanston & Co. 


Graustein, Archibald Robertson, director 
Graustein, Hatch & Kormendi, partner 
Agency of Canadian Car & Foundry Co., director 
D. W. Rich & Co., president and director 
Brightwater Paper Co., director 
Synfoam Yarns, Inc., president and director 
Lavan, Peter I. B., director 
Stroock & Stroock & Lavan, partner 
Winter & Co., director 
American Securities Corp., director 
United Factors Corp., director 
American Machine & Metals Co., director 
United Merchants & Manufacturers, Inc., director 
Vistario Corp., director 
Union Sugar Co., director 
Delavan Foundation, Inc., president and director 
Haveg Industries, Inc., director 
Molybdenum Corporation of America, director 
Nacional Hotel, director 
Lanston, Aubrey G., president and director 


Horton, Leonard M., vice president, treasurer, and director 


Youngdahl, C. Richard, vice president 
Piser, Leroy M., vice president 

Childs, Curtis W. (Boston), vice president 
Montgomery, Marshall H., vice president 
Duffy, James P., vice president 





and director 
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Aubrey G. Lanston & Co.—Continued 
Callahan, Daniel J., vice president 
Combe, Arthur J., vice president 
Moffatt, Donald L. (Chicago), vice president 
Freeman, John P., Jr., assistant vice president 
Gould, Charles W. (Boston), assistant vice president 
Ross, Helen P., secretary 
Hoffman, Samuel, director 


D. W. Rich & Co. 


Graustein, A. R., president and director 
Graustein, Hatch, & Kormendi, partner 
Agency of Canadian Car & Foundry Co., director 
Aubrey G. Lanston & Co., director 
Brightwater Paper Co., director 
Synfoam Yarns, Ine., president and director 

Ewig, T., secretary and director 

O’Gara, A., treasurer and director 

Rich, Dominic W., vice president and director 

MeMorrow, C. M., director 

C. F. Childs & Co. 

Partridge, M. A., secretary and director 
Childs Securities Corp., secretary 

Childs, F. Newell, president 

Boynton, Elwood D., vice president 

Brown, Murray F., vice president 

Cantwell, Timothy F., vice president 

Fletcher, William M., vice president 

Fraser, David B., vice president 

Smith, Merril S., vice president 

Van Cleave, Robert G., vice president 

Obplanalp, Harry, assistant vice president 

Coffin, Robert H., assistant vice president 

Condict, John K., assistant vice president 

Doyle, Robert, assistant vice president 

Fletcher, Stanley W., assistant vice president 

Georgie, Charles J., assistant vice president 

Hawkins, Russell 8., assistant vice president 

Heiskell, Raymond H., assistant vice president 

Kelliher, Richard E., assistant vice president 

Koenig, Philip F., assistant vice president 

Stenzel, Frederick J., assistant vice president 

Williams, Russell T., assistant vice president 

Carr, Charles D., treasurer 

Currie, Stuart G., treasurer 

Ekman, C. R., treasurer 

Galambos, M. L., treasurer 

Giamondi, Charles, treasurer 

Golin, Herman, treasurer 

Keys, Thomas, treasurer 

McNally, John D., assistant treasurer 

Moorshead, Beatrice, assistant treasurer 

Nebhan, Luke, assistant treasurer 

Briggs, Loring T., assistant secretary 

Hamilton, Thomas J., assistant secretary 

Jennings, Joseph A., assistant secretary 

Lenihan, A. T., assistant secretary 

Roberti, Robert E., assistant secretary 

Ruddy, Marion, assistant secretary 

Stover, M. G., assistant secretary 

Uhlarik, Thomas S., assistant secretary 
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Guaranty Trust Co., New York 


Cleveland, J. Luther, chairman and director 
Guaranty Safe Deposit Co., director 
Atchison, Topeka & Santa Fe Railway, director 
Anaconda Co., director : 
Discount Corporation of New York, director 
Sunray Mid-Continent Oil Co., director 
Kleitz, William L., president and director 
Wilson & Co., director 
IBM World Trade Corp., director 
Liverpool & London & Globe Insurance Co., Ltd.,, member local board 
in New York 
Royal Insurance Co., Ltd., member local board in New York 
British & Foreign Marine Insurance Co., Ltd., member local board in 
New York 
Virginia Fire & Marine Insurance Co., director 
Thames & Mersey Marine Insurance Co., Ltd., member local board in 
New York 
Newark Insurance Co., director 
Queen Insurance Company of America, director 
American & Foreign Insurance Co., director 
Globe Indemnity Co., director 
toyal Indemnity Co., director 
Star Insurance Company of America, director 
One Hundred Fifty William Street Corp., director 
W. T. Grant Co., director 
American Smelting & Refining Co., director 
Sharp, Dale E., executive vice president 
Standard Accident Insurance Co., director 
Pilot Insurance Co. (Toronto), director 
Planet Insurance Co., director 
Yorkshire Insurance Company of New York, chairmar 
Seaboard Fire & Marine Insurance Co., director 
Jerman, Thomas Palmer, executive vice president 
Union Pacific Railroad, director 
Broome, Robert E., vice president 
Iowa Public Service Co., director 
McCabe, Herbert P., vice president 
New Jersey Natural Gas Co., director 
Palmer, Louis Babcock, vice president 
Peerless Insurance Co., director 
Verbeck, Guido F., Jr., vice president 
Morris County Savings Bank, director 
Wallace, John Brougham, Jr., vice president 
Union Terminal Cold Storage Co., director 
Manhattan Refrigerating Co., director 
Interwoven Stocking Co., director 
White, William Rafford, vice president 
Bowerv Savings Bank, trustee, member executive committee 
Strelow, William Richard, vice president 
Pan American Society of United States, director 
National Council American Importers, Inec., director 
National Foreign Trade Council, director 
Anderson, Harold F., vice president 
Swedish Chamber of Commerce, U.S. A., director 
Sandvik Steel Co., director 
Colwell, Kent G., vice president 
Belgian Chamber of Commerce (United States), director 
Kimpel, Ralph E., vice president (foreign 
Peruvian-American Association, Inc., director 
Mexican Chamber of Commerce (United States), Inc., director 
Venezuelan Chamber of Commerce of United States, Inc., director 
Menapace, Robert B., vice president 
Chile-American Association, chairman 
American-Brazilian Association, treasurer and director 
Swart, Philip F., vice president 
New York Board of Trade, Inc., director 
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Twyeffort, Herbert E., vice president 
tusticana Corp., secretary and director 
936 Fifth Avenue Corp., vice president and director 
Brickhouse, Ephraim L., vice president 
American European Securities Co., director 
Kunhardt, Kingsley, vice president 
Carpenter Steel Co., director 
foval McBee Co., director 
Peabody Home for Aged and Indigent Women 
rd Diocesan Investment Trust, trustee 
Chemical Enterprises, Ine., director 
Buckley, Jere D., vice president 
in Columbian Carbon Co., director 
Yale & Towne Manufacturing Co., director 
; Parvin, W. Rodman, vice president 
in Guaranty Safe Deposit Co., president and director 
Gost, William F., vice president 
Guaranty Safe Deposit Co., vice president and director 
Baker, Walter Cummings, vice president 
J. J. Newberry Co., director 
Union College, chairman board of trustees and director 
Manhattan Eye, Ear, and Throat Hospital, director 
NYC Bank for Sight Restoration, Inc., president and director 
555 Park Ave., Inc., treasurer and director 
American Academy in Rome, trustee 
Metropolitan Museum of Art, trustee 
Archeological Institute of America, treasurer and director 
Stephens, Robert W., vice president 
Guaranty Safe Deposit Co., vice president and director 
Barrett, R. T. Tupper, vice president (foreign) 
Compagnie IBM-France, director 
Cie Francaise Pour La Propriete Fonciere, director 
Whiteman, H. Clifton, second vice president, New York Presbyterian Found- 
dation, Inec., treasurer and director 
Gundersen, Reidar E., second vice president, United States-German Chamber 
of Commerce, treasurer and director 
Zulch, Walter H., second vice president, Compagnie Francaise pour la Pro- 
priete Fonciere, director 
Bloom, Winfred C., trust officer: 
taymond Concrete Pile Co., controller and assistant treasurer 
Centriline Corp., assistant secretary-treasurer and director 
Raymond Concrete Pile Company of Venezuela, assistant secretary 
Cia Constructora Raymond de Colombia, assistant secretary and assist- 
ant treasurer 
Raymond Concrete Pile Company of Delaware, assistant secretary and 
assistant treasurer 
Raymond Concrete Pile Company of America, assistant secretary and 
assistant treasurer 
Raymond Concrete Pile Company of Panama, assistant treasurer and 
director 
Raymond Concrete Pile Company of Cuba, assistant secretary-treasurer 
Raymond Construction Corp., assistant treasurer 
Raymond Concrete Pile Company of Puerto Rico, assistant treasurer 
Raymond Concrete Pile Co., Ltd., treasurer 
Compania Raymond, 8. A., assistant secretary-treasurer 
Cen Vi-Ro Corp., treasurer 
Raymond Concrete Pile Co., Ltd., Liberia, assistant treasurer 
Construction Corp., assistant treasurer 
taymond Concrete Pile (Ontario), Ltd., assistant secretary-treasurer 
tavmond Construction Co. of Puerto Rico, assistant treasurer and 
director. 
Raymond Builders, Inc., assistant treasurer and director 
Centriline Co., 8. A., assistant secretary-treasurer 
Raymond Concrete Pile Construction Co., Ltd., assistant treasurer 
taymond Concrete Pile Co. of South America, assistant secretary and 
treasurer 
Raymond International Co., Ltd., assistant treasurer and director 
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Allen, George G., director: 


American Cyanamid Co., director 
Duke Power Co., chairman 


Bolenius, William C., director: 


American Telephone & Telegraph Co., vice president (accounts and 
finance). 

Bell Telephone Company of Pennsylvania, director 

195 Broadway Corp., director 

Indiana Bell Telephone Co., director 


Cooper, Charles P., director 


Presbyterian Hospital in City of New York 


Crane, Jr., Winthrop M., director 


Crane & Co., Dalton, Mass., chairman 

Agricultural National Bank, Pittsfield, Mass., director 
Berkshire Life Insurance Co., Pittsfield, Mass., director 
American Bank Note Co., New York City, director 
Otis Elevator Co., New York City, director 

Eaton Paper Corp., Pittsfield, director 

Western Massachusetts Electric Co., director 

Western Massachusetts Cos., director 

Air Reduction Co., Inc., director 


Dorrance, Jr., John T., director 


Campbell Soup Co., assistant to president and director 
C. A. Swanson & Sons, director 

John Wanamaker, Philadelphia, director 

John Wanamaker, New York, director 

Pennsylvania & Atlantic Railroad, director 
Pittsburgh, Fort Wayne & Chicago Railway, director 


Dunlap, Charles E., director 


Berwind-White Coal Mining Co., president and director 
Archer Coal Depot Co., president and director 

Berwind Bank, director 

Berwind Fuel Co., director 

Eureka Stores, director 

Havana Coal Co., president and director 

Howe Sound Co., director 

International Products Corp., director 

International Telephone and Telegraph Corp., director 
Kentland Coal & Coke Co., president and director 
Mutual Life Insurance Co., trustee 

New River & Pocahontas Consolidated Coal Co., president and director 
North British & Mercantile Insurance Co., director 
Northern Insurance Company of New York, director 
Porto Rico Coal Co., president and director 

Seamen’s Bank for Savings, trustee 

Wilmore Coal Co., president and director 

Wilmore Steamship Co., director 

Windber Trust Co., director 


Franklin, Walter S., director 


Pennsylvania Railroad, director 

Long Island Railroad, director 

Wabash Railroad, director 

Western Saving Fund Society, member board of managers 
Norfolk & Western Railway, director 

Girard Trust Corn Exchange Bank, Philadelphia, director 
Bell Telephone Company of Pennsylvania, director 
Detroit, Toledo & Ironton Railroad, director 

Curtis Publishing Co., director 
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Jones, W. Alton, director 
Cities Service Co., chairman, member executive committee and director 
Adriatic Petroleum Corp., chairman 
Colombia-Cities Service Petroleum Corp., chairman 
Sixty Wall Tower, Inc., president and director 
Empire Gas & Fuel Co., member executive committee, president and 
director 
Cities Service Oil Co. (Pennsylvania), chairman 
Cities Petroleum Corp. (Canada), chairman 
Cities Service Refining Corp., chairman and member executive com- 
mittee 
Cities Service Mid-East Oil Corp., chairman 
Dhofar-Cities Service Petroleum Corp., chairman 
Sixty Wall Street, vice president and director 
Arkansas Pipeline Corp., director 
Dominion Natural Gas Co., Ltd., director 
Orange State Oil Co., director 
Chrysler Corp., member finance committee and director 
Cities Service Defense Corp., president and director 
Cit-Con Oil Corp., chairman 
Cities Service Research & Develop. Co., chairman 
Mexico Cities Service Petroleum Corp., chairman and director 
Richfield Oil Corp., chairman finance committee and director 
Cities Service Petroleum Corp. (Venezuela), chairman 
Cities Diverse Assets, Inc., president and director 
American Petrochemical Corp., vice chairman, member executive 
committee and director 
Petroleum Chemicals, Inc., chairman 
Kelley, Cornelius F., director 
Anaconda Co., director 
Butte, Anaconda & Pacific Railway, president and director 
Mines Investment Co., president and director 
Chile Copper Co., chairman 
Chile Exploration Co., chairman 
Silesian Holding Co., president 
Silesian-American Corp., president 
Potrerillos Railway, director 
Glesche Spolka Akeyjna, chairman 
Santiago Mining Co., director 
Andes Copper Mining Co., chairman 
Andes Exploration Company of Maine, director 
Butte Water Co., director 
Arizona Oil Co., director 
American Brass Co., director 
Anaconda-American Brass Co., Ltd., director 
Anaconda Sales Co., president and director 
Greene Cananea Copper Co., director 
Washoe Copper Co., director 
International Smelting & Refining Co., president and director 
Basic Magnesium, Inc., director 
Anaconda Wire & Cable Co., director 
Anaconda Alloys Corp., president and director 
Copper Institute, president and director 
Munson, Charles 8., director 
Air Reduction Co., chairman 
Consolidated Edison Co., New York, member executive committee and 
trustee 
Commonwealth Insuranee Co., director 
North British & Mercantile Insurance Co., director 
Ohio Chemical—Canada, Ltd., director 
Dry Ice, Ine., director 
Cuban Air Products, Inc., direetor 
Sterno, Ine., director 
Liquid Carbonie Corporation of Cuba, director 
National Distillers Products Corp., member finance committee and 
director 
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Munson, Charles S8., director—Contihued 
6 East 72d Street Corp., vice president and director 
National Shares Corp., director 
Air Reduction, Canada, Ltd., director 
Homeland Insurance Co., director 
Penick & Ford, Ltd., member executive committee and director 
Manufacturing Chemists Association, director 
Greyhound Corp., director 
Taft Se':ool, trustee 
toosevelt, George E., director 
Roosevelt & Son, partner 
Bank for Savings in New York, first vice president, trustee, and chair- 
man executive committee 
French American Banking Corp., director 
3roadway Improvement Co., president and director 
Investors Management Co., chairman 
Union Pacific Railroad, director 
Oregon Short Line Railroad, director 
Oregon-Washington Railroad & Navigation Co., director 
Los Angeles & Salt Lake Railroad, director 
Long Island Railroad, director 
New York University, chairman 
toosevelt Hospital, vice president, treasurer, trustee 
Shanks, Carrol M., director 
Prudential Insurance Company of America, president and director 
Life Insurance Association of America, director 
Federal Insurance Co., New York City, director 
National Biscuit Co., New York City, director 
Public Service Electric & Gas Co., director 
Bigelow-Sanford Carpet Co., director 
Fidelity Union Trust Co., Newark, director 
Institute of Life Insurance, director 
Georgia-Pacific Corp., director (Georgia Pacific Plywood Corp. 
Union Carbide and Carbon Corp., director 
Spofford, Charles M., director 
Davis, Polk, Wardwell, Sunderland & Kiendl, partner 
Mutual Life Insurance Company, New York, trustee 
Distillers Co., Ltd. (Delaware), director 
Carnegie Corporation of New York, trustee 
Stetson, Eugene W., director 
Textile Banking Co., chairman 
Coca-Cola Co., member finance committee and director 
French American Banking Corp., chairman executive committee and 
director 
MeLellan Stores Co., member executive committee and director 
United Stores Co., director 
Illinois Central Railroad, chairman executive committee and director 
Air Reduction Co., member executive committee and director 
Tri-Continental Corp., member advisory committee and director 
McCrory Stores Corp., member executive committee and director 
Gulf Atlantic Warehouse Co., chairman executive committee and director 
Sub Anderson Clayton & Co., Inc. 
Symes, James M., director 
First Penn. Banking & Trust Co., direetor 
Pennsylvania Railroad, president and director 
Norfolk & Western Railway, director 
Long Island Railroad, director 
Wabash Railroad, director 
Detroit, Toledo & Ironton Railroad, director 
Association of American Railroads, director 
Insurance Company of North America, director 
Richmond, Fredericksburg & Potomac Railroad, director 
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Towe, Kenneth C., director 
Putnam Trust Co., director 
American Cyanamid Co., president and director 
Southern Minerals Corp., director 
Southern Pipe Line Corp., director 
Southern Petroleum Corp., director 

Woodruff, Robert W., director 
Metropolitan Life Insurance Co., director 
Trust Company of Georgia, director 
Coca-Cola Co., chairman finance committee and director 
Southern Railway, director 
Continental Gin Co., director 
General Electric Co., director 
American Express Co., director 

Young, George 8., director 
Columbia Gas System, president and director 
Atlantic Seaboard Corp., director 
Virginia Gas Transmission Corp., director 
Amere Gas Utilities, director 
Eastern Pipe Line Co., director 
Home Gas Co., director 
Kevstone Gas Co., director 
Central Kentucky Natural Gas Co., director 
3inghamton Gas Works, director 
Cumberland & Allegheny Gas Co., director 
Manufacturers Light & Heat Co., director 
Natural Gas Co. of West Virginia, director 
United Fuel Gas Co., director 
Ohio Fuel Gas Co., director 
Preston Oil Co.. director 
Virginia Gas Distributing Corp., director 

Atkinson, R. Alton, vice president 

BisseH, Ellsworth C., vice president 

Bottomley, Jay E., vice president 

Brandebury. Carl V. E., vice president 

Brass, Edward K., vice president 

Duval, Gordon Bisland, vice president 

Ford, Francis P., vice president 

Goodwin, John B., vice president 

Ives, Gerard M., vice president 

Lee, Elliott H., vice president 

MeGregor, A, vice president 

Morey, Robert W., vice president 

Potter, Walter H.. vice president 

Schwartz, H., vice president 

Post, Samuel D., vice president 

Wardburgh, Russell L., vice president 

Brooks, Oliver R., vice president 

Knudsen, Harry W., vice president 

MeCarroll, T. Clyde, vice president 

Patton, B. Frank, vice president 

Lack, William F., viee president 

Kiendl, Arthur H., vice president 

Sherman, Harold M., Jr., vice president 

Abeel, Alan C., vice president 

Bound, Charles F., vice president 


Brown, Stanley H., viee president 


Dalton, Lawrence E., vice president 

Leach, Ralph F., treasurer 

Jarnes, Stuart K., secretary 

Anthony, Donald B., second vice pre sident 
Betz, O. John, Jr., second viee president 
Blake, Benson, second vice president 
Cavanaugh, Frank J., second vice president 
Clevel nd, Charles i; 3 cond vice president 
Crov ther, G. bk ennet second vice president 


Dairvinnle. Temple | cond viee president 
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Denier, Robert 8., second vice president 
Glorieux, John P., second vice president 
Lang, William C., second vice president 
McKaig, J. Arthur, second vice president 
Mengel, Theodore H., second vice president 
Miller, Charles L., second vice president 
Sandstrom, Frank, second vice president 
Schaumberg, Frank R., second vice president 
Seott, Corwin §., second vice president 
Valentine, Stephen, Jr., second vice president 
Wilson, Harry M., second vice president 
Firmbach, Wilbur C., second vice president 
Stoddard, Donald A., second vice president 
Green, J. Bradley, second vice president 
Bochow, John P., second vice president 
Doty, John R., second vice president 
O’Brien, Edmund C., second vice president 
Rohrberg, Clifford A., second vice president 
St. Aubyn, Everest, second vice president 
Schwoon, John H., second vice president 
Buttery, Joseph C., second vice president 
Merker, William W., second vice president 
Neil, William J., second vice president 
Rippe, Jehn D., second vice president 
Wainken, Herman W., second vice president 
Ince, Louis R., second vice president 

Lewis, William McK., second vice president 
Tewes, Elmer G., second vice president 
Braden, William, second vice president 
Dater, Walton F., second vice president 
Haythe, Madison H., second vice president 
Lazo, William C., second vice president 
Denuir, Robert S., second vice president 
Brewer, Ferdinand H., second vice president 
Eitner, W. E., vice president 

Keyes, John M., second vice president 
Martinez, Manuel, second vice president 
Schaefer, John S., second vice president 
Scheu, Lawrence D., second vice president 
Eiseman, William C., second vice president 
Hallock, Gerard, second vice president 
Lord, Jeseph F., second vice president 
Bucker, Joseph A., second vice president 
LeRoy, Joseph, second vice president 

Me Master, William J., Jr., second vice president 
Whelan, Richard V., second vice president 
Knott, John 8., second vice president 
Curry, Bernard F., traffic officer 

Henrick, Karl R., traffic officer 

Judd, Howard C., traffic officer 

Kelly, Harry J., traffic officer 

Kreger, Don C., traffic officer 

Powers, James A., traffic officer 
Wiesenauver, Percy, traffic officer 

Crocker, Dana R., traffic cfficer 

Gettman, Albert L., auditor 

Bratton, Meredith J., manager, publicity 
Wildhack, Adelbert C., purchasing agent 
Stevens, Robert M., director 

Weed, Clye E., director 

Wilson, Charles E., director 
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Bankers Trust Co., of New York 
Colt, 8S. Sloan, chairman 
Provident Fire Insurance Co., director 
Royal Exchange Assurance Co., member United States advisory com- 
mittee 
State Assurance Co., Ltd., member finance advisory board 
Car & General Insurance Corp., Ltd., member advisory committee 
Discount Corp. of New York, director 
General Electric Co., director, member finance committee 
American Can Co., director 
Tax Foundation, Inc., treasurer and trustee 
Baer, Francis 8., chairman, executive committee 
Union Oil Company of California, director 
Crowell-Collier Publishing Co., director 
Jones & Laughlin Steel Corp., member executive committee and director 
TXL Oil Corp., director 
Gersten, E. Chester, vice chairman 
Consolidated Cigar Corp., director 
American Broadcasting-Paramount Theaters, director 
Moore, William H., executive vice president 
American Can Co., member executive committee and director 
Delaware Lackawanna & Western Railroad, director 
Republic Aviation Corp., member executive committee and director 
toyal-Liverpool Insurance Group, director 
M. A. Hanna Co., director 
Leeb, Brian P., senior vice president 
Franklin Savings Bank, trustee 
Phoenix London Group, director 
Hospital Center, Orange, trustee 
Shelburne Museum, Inc., treasurer and director 
Brewer, Graham H., vice president 
Securities Co., director 
Carolina Clinchfield & Ohio Railway, director 
Stony Wold Sanatorium, treasurer and director 
Budinger, J. M., vice president and chairman advisory committee 
Thomas J. Lipton, Inc., member executive committee and director 
Mavibel International N. V., director 
Rockwell Spring & Axle Co., director 
International Commercial Corp., president and director 
Beekman Downtown Hospital, director 
New York Becumy, director 
General Aniline & Film Corp., member of finance committee and director 
Dikeman, Edward J., Jr., vice president 
Connam Trust, trustee 
Foote, Ray Palmer, vice president 
Telerama Inc., treasurer and director 
Englewood Hospital, president board trustees 
Eaglebrook School, trustee 
Frey, S. T. Mason, vice president 
Southern Indiana Gas & Electric Co., director 
Fulkerson, W. Neal, vice president 
Greater New York Savings Bank, trustee 
Hamilton, Frank, vice president 
Consumers Power Co., director 
Lake, L. Craig, vice president 
Swedish Chamber of Commerce, treasurer and director 
Maser, Herman George, vice president 
EKLPOA, director 
Cupsaw Lake Improvement Corp., director 
National Arts Club, governor 
Mills College for Education, trustee 
Mathias, David B., vice president and general auditor 
Williams Club, Inec., governor 
Mendell, M. L., vice president 
Queens College, trustee 
Moore, Miller, vice president 
American Youth Hostels, Inec., president 
Pouch Terminal, Inc., director 


i 
i 
i 
ii 
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Bankers Trust Co., of New York—Continued 
Morgan, Wm. A., Jr., vice president 
Century Investors, Inc., director 
Webster Investment Co., director 
American Manufacturing Co., Brooklyn, director 
Mueller, Carl M., vice president 
Texas Butadiene & Chemical Corp., director 
Murphy, J. M., vice president 
The Evergreens, Brooklyn, trustee 
Norton, A. Sidney, vice president 
Baltimore Gas & Electric Co., director 
Parsons, Robert W., vice president 
Seatrains Line, Inc., director 
Charles Pettinos, Inc., chairman 
Overlook Hospital, trustee 
Nine Ninety Fifth Avenue Corp., director 
Strait, Harold C., vice president 
Fifth Avenue Association, director 
Gibbs & Hill, Inc., director 
Taber, John Starr, vice president 
Dun & Bradstreet, Inc., direztor 
Taber Pump Co., director 
American Extract Co., Inc., director 
Ohio Edison Co., director 
Sanborn Map Co., director 
Thompson Grinder Co., director 
Taylor, W. T., vice president 
Adams Land & Development Co., director 
American Land & Development Co., director 
Adams Express Co., member executive committee and board of managers 
American International Corp., member executive committee and director 
ACF Industries, Inc., member executive committee and director 
ERCO Division (ACF Industries), member advisory board 
First National Bank in Greenwich, Conn., director 
Basic Research Corp., trustee 
Columbia College, council, chairman 
Watkins, Harry Ashton, vice president 
Neptune Meter Co., director 
Minute Maid Corp., director 
Brady, James C., director 
Brady Security & Realty Corp., president and director 
Chrysler Corp., director 
Purolator Products, Inc., director 
Berkshire-Hathaway, Inc., director 
Feedback Controls, Inc., director 
Somerville Trust Co., director 
Cullman, Howard §&., director 
Cullman Bros., Inc., president and director 
Port of New York Authory, honorary chairman 
Tobacco & Allied Stocks, Inc., vice president, secretary and director 
Cullman Bros., partner 
Lexington Avenue & 42d Street Corp., chairman 
Prudential Insurance Company of America, director 
Waldorf-Astoria Hotel Corp., director 
Cigar Institute of America, Inc., chairman 
Philip Morris, Inc., director 
Tobacco Merchant Association, president and director 
Fifth Avenue Coach Lines, director 
Given, Jr., William B., director 
American Brake Shoe Co., chairman 
Bueyrus-Erie Co., member executive committee and director 
Mellon National Bank & Trust Co., director 
Combustion Engineering, Inc., chairman executive committee and 
director 
Drv Dock Savings Bank, trustee 
Fabrications Auxiliares des industries Locomotrice (honorary), director 
Dominion Brake Shoe Co., Ltd., director 
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Bankers Trust Co., of New York—Continued 

Hanes, John W., director 

Olin Mathieson Chemical Corp., chairman finance committee and 
director 
United States Lines Co., chairman executive and finance committee and 
director 

Johns-Manville Corp., director 
Ecusta Paper Co., president 
Purolator Products, Ine., director 
Thomas Young Orchids, Inc., director 
Mutual Life Insurance Co., trustee 
P. H. Hanes Knitting Co., director 

Lapham, Lewis A., director 
Grace Line, Ine., president and director 
Federal Insurance Co., director 
Barber Oil Co., director 
W. R. Grace & Co., director 

Melville, Ward, director 
Melville Shoe Corp., chairman 
Bowery Savings Bank, trustee 
Suffolk Improvement Co., president and director 
McElwain (J. F.) Co., director 
W. T. Grant & Co., director 
Three Village Inn, owner 
1020 Fifth Avenue Corp., director 

Montgomery, George G., director 
Kern County Land Co., president and director 
Castle & Cooke, Ltd., director 
Matson Assurance Co., director 
Matson Navigation Co., director 
Oceanic Steamship Co., director 
American Trust Co., director 
General Electric Co., director 
Pacific Lumber Co., director 

Morgan, Thomas A., director 
Lehman Corp., director 
Atlantic Mutual Insurance Co., trustee 
Bulova Watch Co., director 
Centennial Insurance Co., director 
Western Union Telegraph Co., director 
Shell Oil Co., director 
General Aniline & Film Corp., member executive committee and director 
United States Industries, Inc., president and director 
Jewelers Acceptance Corp., director 

Olin, John M., director 
Olin-Mathieson Chemical Corp., chairman 
Equitable Powder Manufacturing Co., president and director 
Kgyptian Powder Co., president and director 
Columbia Powder Co., president and director 
Liberty Powder Co., president and director 
Illinois State Bank, president and director 
First National Bank & Trust Co., director 
Midwest Rubber Reclaiming Co., director 
St. Louis Union Trust, director 
Washington University Corp., director 
Keusta Paper Corp., director 
United States Defense Corp., chairman 
Liberty Powder Defense Corp., president and director 
Midwest Research Institute, trustee 
Squibb, S. P. A. (Rome), director 

Pomeroy, Daniel E., director 
American Brake Shoe Co., director 
Bueyrus-Erie Co., director 
American Museum of Natural History, trustee 





| 
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Bankers Trust Co., of New York—Continued 
Puckett, B. Earl, director 


Ailied Stores Corp., chairman 

James Black Dry Goods Co., Waterloo, Iowa, director 
L. 8. Donaldson Co., Minneapolis, director 

L. H. Field Co., Jackson, Mich., director 
Golden Rule, St. Paul, director 

Herpolsheimer Co., Grand Rapids, direetor 
Jordan Marsh Co., Boston, director 

Joske Bros. Co., San Antonio, director 

F. N. Joslin Co., Malden, Mass., director 
Maas Bros., Inc., Tampa, director 

Meyer’s Co., Greensboro, N. C., director 
Morehouse- Martens Co., Columbus, Ohio, director 
Muller Co., Ltd., Lake Charles, La., director 
O’ Neill & Co., Baltimore, director 

Pomeroy’s, Inc., Reading, director 

A. Polsky Co., Akron, Ohio, director 

Rollman & Sons Co., Cincinnati, director 
Louis Samler, Inc., Lebanon, Pa., director 
Titche-Goettinger, Co., Dallas, director 

A. E. Troutman Co., Greensburg, director 

C. M. Guggenheimer Corp.,Lynchburg, Va., director 
Geo. B. Peck, Inc., Kansas City, Mo., director 
Waite’s, Inc., Pontiac, director 

Heer’s Inc., Springfield, Mo., director 

C. C. Anderson Stores Co., Boise, director 
Polsky Realty Co., Akron, Ohio, director 

B. Gertz, Ine. 

Bon Marche, Inc., Lowell, Mass., director 
Stern Bros., director 

Lehman Corp., director 

Pee Wee Corp., president and director 

Wayne Petroleum Co., president and director 
Robinson-Puckett, Inc., director 

Twentieth Century-Fox Corp., director 


Reed, Philip D., director 


General Electric Co., chairman 
Metropolitain Life Insurance Co., director 
Hoving Corp., director 

Tiffany & Co., director 


Tompkins, B. A., director 


Administrative division (Greater New York Association, Inc.), presi- 
dent and director 

Bowery Savings Bank, trustee 

General American Investors, director 

Otis Mevator Co., director 

Babcock & Wilcox Co., director 

National Aviation Co., director 

Flintkote Co., director 

International Paper Co., director 

Detroit Edison Co., director 

Webb & Knapp, Inc., director i 

Purolator Products, director 


Watson, Jr., Thomas J., director 


International Business Machines Corp., president and director 
Directory of Directors Co., director 

Mutual Life Insurance Co., director 

International Correspondence Schools World, Ltd., director 


Whiting, Justin R., director 


Coun, McKone, Badgley, Domke & Kline, director 

Moore Investment Co., director 

Michigan Gas Storage Co., director 

Consumers Power Co., chairman finance committee and director 
National Bank of Jackson, director 


Ardey, Alex. H., president and director 
Dreibelbis, J. P., senior vice president and director 
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Bankers Trust Co., of New York—Continued 
Alliger, Philetus, vice president 
Andel, E. M., vice president 
Babcock, Talbot, vice president 
Baskin, Herbert K., vice president 
Baylis, Chester, Jr., vice president 
Beach, E. E., vice president 
Bloom, Jacob, vice president 
Bonynge, Paul, Jr., vice president 
Borman, Charles, vice president 
Burrows, Herbert C., vice president 
Cahill, T. Merton, vice president 
Dunckel, W. B., vice president 
Dunstan, E. F., vice president 
Dye, Roy A., vice president 
Ebert, E. F., vice president 
Farnum, C. W., vice president 
Farrell, E. G., vice president 
Farrell, James F., vice president 
Fay, Harold C., vice president 
Finley, Wm. F., vice president 
Flaherty, Frederick D., vice president 
Forrestal, F. V., vice president 
Garrett, Charles G., vice president 
Gevers, M. E., vice president 
Gruber, Benjamin B., vice president 
Gundersdorf, Harold P., vice president 
Hartman, Wm. N., vice president 
Hemminger, R. W., vice president 
Hetzler, Edward T., vice president 
Hickson, Daniel C., vice president 
Kennedy, Joseph C., vice president 
Kenny, W. J., vice president 
Kissel, William J., vice president 
Kubach, John J., vice president 
Kyle, W. H., vice president 
Laud-Brown, W., vice president 
Leary, Fred J., Jr., vice president 
Lee, R. B., vice president and deputy controller 
Levine, Irving, vice president 
Livingston, W. P., vice president 
Martin, M. Scovell, vice president 
McKee, Floyd E., vice president 
McKinley, Wm., vice president 
Miller, Charles G., Jr., vice president 
Millikin, J. H., vice president 
Morris, R. C., vice president 
Mulgrew, Felix A., vice president 
Muller, A., vice president 
Murray, R. F., vice president 
Orr, Everett, Jr., vice president 
Pagnamenta, G., vice president 
Paul, Julius, vice president 
Pfizenmayer, W. J., vice president and deputy controller 
Rath, John F., vice president 
Reierson, Roy R. L., vice president 
Ripley, H. H., vice president 
Ruehle, A. G., vice president 
Rutherford, W. F., vice president 
Salamon, Theodore I., vice president 
Sanders, Henry, vice president 
Sandler, A. Herbert, vice president 
Sauter, J. V., vice president 
Schlicting, A. W., vice president 
Schliesman, John E., vice president 
Schneider, Ernest H., vice president 
Schoenfein, Benjamin P., vice president 








1634 FINANCIAL INSTITUTIONS ACT OF 1957 


Bankers Trust Co., of New York—Continued 
Shea, Herbert D., vice president 
Shepard, F. P., vice president 
Shields, Richard, vice president 
Silver, Maxwell, vice president 
Sime, Thomas E., vice president 
Singer, Joseph, vice president 
Sitgreaves, E. Jack., vice president 
Smith, Irwin W., vice president 
Snow, William J., Jr., vice president 
Stuart, D. R., Jr., vice president 
Summers, Charles, vice president 
Tait, Malcolm R., vice president 
Tappen, Harry F., vice president 
Tuttle, P. M., vice president 
Walker, Coleman C., vice president 
Woodward, Gordon, vice president 
Moses, Henry L., director 


First Boston Corp. 
Woods, George D., chairman 
Kaiser Steel Corp., director 
Linsley, Duncan Robertson, vice chairman and director 
Sharon Steel Corp., director 
Coggeshall, James, Jr., president and director 
Commercial Credit Co., director 
United States Life Insurance Co., director 
Brushaber, Albert Bailey, vice president and director 
National Union Fire Insurance Co., director 
H. K. Porter Co., director 
Cannon, Francis A., vice president and director 
Plainfield Savings Bank, director 
Glavin, Charles C., vice president and director 
Belle Isle Corp., director 
J. J. Kennedy Corp., director 
Commonwealth Oil Refining Co., director 
Wilshire Oil Company of Texas, director 
Gerade, Alfred A., vice president 
Melrose (Mass.) Savings Bank, vice president, trustee and member 
board of investors 
Harter, Robert L., vice president 
Bonanza Airlines, director 
Lyles, James Adam, vice president and director 
Southern Nitrogen Co., director 
Berkshire School, trustee 
Sarah Lawrence Coll., treasurer and trustee 
Townsend, Edward, vice president 
Transoceanic Development Corp., Ltd., vice president and director 
Addinsell, Harry M., director 
Phillips Petroleum Co., director 
Virginian Railway, director 
Bachelder, Charles F., director 
{uberoid Co., member executive committee and director 
Holbrook, Luther G., director 
General Reinsurance Corp., member finance committee and director 
Guaranty Reinsurance Co., Ltd., director 
T. Millon & Sons, assistant vice president 
Herbert Clough, Ine. (New York City), director 
Carlon Products Corp. (Cleveland), director 
Orr, James H., director 
Colonial Management Associates, partner 
Colonial Fund, Inc., president and director 
Standard Accident Insurance Co., director 
Bond Investment Trust of America, president and trustee 
Planet Insurance Co., director 
Gas Industries Fund, Inc., president and director 
Seaboard Finance Co., director 
Accounting Service Corp., trustee 
Pitney-Bowes, Inc., director 
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First Boston Corp.—Continued 


Orr, James H., director—Continued 
Draper Corp., director 
Commonwealth Oil Refining Co., director 
Providence Gas Co., director 
Pope, Allan M., director 
Insuranshares Certificates, Inc., director 
Commerce & Industry Association of New York, member executive 
committee and director 
Black, Starr & Gorham, Inc., director 
Knapp Bros. Shoe Manufacturing Corp., director 
Zion Industries, Ine., director 
Emerson, Robert Greenough, director 
First National Bank of Boston, director 
Maryland Casualty Co., director 
First of Boston International Corp., director 
Suffolk Savings Bank for Seamen & Others, trustee 
Baystate Corp., director 
Nevada- Massachusetts Co., director 
New Ocean House, Ine., director 
Sheraton Buildings, Inc., director 
Atlas Plywood Corp., director 
Plymouth Rubber Co., director 
Murray Company of Texas, director 
Baltimore Gas & Electric Co., director 
Merchants Warehouse Co. (Boston), director 
Boston Tidewater Terminal, director 
New England Confectionery Co., director 
Commonwealth Oil Refining Co., director 
Northeastern University, treasurer and trustee 
Bradford Junior College, trustee 
Pattberg, Emil J., Jr., chairman, executive committee, and director 
Potter, William H., Jr., senior vice president and director 
Cross, Milton C., vice president and director 
Chappell, William B., vice president and director 
Day, John A., vice president 
Delafield, Richard M., vice president 
Dorsey, Cornelius A., vice president 
Herron, 8. Davidson, vice president 
Hodges, Ransom F., vice president 
Hovorka, Robert J., vice president and director 
Johnson, Thomas J., vice president 
King, Francis 8., vice president and director 
Ladd, Edward H., vice president and director 
Lebens, Edward P., vice president 
Macey, Norman L., vice president 
Maxson, L. Meredith, vice president 
McCarthy, Dennis H., vice president 
Merritt, Wilbur M., vice president 
Miller, Paul L., vice president 
Morris, Joseph E., Jr., vice president 
Morrison, James C., vice president 
Perin, George L., vice president 
tichardson, Howard P., vice president 
Ruxton, Warren A., vice president 
Simpson, George W., vice president 
Smyth, Henry G., vice president 
Sullivan, Winthrop E., vice president 
Tritschler, Frederick M., vice president 
Whitbeck, Brainerd H., vice president 
Wilkes, Howard L., vice president 
toss, Lawrence O., treasurer 
Kirkpatrick, R. J., secretary 
Glavin, F. A., financial secretary 
Dasburg, Albert, comptroller 
Bradlee, W. L., clerk 
Ford, Nevil, director 
Whitbeck, B. H., director 
Woods, J. D., director 
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THE TREASURY AND THE FEDERAL RESERVE SYSTEM GET THE ADVICE 
OF BIG FINANCIAL INTERESTS 


Another thing the committee has not looked into in connection with 
these bills is the advisory councils and the advisory committees which 
help the Federal Reserve System decide what interest rates shall be 
set and what the money supply shall be, and help the Treasury de- 
cide what kind of securities to issue and at what interest rates. 

Recently, the Select Committee on Small Business of the House, of 
which I am privileged to be chairman, issued a report on the inter- 
locking officers and directors between and among the 135 largest pri- 
vate financial companies of the country. Using this list of the officers 
and directors of these 135 companies in 1956, I have had these com- 
pared to the membership lists of the Federal Reserve Advisory Coun- 
cil which is provided for in these bills, as well as so the Treasury’s ad- 

visory committees. I believe the following summary of the results 
will strongly suggest to this committee that it should stop, look, and 
listen before passing a bill to continue any of these advisory com- 
mittees without making some drastic amendments to the way they 
are selected and organized. 


FEDERAL RESERVE SYSTEM PERSONNEL WHO ARE DIRECTORS AND OFFICERS OF 
MAJOR FINANCIAL COMPANIES 


As of the middle of 1957, at least 21 individuals who are directors or officers of 
major financial institutions (the “‘base’’ companies of this report) serve on the 
Federal Reserve System as directors of individual Federal Reserve banks or on the 
Federal Advisory Council of the Board of Governors. Eight of the total are 
members of the Federal Advisory Council; 4 are directors of the Federal Reserve 
Bank of New York; and 3 are directors of the Federal Reserve Board of San 
Francisco. The remaining 6 are directors of the boards of the Federal Reserve 
banks of Boston (1), Philadelphia (1), Cleveland (2) and Chicago (2). 

The eight members of the Federal Advisory Council, with their major connec- 
tions with other companies, are as follows: 

Robert V. Fleming, president of the Federal Advisory Council, is chairman of 
Riggs National Bank, Washington, D. C., and is also a director of Metropolitan 
Life Insurance Co. (largest life insurance company in the United States), of the 
Southern Railway, of Pan American World Airways, and of the Chesapeake & 
Potomac Telephone Co. 

Frank R. Denton, vice president of the Federal Advisory Council, is vice chair- 
man of the Mellon National Bank & Trust Co. (12th largest commercial bank) 
and is also a director of the following companies: Union Oil Company of California, 
Shamrock Oil & Gas Corp., Diamond Alkali Co., Jones & Laughlin Steel Corp., 
Westinghouse Electric Corp., Pullman, Inc., Western Allegheny Railroad, and 
National Union Fire Insurance Co. 

Herbert V. Prochnow, secretary of the Federal Advisory Council, is a vice presi- 
dent of the First National Bank of Chicago (sixth largest commercial bank). 

Lloyd D. Brace, president of First National Bank of Boston (14th largest com- 
mercial bank) is also a director of the John Hancock Mutual Life Insurance Co. 
(fifth largest life insurance company), of the American Telephone & Telegraph 
Co., of Gillette Co., the United Shoe Machinery Corp., the Pullman Co., and the 
Boston Five Cents Savings Bank. 

Frank L. King, president of the California Bank, Los Angeles (22d largest com- 
mercial bank), is also a director of Pacific Mutual Life Insurance Co., Pacific 
Indemnity Co., and the Times Mirror Co. 

Homer J. Livingston, president of the First National Bank of Chicago (sixth 
largest commercial bank), is also a director of Continental Casualty Co. (12th 
largest fire and casualty insurance company), of Standard Oil Company of Indiana, 
Sears Roebuck & Co., and Continental Assurance Co. 

Adrian M. Massie, chairman of New York Trust Co. (31st largest commercia[ 
bank), is also a trustee of the Greenwich Savings Bank (eighth largest mutual sav- 
ings bank) and a director of the United States Life Insurance Co. 
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William R. K. Mitchell, chairman of Provident Trust Co., Philadelphia, is a 
director of Provident Mutual Life Insurance Co. (18th largest life insurance com- 
pany), and of the Fire Association of Philadelphia. 

I. Federal Reserve Bank of Boston 

Milton P. Higgins is a director of the Liberty Mutual Insurance Co. (fifth 

largest fire and casualty insurance company), president of the Norton Co., and 


director of the Boston Manufacturers Mutual Insurance Co., and the New Eng- 
land Telephone & Telegraph Co. 
II. Federal Reserve Bank of New York 

Clarence Francis, a director and former chairman of General Foods Corp., is 
also a director of Mutual Life Insurance Company of New York (ninth largest life 
insurance company), of Lehman Corp. (18th largest investment trust), and of 
Mead Corp., Air Reduction Co., United States Rubber Co., Bendix Aviation 
Corp., and Northern Pacific Railway. 

Howard C. Sheperd, chairman of the First National City Bank of New York 
(third largest commercial bank), is also a trustee of the East River Savings Bank 
(ninth largest mutual savings bank), and also a director of the Corning Glass 
Works, Anaconda Co., New Jersey Zine Co., United Aircraft Corp., Federal 
Insurance Co., Union Pacific Railroad and Consolidated Edison Company of 
New York. 

Lansing P. Shield, president of Grand Union Co., is a director of the Prudential 
Insurance Company of America (second largest life insurance company), and of 
American Reinsurance Co. 

Charles H. Diefendorf, on the board of directors of the Buffalo Branch of the 
Federal Reserve Bank of New York, is chairman of the executive committee of 
Marine Trust Company of Western New York (35th largest commercial bank), 
and also a director of Marine Midland Trust Co., Marine Midland Corp., General 
Baking Co., Dunlop Tire & Rubber Corp., International Salt Co., Carborundum 
Co., Niagara Share Gorp., and the Erie Railroad. 

III, Federal Reserve Bank of Philadelphia 

Geoffrey S. Smith, president of the Girard Trust Corn Exchange Bank, is also 
on the board of managers of the Philadelphia Saving Fund Society (second largest 
mutual savings bank), and a director of National Life Insurance Co. and of the 
Bell Telephone Company of Pennsylvania. 

IV. Federal Reserve Bank of Cleveland 

Arthur B. Van Buskirk, chairman of the Federal Reserve Bank of Cleveland and 
Federal Reserve agent, is also a director of the Equitable Life Assurance Society of 
United States (third largest life insurance company), of Pittsburgh Consolidation 
Coal Co., of Koppers Co., and of General Reinsurance Corp. 

Joseph H. Thompson, deputy chairman of the Federal Reserve Bank of 
Cleveland, is chairman of the M. A. Hanna Co. and also a director of the National 
City Bank of Cleveland (34th largest commercial bank), of the Labrador Mining 
& Exploration Co., National Steel Corp., American Ship Building Co., Butler 
Bros., and the Pennsylvania Railroad. 


V. Federal Reserve Bank of Richmond 
None. 


VI. Federal Reserve Bank of Atlanta 

None. 

VII. Federal Reserve Bank of Chicago 

Walter J. Cummings, chairman of Continental Illinois National Bank & Trust 
Co. (eighth largest commercial bank), is also a director of the Texas Co., ACF 
Industries, Inc., the Chicago, Milwaukee, St. Paul & Pacific Railroad, and Com- 
monwealth Edison Co. 

Raymond T. Perring, on the board of directors of the Detroit branch of the 
Federal Reserve Bank of Chicago, is the president of the Detroit Bank & Trust 
Co. (21st largest commercial bank), and also a director of Standard Accident 
Insurance Co, and of Detroit Edison Co. 

VIII. Federal Reserve Bank of St. Louis 

None. 


IX. Federal Reserve Bank of Minneapolis 
None. 
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X. Federal Reserve Bank of Kansas City 
None. 

XI. Federal Reserve Bank of Dallas 
None. 


XII. Federal Reserve Bank of San Francisco 


A. H. Brawner, chairman of the board of the Federal Reserve Bank of San 
Francisco and Federal Reserve agent, is vice president of the Fireman’s Fund 
Insurance Co. (13th largest fire and casualty insurance company), and also director 
of California Packing Corp., W. P. Fuller & Co., and Caterpillar Tractor Co. 

James E. Shelton, on the board of directors of the Los Angeles branch of the 
Federal Reserve Bank of San Francisco, is the chairman of the Security-First 
National Bank of Los Angeles (10th largest commercial bank), and also a director 
of Rexall Drug Co., of Southern California Edison Co., and on the advisory 
board of the American Mutual Fund, Ince. 

Edward C. Sammons, on the board of directors of the Portland branch of the 
Federal Reserve Bank of San Francisco, is president of the United States National 
Bank of Portland (27th largest commercial bank), and also director of the North- 
western Mutual Life Insurance Co. (6th largest life insurance company), and of 
the Pacific Telephone & Telegraph Co. 

In summary, the above information shows that these 21 directors of Federal 
Reserve banks and members of the Federal Advisory Council of the Board of 
Governors of the Federal Reserve System are officers or directors of 26 of the 135 
base companies of this study. These include 12 of the 35 largest commercial 
banks of the Nation, 3 of the 9 largest mutual savings banks, 7 of the 18 largest 
life-insurance companies (including the first, second, third, fifth and sixth largest), 
3 of the 13 largest fire and casualty insurance companies, and the 13th largest 
investment trust. 


MEMBERS OF THE ADVISORY COMMITTEE FOR THE STUDY OF FEDERAL STATUTES 
CONCERNING FINANCIAL INSTITUTIONS AND CREDIT OF THE SENATE COMMITTEE 
OF BANKING AND CURRENCY WHO ARE INTERLOCKING DIRECTORS AND OFFICERS 
OF MAJOR FINANCIAL COMPANIES 


Of the 27 members of the Advisory Committee for the Study of Federal Statutes 
Concerning Financial Institutions and Credit,! 7 are officers and directors of 1 
or more of the 135 major financial companies.2, These seven men, together with 
their more important interlocking corporate connections are: 

1. Joseph A. Broderick, chairman of the board, East River Savings Bank, 
New York (11th largest mutual savings bank). 

2. Reese H. Harris, Jr., senior vice president, Connecticut Bank & Trust Co., 
who is also a director of the Connecticut General Life Insurance Co. (the 14th 
largest life-insurance company), and a trustee of the Society for Savings, Hartford, 
Conn. 

3. Norris O. Johnson, vice president, First National City Bank, New York, 
N. Y. (third largest commercial bank). 

4. Homer J. Livingston, president, First National Bank of Chicago (sixth largest 
commercial bank), who is also a director of the Continental Casualty Co. (12th 
largest fire and casualty company), of Standard Oil Company of Indiana, of Sears 

toebuck & Co., and of the Continental Assurance Co. 

5. John J. McCloy, chairman of the board, Chase Manhattan Bank (second 
largest commercial bank), who is also a director of Metropolitan Life Insurance Co. 
(largest life-insurance company in the United States), of United Fruit Co., of 
Allied Chemical & Dye Corp., of Westinghouse Electric Corp. and of American 
Telephone & Telegraph Co. 

6. James E. Shelton, chairman of the board, Security-First National Bank of 
Los Angeles (10th largest commercial bank) is also a director of Rexall Drug Co., 
of the Southern California Edison Co., and on the advisory board of the American 
Mutual Fund, Inc. 

7. Ben Wooten, president, First National Bank in Dallas (26th largest com- 
mercial bank) is also a director of the Gulf, Colorado & Santa Fe Railway, a sub- 
sidiary of the Atchison, Topeka & Santa Fe Railway. 


1 The full list of members of the advisory committee is published in U. 8S. Congress, Senate Committee 
on Banking and Currency. Study of banking laws; hearings, pt. 1, Nov. 9-10, 1956, p. 3-4 

2 The 135 top financial companies were chosen as of December 31, 1956, and were selected on the basis 
of deposits in the case of banks, and admitted assets in the case 0 


f insurance companies 
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Thus, these seven men between them are senior officers of the 2d, 3d, 6th, 19th, 
and 26th largest commercial banks in the country and of the 11th largest mutual 
savings bank (based on deposits at the end of 1956), and are also directors of the 
Ist and 14th ranking life-insurance companies and of the 12th ranking fire and 
casualty insurance company. 

It should also be noted that this 27-member advisory committee includes 
directors of two Federal Reserve banks: 

Vivian Johnson, president, First National Bank, Cedar Falls, Iowa, is a director 
of the Federal Reserve Bank of Chicago. 

James E. Shelton, chairman of the board of Security-First National Bank of 
Los Angeles is on the board of the Federal Reserve Bank of San Francisco, Los 
Angeles branch. 

In addition, Homer J. Livingston, president, First National Bank of Chicago, 
is a member of the Federal Advisory Council of the Board of Governors of the 
Federal Reserve System. 


MEMBERSHIP OF ADVISORY COMMITTEES TO THE TREASURY DEPARTMENT WHO ARE 
ALSO OFFICERS AND DIRECTORS OF “BASE”? COMPANIES 


There are at present four committees of major financial organizations which 
advise the Secretary of the Treasury on debt-management policies and operations. 
These are the Government Borrowing Committee of the American Bankers 
Association, the Governmental Securities Committee of the Investment Bankers 
Association of America, the Committee on Government Securities and the Public 
Debt of the National Association of Mutual Savings Banks, and the Joint Com- 
mittee on Economic Policy of the American Life Convention and the Life Insurance 
Association of America. These 4 associations have a combined membership 
of 75. Of these 75, 45 hold positions as directors or officers in 22 of the 34 largest 
commercial banks, 9 of the 14 largest life insurance companies, 6 of the 17 largest 
mutual savings banks, 2 of the 14 largest investment bankers, the 2d largest 
investment trust and the 12th largest fire and casualty insurance company. 
In a number of cases, these large financial institutions were represented by more 
than one member on these committees. Thus, for example, 4 officers or directors 
of Chase Manhattan Bank are represented on 3 of these committees; 3 officers 
or directors of Metropolitan Life Insurance Co. are represented on 2 of them. 
The following companies are represented by two directors or officers on these 
committees: Bank of America National Association & Trust Co., Guaranty 
Trust Co., Continental Illinois National Bank & Trust Co., Security-First National 
Bank, Los Angeles, First National Bank of Boston, J. P. Morgan & Co., Bowery 
Savings Bank, Massachusetts Investors Trust, and New England Mutual Life 
Insurance Co. 

The specific connections of each of these 45 individuals are shown in the follow- 
ing sections, one for each of the advisory committees. 


A. Government Borrowing Committee of the American Bankers Association 


The Government Borrowing Committee of the American Bankers Association 
was formed in November 1942. As of the middle of 1957 it had a membership of 
21. Of these 21, 12 are officers or directors of ‘‘base companies”’ of this study. 
These 12 members with their major connections with other companies are as 
follows: 

Robert V. Fleming, Chairman of the Government Borrowing Committee, is 
chairman of the Riggs National Bank, Washington, D. C. and also a director of 
Metropolitan Life Insurance Co. (largest life insurance company), of the Southern 
Railway, the Pan American World Airways, Inc., and the Chesapeake & Potomac 
Telephone Co. 

Henry C. Alexander, chairman of J. P. Morgan & Co. (30th largest commercial 
bank) is also a director of American Viscose Corp., Johns-Manville Corp., and 
General Motors Corp. 

S. Clark Beise is president of the Bank of America National Trust & Savings 
Association (largest commercial bank). 

Fred F. Florence, president of the Republic National Bank of Dallas, Tex. (28th 
largest commercial bank), is also a director of Lone Star Steel Co., and of the 
Missouri-Kansas-Texas Railroad. 

H. Frederick Hagemann, Jr., president of the Rockland-Atlas National Bank, 
Boston, is also a member of the finance committee and director of the New Eng- 
land Mutual Life Insurance Co. (11th largest life insurance company), on the 
advisory board of Massachusetts Investors Trust (2d largest investment trust), 
of Provident Institution for Savings, and of the Massachusetts Bonding & In- 
surance Co, 
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N. Baxter Jackson, chairman of the executive committee of Chemical Corn 
Exchange Bank (fifth largest commercial bank), is also a director of American 
Chicle Co., of Interchemical Corp., of Aluminum, Ltd., of Western Electric Co., 
of Alco Products, Inc., of McCrory Stores Corp., and of General Reinsurance 
Corp. 

David M. Kennedy is a vice president of Continental Illinois Bank & Trust Co. 
(eighth largest commercial bank 

William Fulton Kurtz, chairman of the executive committee of First Pennsyl- 
vania Bank & Trust Co. (19th largest commercial bank), is also a trustee of the 
Penn Mutual Life Insurance Co. (13th largest life insurance company), a director 
of Proctor & Schwartz, Inc., of the Phileo Corp., of Western Saving Fund Society, 
of the Fire Association of Philadelphia, and of the Reading Co. 

Homer J. Livingston, president of the First National Bank of Chicago (6th 
largest commercial bank), is also a director of the Continental Casualty Co. (12th 
largest fire and casualty company), of Standard Oil Company of Indiana, of Sears 
Roebuck & Co., and of the Continental Assurance Co. 

John J. McCloy, chairman of the board, Chase Manhattan Bank (second largest 
commercial bank), is also a director of Metropolitan Life Insurance Co. (largest 
life insurance company), of United Fruit Co., of Allied Chemical & Dye Corp., 
of Westinghouse Electric Corp., and of American Telephone & Telegraph Co. 

Earl B. Schwultz, chairman and president of Bowery Savings Bank (largest 
mutual savings bank), is also a director of the Savings Banks Trust Co. 

James E. Shelton, chairman of the Security-First National Bank, Los Angeles 
(10th largest commercial bank), is also a director of Rexall Drug Co., of Southern 
California Edison Co., and on the advisory board of the American Mutual Fund. 

Robert V. Fleming and Homer J. Livingston are also members of the Federal 
Advisory Council of the Board of Governors of the Federal Reserve System. 

James E. Shelton is also on the board of directors of the Los Angeles Branch 
of the Federal Reserve Bank of San Francisco. 

Homer J. Livingsion, John J. McCloy and James E. Shelton are also members 
of the Advisory Committee for the Study of Federal Statutes Concerning Financial 
Institutions and Credit of the Senate Committee on Banking and Currency. 

Between them these 12 men are represented on the boards of directors of 9 of 
the 30 largest commercial banks of the United States, including the 2 largest; of 
3 of the 13 largest life insurance companies, (2 of the 12 men being directors of 
the largest life insurance company) of the largest mutual savings bank; of the 2d 
largest investment trust, and of the 12th largest fire and casualty insurance 
company. 

B. Governmental securities committee, Investment Bankers Association of America 

The governmental securities committee of the Investment Bankers Associa- 
tion was first appointed in 1918 and consulted and advised with the Treasury on 
a variety of problems from 1918 to 1922. Beginning in 1947, it again commenced 
to consult and advise with the Secretary of Treasury whenever requested to do so. 
The committee now has 25 members of whom 18 are officers or directors of 
“base”? companies of this study. These 18 members with their major connections 
with other companies are as follows: 

Emil J. Pattberg, Jr., chairman of the committee, is chairman of the executive 
committee of the First Boston Corp. (the largest investment banker, based on 
underwritings managed during 1956). 

Robert B. Blyth is a vice president of the National City Bank of Cleveland 
(34th largest commercial bank). 

Milton 8S. Bosley is a vice president of the National Bank of Detroit (11th 
largest commercial bank). 

Dwight W. Chapman is a senior vice president of the American Trust Co. (16th 
largest commercial bank). 

W. Wayne Glover is a vice president of the California Bank, Los Angeles 
(22d largest commercial bank). 

Hardin H. Hawes is a vice president of the Harris Trust & Savings Bank, 
Chicago (33d largest commercial bank). 

Russel A. Kent is a vice president of the Bank of America National Trust & 
Savings Association (largest commercial bank in the United States 

Frederick G. Larkin, Jr. is a vice president of the Security-First National Bank 
(10th largest commercial bank). 

Ralph F. Leach is a treasurer of the Guaranty Trust Co. of New York (seventh 
largest commercial bank). 

Pat G. Morris is a vice president of the Northern Trust Co. (32d largest com- 
mercial bank). 
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Robert C. Morris is a vice president of the Bankers Trust Co. (ninth largest 
commercial bank). 

Delmont K. Pfeffer is a vice president of the First National City Bank of New 
York (third largest commercial bank). 

George B. Kneass is a vice president of the Philadelphia National Bank (20th 
largest commercial bank). 

John H. Perkins is a vice president of the Continental Illinois National Bank & 
Trust Co. (eighth largest commercial bank). 

L. Sumner Pruyne is a vice president of the First National Bank of Boston 
(14th largest commercial bank). 

F. Brian Reuter, a vice president of the Mellon National Bank & Trust Co, 
(12th largest commercial bank), is also a director of the Pennroad Corp. 

Girard L. Spencer is a general partner of Salomon Bros. & Hutzler (14th largest 
investment banker). 

Together these officers and directors represent 16 of the 34 largest commercial 
banks in the United States, including the 3 largest, and 2 of the 14 largest invest- 
ment bankers, including the largest one. 


C. Committee on Government Securities and the Public Debt of the National Associa- 
tion of Mutual Savings Banks 


The Committee on Government Securities and the Public Debt of the National 
Association of Mutual Savings Banks was established in 1942 under the name of 
Committee on War Effort Cooperation. In 1946, this Committee was merged 
with the Committee on Government and Municipal Securities and in 1947 the 
name of the Committee was changed to the one it now has. The committee has 
a membership of 17. Of this total, six are officers or directors of “‘base’’ companies 
of this study. 

These six officers or directors and the major positions they hold in other com- 
panies are as follows: 

John H. Duerk, is vice president of Howard Savings Institution, Newark, N. J. 
(17th largest mutual savings bank). 

W.H. Harder, a vice president of the Buffalo Savings Bank (16th largest mutual 
savings bank), is also a director of Institutional Investors Mutual Fund, Inc. 

Richard A. Holton, a vice president of the East New York Savings Bank, 
Brooklyn (ninth largest mutual savings bank), is also a director of Institutional 
Investors Mutual Fund, Ine. 

Alfred C. Middlebrook, a vice president of East River Savings Bank (11th 
largest mutual savings bank), is also executive vice president and director of 
Institutional Investors Mutual Fund, Ince. 

John Ohlenbusch is a vice president of Bowery Savings Bank (largest mutual 
savings bank). 

A. Edward Scherr, Jr., a vice president and treasurer of Dime Savings Bank 
of Brooklyn (fourth largest mutual savings bank), is also a director and vice 
president of Institutional Investors Mutual Fund, Inc. 

These 6 individuals combined are officers in 6 of the 17 largest mutual savings 
banks in the country, including the largest one. 


D. Joint committee on economic policy of the American Life Convention and the Life 
Insurance Association of America ; 

The jcint committee on economie policy was crganized in 1945 under the name 
cf a joint treasury liaison ccmmittee. This was renamed the joint committee on 
monetary affairs in the same year and was given its present name in September 
1952 with broadened functions, including the formulation of views of the life- 
insurance business regarding monetary, fiscal, and housing policies of the Federal 
Government. At present the committee has 12 members cf whom 9 are officers 
or directors of base companies of this study. These nine members and their major 
connections with other companies are: 

Carrol M. Shanks, chairman of the joint committee, is president of the Pru- 
dential Insurance Company of America (second largest life insurance company 
and also a director of the Guaranty Trust Co. (seventh largest commercial bank), 
of National Biscuit Co., of Bigelow Sanford Carpet Co., of Georgia Pacifie Corp., 
of Union Carbide & Carbon Corp., of Fidelity Union Trust Co., of Federal Insur- 
ance Co., and of Publie Service Electrie & Gas Co. 

©. Kelley Anderson, president of New England Mutual Life Insurance Co. 
(lith largest life insurance company), is also a director of Canada General Fund, 
Ltd., Consolidated Investment Trust, Century Shares Trust, and Boston Edison 
Co. 

Paul F. Clark, president of John Hancock Mutual Life Insurance Co. (5th 
largest life insurance company), is also a director of First National Bank of 
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Boston (14th largest commercial bank), of the Massachusetts Investors Trust 
(2d largest investment trust), of Armour & Co., of Boston Insurance Co., and 
of Seaboard Air Line Railroad. 

Louis W. Dawson is president of the Mutual Life Insurance Company of New 
York (ninth largest life insurance company). 

Frederic W. Ecker, president of Metropolitan Life Insurance Co. (largest 
life insurance company) is also a director of Chase Manhattan Bank (second 
largest commercial bank) and a trustee of Excelsior Savings Bank, 

Devereux C. Josephs, chairman of the board, New York Life Insurance Co. 
(4th largest life insurance company), is also a director of J. P. Morgan & Co. 
(30th largest commercial bank), of American Brake Shoe Co., of American 
Smelting & Refining Co., and of Consolidated Edison Company of New York. 

Ray D. Murphy, chairman of the board, Equitable Life Assurance Society of 
the United States (third largest life insurance company) is also a director of 
Chase Manhattan Bank (second largest commercial bank). 

Frazar B. Wilde, president, Connecticut General Life Insurance Co. (14th 
largest life insurance company), is also a director of Connecticut Bank & 
Trust Co., of Plax Corp., and of Emhart Manufacturing Co. 

James Ralph Wood, president of Southwestern Life Insurance Co., is also a 
director of First National Bank in Dallas (26th largest commercial bank), and of 
Chance Vought Aircraft, Inc. 

Altogether these 9 individuals are situated on the boards of directors of 8 of the 
14 largest life insurance companies of the country (including the five largest), of 5 
of the 20 largest commercial banks, and of the second largest investment trust. 
Two of the individuals are on the board of the second largest commercial bank. 


CONSIDERATION SHOULD BE GIVEN TO THE FDIC RESERVES 


Now, the FDIC only has $1.44 to protect every $100 of bank 
deposits in insurance. That is a pretty small amount. 

The Federal Savings and Loan Insurance Corporation has 60 cents 
to protect every $100 of liability. That is a pretty small amount. 

Now, in each case, the FDIC has a commitment from the United 
States Treasury. It is written into the law. It does not cost them 
a penny. 

Bankers charge people for commitments, but the bankers are not 
charged for commitments in this case. They have a commitment of 
$3 billion that they can go ae to the Treasury and pick up at any 
time they need it; provided, « f course, that the Treasury has it, or 
can raise it under the seine fe limit, 

The Federal Savings and Loan Insurance Corporation has $750 
million. 

I think we should at least consider increasing these fees until the 
FDIC has enough money to release the Government from that 
liability, and have at least a substantial sum in there to guarantee all 
this insurance that has been put out on homes and farms and also to 
depositors. We should at least do that. 

So far, we have had very good luck, since the FDIC was established; 
we have not had any serious business reversals which would put a great 
strain on the banks. But we cannot be sure that we will always 
be so lucky. 


THE COMMITTEE HAS A BIG RESPONSIBILITY 


Mr. Chairman, we have, as Members of Congress, representing the 
people of our districts and represe nting the pe ople of the United St: ates, 
and as members of this committee representing the House of Repre- 
sentatives, we have some grave responsibilities. As matters stand, we 
are permitting this Federal Reserve System to continue to go footloose 
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and fancy free, spend all the money they want, and without any 
accounting to anybody. 

Now, all other Government agencies have to go through the Appro- 
priations Committee. ‘They have to have their expenditures screened 
that way. But not so with the Federal Reserve Banking System, 
which is wholly owned by the Government and operates on the 
Government’s money. And not so the anon of the Currency, 
who does not have his funds audited or his handling of billions of 
dollars of currency audited, and who is iad checked on the question 
whether he is carrying out his legal responsibilities in the laws he is 
administering. 

There is no way for Members of Congress to find out how these 
Federal agencies spend this money or administer the laws entrusted 
to them. We just accept their word for these matters. 

I do not believe our constituents want us to allow these things to 
continue. I do not believe the Members of the House want us to allow 
it. It does not look sensible that we would just turn people loose 
without safeguards and public accounting. 

Suppose that someone would suggest that the Congress could go over 
and take from the Bureau of Engraving and Printing enough Federal 
Reserve notes to buy enough Government bonds that the interest 
on those bonds would pay the expenses of Congress and a lot more 
besides. 

We would not have a chance of getting by with that. It would 
not look sensible at all, and it would not be sensible. 

But that is exactly what we do with the Federal Reserve. We just 
turn them loose, let them go over there and get all the money they 
want, print it on Government credit and use it to buy Government 
bonds. Then we let them keep the Government bonds, collect the 
interest from the Treasury of the United States, use the interest as 
they want to use it. To pay entertainment fees, to pay honorariums 
of $2,000, have banquets, pay not only the Directors’ expenses to 
all kinds of bankers association mee tings but also their wives expenses; 
and I do not know what else. They pay money for anything they 
want to. 

Now, if that makes sense, I do not have any sense. It is just not 
sense, that is all. 

Normally, we would not allow that in our own business and we 
should not allow it in the Government’s business. This is the Gov- 
ernment’s business. 

Now, the whole thing in the banking system, Mr. Chairman, is for 
the local banks to sell out to some outside bank. Outside people get 
in control—absentee ownership and monopoly. And I think the 
examiners are in part the cause of this. 

When they go into a local bank, they say ‘“You ought to build up a 
big secondary reserve.” And you will find that the banks today have 
$60 billion worth of United States Government bonds. 

Now, I do not object to the banks having some Government bonds. 
But I do object to their being so loaded with bonds that local people 
needing the credit from these local institutions cannot get it. That 
is exactly the position of many of these banks today. 

Some of them have Government bonds, 50 percent, 60 percent, 75 
percent, and we have heard of institutions, banking institutions havin Ing 
100 percent in United States Government securities. Now, that is 
not rendering service to the people. 
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The Comptroller of the Currency does not look after the people’s 
interest. He does not determine whether or not they are being charged 
usurious interest. He does not determine whether or not the banks 
are furnishing the local community enough money and investing too 
much in outside securities. 

The Federal Reserve banks are not doing it. All they are doing is 
making it possible for the banks to get into fewer and fewer hands 
encouraging absentee ownership, and that should be stopped. We can 
write into this bill a provision that will stop it. 

I ask only that consideration be given to these amendments. | 
urge particularly the amendment for the small business capital banks. 
That bill is not only sponsored by the Small Business Committee of 
the House, after careful consideration, but it is sponsored by the 
majority leader in the United States Senate and many other Members 
of that body. It is looked upon as a good bill; it is very much needed, 
and I think we should pass it. I will offer it as an amendment to 
these financial institutions bills at the proper time, in connection with 
the consideration and reading of the bills. 

Now, if there are any questions, Mr. Chairman, I will be very glad 
to yield. 

The CHAIRMAN. You may propose your amendments and in ex- 
ecutive session we will consider them. 

Are there any questions? 

Mr. Betts. You mentioned the Virginia supreme court case. I] 
would just like to read into the record what the Supreme Court of 
Virginia said. 

The question cannot arise here because national banking associations organized 
under the laws of the United States and doing business in a place, the population 
of which does not exceed 5,000 inhabitants, are expressly granted this power. 

See title 12, United States Code, section 92. 

Mr. Parman. Section 92 was in the code at the time. It was erron- 
eously in the code. The code is only prima facie evidence of what the 
law is. It was in the code at that time, and the judge presumed the 
code was correct, because there was no issue made of it. The litigants 
did not contest it. They accepted the code as correct. 

But the code is just prima facie evidence. If the litigants had raised 
the question of whether the code was correct, the judge would have 
gone to the statutes; decided whether or not this provision was exist- 
ing law, and the judge would have found it was not a valid statute. 

Mr. Berrs. I know the gentleman wants to be fair and I under- 
stood when the chairman mentioned this, you denied it. 

Mr. Parman. I denied that the court passed to the validity of the 
statute. 

Mr. Berts. It did, because it said it was in effect, and I just wanted 
to read it into the record. 

Mr. Parman. Is the gentleman a lawyer? 

Mr. Berrts. Yes. 

Mr. Parman. You know that a code is prima facie evidence. 
The section was erroneously in the code at that time, and the judge 
accepted it as prima facie evidence of the law, because no one raised a 
question to cause him to go to the underlying statutes, which are the 
final authority on what is law. 

Now, if either side had raised a question about it and said, “Although 
the code is prima facie evidence, it is not a valid part of the code,” 
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then the judge would have taken up that question and passed on the 
question on the basis of the statutes. But that question was not 
raised. 

The gentleman won’t even contend it was raised. 

Mr. Berrs. But the point I make is, if the Supreme Court of Vir- 
ginia felt it was the law, I do not think it is fair for the gentleman from 
Texas to imply to these witnesses here that they were unfair holding it 
was the law. 

Mr. Parman. Let us take the gentleman’s argument. Let us send 
back here and get the code of 1952, and you will find it is not in the 
code of 1952. Therefore the presumption is, it is not the law. That 
being the case, the gentlemen who put this forward as being the law 
have the burden of. showing that the code is wrong, and that they 

cannot do, because the statute of 1918 is just as plain as can be—the 
ceaamaine provision was repealed in 1918. 

You see, the codification carries with it prima facie evidence of 
validity, and this 1952 code which the chairman says—it is shocking 
to me to hear him say the staff knew this and did not tell us about it— 
that is the most shocking thing I have heard on Capitol Hill in 30 
years. 

The CHarrMan. What did you say was so shocking? 

Mr. Parman. The fact that you said that the staff knew that this 
was not in the code and did not tell us about it, as members of the 
committee. 

Now, it is not in the code; it was left out, because it was repealed 
40 vears ago, and here we are. 

The Caarrman. They made a complete memorandum and told 
why it was not in there. 

Mr. Parman. You mean after the question was raised? 

The CHarrRMAN. Your sensibilities must be quite strong to be 
shocked by that. 

Didn’t you say that since they did not report this the way you 
believed it to be, it was shocking and impugned the honor of the 
Senate and the House and the committee of the House? 

People have differences of opinion, you know. They should not 
be shocked because somebody else has a difference of opinion. 

This opinion, I am sure, was made by the staff in good faith. They 
had no interest in it. 

Mr. Parman. I just cannot believe that the staff knew it and did 
not call our attention to it. 

Now, Mr. Vanik said the other day that he felt, as a Member of 
Congress, that he had the right to rely on these reports and compara- 
tive prints of the bills. 

Now, the report of the Senate said that this language pertaining to 
insurance continues a provision in the code. 

Now, of course, that is not correct, because it is not in the code— 
the 1952 code, which is the latest code. And the code says it is not 
the law. That is the last expression of the law we have in the law 
offices of the Nation for the gentlemen to be governed by. 

The CuarrMANn. You may think vou have found a hydrogen bomb, 
but I think it isa dud. I do not think it amounts to anything. I do 
not think it is so important. 

Mr. Parman. If you want the banks to write life insurance and 
other things, it is not important? 


95375—58—pt. 2 50 
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The CHarrMan. It has nothing to do with that question, in my 
mind. I do not express any favor of the bank’s writing insurance. 
I do not believe the banks ought to write insurance. That is not the 
question involved here. ‘The question is a question of law. 

Mr. Parman. Like it is now, it is not the law. 

The chairman of the Judiciary Committee made an argument on 
that yesterday and I do not think it can possibly be answered. It is 
not the law. 

Now, then, if we put this in an enacting clause like it is here and 
enact it, it will be the law. 

The reason that the national banks have never used the erroneous 
authority shown in the code prior to 1952 is because they have smart 
lawyers. Their lawyers looked into it and say, “That is not the law. 
You’d better stay out of that business.” 

Therefore, only 77 banks in the entire Nation are now operating 
under that old code, according to the Comptroller of the Currency. 

The CuatrMan. That is not a very material matter because we are 
free to deal with it as we please. 

Mr. Parman. It goes to the integrity of this committee, too, and 
the integrity of Congress. 

The CHarrRMAN. We are free to deal with it as we please. 

Are there any further questions? 

You may stand aside, Mr. Patman, and you may insert your 
amendments into the record that you intend to introduce. 

Mr. Parman. I hope you will read what I put in the Congressional 
Record vesterda iy, on the question of who owns the Feder: al Reserve 
Sy stem. ‘The priv ate banks do not; the Federal Reserve System Is 
owned by the Government. 

I put in documentary proof on that. I cited such witnesses as 
Mr. Eccles, Mr. Martin, Mr. Goldenweiser, Mr. Allen Wiggins, and 
Mr. Folsom. 


DETAILS OF SELECTED ITEMS OF EXPENSE REPORTED FOR THE 12 FEDERAL 
RESERVE BANKS 


Mr. Chairman, on August 6 of last year Chairman Martin of the 
Federal Reserve Board was before this committee testifying on this 
financial institution bill. On that occasion I made a suggestion for 
shortening the time of Mr. Martin’s appearance, and also for saving 
the committee’s time, which was to hand to Chairman Martin some 
of the questions I had written out to ask him. You expressed yourself, 
Mr. Chairman, as being agreeable to my suggestion, as did Chairman 
Martin. So I handed him, at that time, a list of 44 questions. 

To date tiiiiatade more than 6 months have passed—I have not 
received the answers to the first 27 questions on that list. I have been 
advised from time to time that the answers would be forthcoming 
shortly, the |: - such advice being contained in a letter from Chairman 
Martin dated January 23, 1958. But I still do not have the answers. 
Yet each and every one of these 27 questions pertain to matters 
authorized or proposed to be authorized by title II of this financial 
institutions bill, which is the Federal Reserve Act portion of the bill. 
Furthermore these 27 questions do not have a mere shadowy perti- 
nence to title II of the bill, they go—at least to my mind—to the 
very heart of the most important matters involved in this legislation. 
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Now I should like to insert at this point in the record the entire 
44 questions, after which I will review the status of the remaining 
questions. 

QuESTIONS FOR Mr. MartTIN 


1. Mr. Martin, in your prepared statement you suggest that the bill be amended 
to provide specific authority for the repurchase agreements. You further say in 
your prepared statement that the repurchase agreement has some of the attributes 
of a loan. 

Does the repurchase agreement have the attributes of anything else other than 
a loan, and if so what? 

2. Last week I obtained from the Board a list of the names of all of the dealers 
who do business with the Open Market Committee. I note that there are 15 
dealers on the list; 5 are called bank dealers, and the other 10 are firms of another 
character—I suppose they would be called securities brokers, or investment 
bankers. 

Are these all of the firms the Open Market Committee does business with—you 
sell Government securities to no one else and you buy from no one else? 

3. Has this list of names ever been made public; and does the Open Market 
Committee regularly publish the names of the dealers it does business with? 

4. What are the requirements that a dealer or a bank must meet in order to 
trade with the Open Market Committee? 

5. What is the nature of the general agreement that a dealer must sign, if this 
is still a requirement, before he can trade with the Open Market Committee? 

6. Why is it that the Open Market Committee does not buy and sell United 
States Government securities directly from or to the member banks? 

7. What are the circumstances under which the open market desk buys securi- 
ties from a dealer under a repurchase agreement and what is the rationale insofar 
as the member banks or the public interest is concerned, for a practice which is, 
in effect, a practice of making loans to dealers in Government securities? 

8. What has been the total dollar volume of purchases under repurchase 
agreements in the 12 months ended June 30, 1957? 

9, Please supply for the record a description of each of the 15 dealers and 
bank dealers now trading with the open market desk, giving for each the financial 
condition, the capitalization, the average value of United States Government 
securities held for the dealer’s own account in the last 12 months, the average 
and the maximum amount of securities held for each under repurchase agree- 
ments, and the dealer’s gross profits, in the past year, from dealing in United 
States Government securities. 

10. Do the dealers and bank dealers trade with the open market desk both as 
principals and commission brokers? If so, who decides whether in particular 
trades the dealer is to act as agent or principal; what are the controlling circum- 
stances; where a commission is paid, what is the amount of the commission; and, 
if commissions are paid, what was the total value of securities traded with each 
of the 15 dealers in the past 12 months (a) where the dealer acted as broker and 
(b) where the dealer acted as principal? 

11. What is the minimum amount of Government securities a dealer is required 
to hold for his own account? 

12. Does the Open Market Committee receive regular, formal reports on the 
amount of Government securities each dealer is holding for his own account? 

13. How does the Open Market Committee transact its sales and purchases 
is this an auction market, or are prices negotiated with the dealers, or what? 

14. Are the prices which the Open Market Committee pays or receives for 
United States Government securities promptly made public-——that is, can the 
banks read quotations in the newspapers and know what prices the Open Market 
Committee is receiving and paying? 

15. What section of the law provides for the Open Market Committee to buy 
and sell Government securities to dealers, rather than to member banks? 

16. Is it the Board’s position that 15 dealers are enough to insure a competitive 
market, and that there is no serious risk that the Open Market Committee may 
at times be up against a “rigged’’ market, or a market influenced by other im- 
portant noncompetitive factors? 

17. Can you name any other organized market, where there are trading rules 
and penalties for violating trading rules, where the traders are as few as 15? 

18. Are there trading rules for dealers trading with the open market desk? If 
so, please supply a copy of the rules. 

19. In ease some of the 15 dealers who deal with the Open Market Committee 
should try to ‘‘rig’”’ the market, what are the penalties? 
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20. Under present organization and procedures, is there any danger of informa- 
tional leaks, or any danger that dealers who trade with the open market desk will 
receive information, in advance of the banking community generally, that the 
Open Market Committee has decided to support the market for Government 
securities? 

21. Have regulations been issued on the subject of employees of the Reserve 
System owning or trading in Government securities? If so, please supply a copy 
of the regulations. 

22. Are there special regulations applicable to members of the Open Market 
Committee or to the manager of the open market account? 

23. What steps have been taken, if any, to encourage trading with the open 
market desk by larger numbers of dealers and banks? 

24. The report of the Open Market Ad Hoc Subcommittee (1952) states that 
before the market opens each day, meetings are held with the recognized dealers 
at which there is an exchange of information. This report further states that the 


“‘comments of the Committee’s representatives in attendance are very guarded.” 


What safeguards are there to assure the Board that the Committee’s representa- 
tives speak so gui irdedly that the dealers obtain no advantages from these pre- 
market conferences? 

25. What are the safeguards which assure that the reports given representatives 
of the Open Market Committee by the dealers are accurate and not self-serving? 

26. If the Board of Governors were to become the Open Market Committee, 
what disadvantages could be expected to flow from this change in jurisdictional 
responsibility over open market operations? 

27. What changes in present methods of operation would be necessary to 
induce, say, 50 commercial banks to enter actively into the trading with the 
open market desk? 

28. Please supply, if possible, the number and amount of applications for 
loans, discounts, and advances which the Federal Reserve banks received last 
year but turned down. Also, if the banks make any tabulation as to the reason 
for denying a request, I would like to know the number and amount of the 
applications denied for each of the different reasons. If it is not possible to 
supply exact information as to the number and amount of applications which 
were denied, then there should be a statement from the President of each Reserve 
bank stating whether or not any request of member banks was turned down, 
giving his impression as to the approximate number and amount of such requests. 

29. Mr. Martin, with reference to the record of the transactions of the open 
market from the date of the Treasury-Federal Reserve accord, in 1952, which 
record I requested last Friday, in order to avail the possibility that you will 
work up surplus information, my request is stated more precisely, as follows: 

What is wanted is a day-by-day record of open-market transactions, showing 
the kind of security traded, the name of the dealer to whom it was sold, or from 
whom it was purchased, the amount sold or purchased, and the price paid or re- 
ceived. In addition, with reference to repurchase agreements, the record should 
show the name of the dealer, the name of the security, the unit price, the dollar 
value, the interest rate, and of course, the record for each date should show 
whether the transaction was a repurchase or a “‘sale’’ under a repurchase agreement. 

Furthermore, since some time may be required to copy the information described 
above, it will be appreciated if you will supply promptly certain brief information 
necessary to bring up to date the table which you supplied the Joint Economic 
Committee several years ago. This will require, simply, the total volume of re- 
purchase agreements. The table should show both, but separately, the volume 
of repurchase agreements entered into and the volume closed out in the month. 

30. Does the new language appearing in section 35 (a) of the bill, amending the 
usury provisions of the National Bank Act, change the law as held by the Supreme 
Court in National Bank v. Johnson (104 U.S. 271)? If so, in what way will the 
new language change the law as held in that decision. 

31. Does the new language appearing in section 35 (a) of the bill change the 
oe as held by the United States Court of Appeals for the Fifth x ircuit in Daniel 

. First National Bank of Birmingham (227 Fed. 2d 353, 5th C. C. A.)? 

32. Is it true that to the extent national banks comply with aMhaa law they 
may not purchase, in any State, conditional sales contracts which call for the 
original borrower to pay usurious interest charges? 

33. Is it true that under section 35 (a) of the bill, national banks could legally 
purchase conditional sales contracts without respect to the rate of interest which 
the borrowers named in those contracts have contracted to pay—except and 
unless the law of the State in which the national bank is located is deemed to 
prohibit State banks from purchasing such contracts? 
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34. With reference to the so-called conditional sales contract, does the Board 
have any information as to the amount of such paper the member banks now 
hold? If so, please submit for the record the figure you may have on that; and 
also any information you may have as to the range of interest rates which this 
paper carries. (By “interest rate’ it is meant, of course, effective per annum 
rates, computed to include all financing charges.) 

35. The Federal Reserve Bulletin frequently reports average interest rates 
currently being charges on business loans and the interest rates rarely go above 
5 or 5% percent, even for the smallest loans. What instructions have been given 
to the member banks for the preparation of the reports from which these statistics 
are drawn; and, have verifications or sample checks of the reports been made to 
assure that interest rates reported are not in fact discount rates on amortized 
loans, and to assure that the computed interest rates do not omit other factors 
which properly should be considered in the rate computations? 

36. I judge from your previous testimony that you feel the principal burden 
of combating the recent inflationary trend has fallen on the Reserve System; and 
I judge that you think the monetary restraints you have imposed have worked 
pretty well against inflation. Assuming that you are right—although I don’t 
necessarily agree with you—I want to ask you this: In case a serious deflationary 
trend should set in, or in case we have a recession, do you think monetary controls 
will then be equally effective—in other words, can you push a string as well as 
pull it? 

37. Title I of the bill increases lending limits of national banks in a number of 
ways. The general loan limit is increased. Then there are several increases in 
limits on lending on what used to be called real estate; and there are increases 
in its loan limits on consumer installment paper, on refrigerated or frozen foods, 
and perhaps other things. 

Do you see any danger in these increased loan limits, either singularly or collec- 
tively? In other words, would the decreased liquidity of the national banks per- 
mitted by these changes be a significant factor in case of a recession? 

38. Monetary controls have the effect of limiting bank credit; do these controls 
also significantly affect the amounts which the insurance companies can lend; and 
do such controls substantially affect the amount of money available in the capital 
markets? 

39. When bank credit is tight, such as now, is it the Board’s position that the 
price of money allocates the available supply—in other words, assuming that the 
borrowers competing for the available bank credit offer equal risk, does the bank 
then decide which borrower gets the credit on the basis of which borrower offers 
the highest price for the hire of the money? 

40. Some of the recent statements of the American Bankers Association would 
indicate that banks do not allocate credit on the basis of either the price of the 
money or the risk—just so long as the risk meets acceptable standards—claiming 
that the banks are favoring small business, in preference to big borrowers. 

Has the Board made any study or collected any reports from the member banks 
that inform the Board as to what the impact of its monetary restraint is, par- 
ticularly as to how small firms are making out compared to big firms? 

41. With reference to title II, section 7 (b) of the bill, would the Board have a 
serious objection to making the franchise tax 95 percent instead of 90 percent? 

42. Briefly, what were the circumstances and considerations which prompted 
the inclusion in the Federal Reserve Act of section 13 (b)? 

13. What evils or inconveniences are now resulting from section 13 (b)? 

44. The Board has objected or recommended against a number of changes in 
substantive law now contained in the bill; yet despite the presence of these objec- 
tionable features, the Board still favors the bill, on balance, and recommends its 
passage. What are the principal changes in the bill which the Board considers 
of such merit as to outweigh all of the objectionable features? 


(For answers to above questions, see pp. 1672-1698.) 

Mr. Parman. Now as to the questions other than the first 27 which 
have not been answered: 

Replies to 16 of the 44 questions were transmitted by a letter from 
Chairman Martin, dated January 23, 1958—less than 1 month ago, 
and almost 6 months after the day when the questions were handed 
to Chairman Martin. These replies were to questions numbered 28 
and 30 through 44. I offer these for the appendix of the record. 
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A reply to question 29 was transmitted on November 12, 1957, 
more than 3 months after it was requested. The reply to this question 
consists of photostatic copies—with certain deletions—of purchases 
and sales of Government securities made by the Open Market Account. 

At this point, I might call the committee’s attention to the subse- 
quent history of these documents submitted in reply to question 29. 
The details appearing on these documents are voluminous; they must 
be tabulated and analyzed before they yield any information on a 
variety of pertinent questions, such as the extent to which the open 
market account trades with the different dealers on the basis of the 
most favorable price, and the extent to which the business is allocated 
among these dealers without regard to price. Consequently, on 
December 23, I wrote Chairman “Martin asking that he arrange to 
have made certain tabulations which | outlined. On January 29, he 
wrote me that he had put the question of having these tabulations 
made before the Open Market Committee, and the Committee had 
refused my request on the ground that the tabulations would be 
expensive—estimated by the Board’s staff at about $4,000, and 
because “our research people who have studied this request have not 
been able to determine any significant conclusion that could be 
derived from the tabulation.” 

Similarly, after examining the untabulated records which Mr. 
Martin had finally submitted on November 12, it became evident 
that these records do not show prices actually bid or offered the 
open market account by the individual dealers on the occasions when 
the account has made sales or purchases to these dealers; these data, 
it turns out, are maintained on a separate record. Accordingly, 
since a reasonably complete answer to the questions involved here 
would require reference to these bid and offered prices, I wrote 
Chairman Martin on November 26, requesting these data. Chair- 
man Martin’s letter of January 8 refused this request. 

In addition to the foregoing items, I have sought to obtain from 
Chairman Martin a variety of other information which is not only 
important to the consideration of the financial institution bill, they 
are important for our consideration at all times. They involve matters 
that are vital to a proper functioning of our whole economic system, 
but they are secret, like the plans for ballistic missiles. 

One of these pieces of information I have already mentioned; it is 
the part of the audit reports which Chairman Martin refused to let 
us see. 

The Board’s written instructions to the auditors call for them to 
separate out, and make separate reports on several matters that 
would normally be covered by an auditor’s report. These matters 
for which separate reports are prepared are: 

(1) Management—General comments. 

(2) Management—Comments on newly appointed members of the 
official staff. 

(3) Officers of the Federal Reserve agent—newly appointed members 

of the Federal Reserve agent’s staff. 

(4) Inattendance of directors. 

(5) Indebtedness, stock ownership in member banks, and outside 
business connections of officers and employees. 

(6) Schedule of above (item 5) for examiners, assistant examiners, 
and officers supervising the examination function. 
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(7) Apparent or possible violations of the criminal provisions of the 
banking laws of the United States (involving officers or em- 
ployees of State member banks). 

On September 26, 1957, I wrote (¢ ene Martin asking that these 
reports be sent to this committee, for the members’ inspection along 
with the other parts of the audit reports. On October 7, Chairman 
Martin wrote me refusing the reports, saying that they are prepared 
for the confidential information of the Board. He made the point 
also that he feared that if these reports were not held in confidence 
by the Board, the auditors would in the future feel less free to say 
the things they have been saying. And I have no doubt this point 
is correct; as long as the Board depends upon internal audits, it will 
have to depend upon voluntary revelations of information by the 
auditors. Chairman Martin’s letter on this subject is inserted below. 


BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
OFFICE OF THE CHAIRMAN, 
Washington, October 7, 1957. 
Hon. WricHt PATMAN, 
House of Representatives, 
House Office Building, Washington 25, D. C. 


DeaR Mr. PatmMan: This letter is in response to yours of September 26, 1957, 
requesting copies of memorandums prepared in connection with examinations of 
the Federal Reserve banks in accordance with instructions to the Board’s 
examiners. 

These memorandums are for the purpose of making available to the Board, 
strictly for its own confidential information, certain information and views of 
the chief Federal Reserve examiner. Throughout the history of the Federal 
Reserve Svstem, the Board has closely guarded the confidential character of the 
memorandums to insure the freedom with which the Board’s examiner necessarily 
must express his views. 

We believe vou will agree that an effective discharge of the Board’s super- 
visory responsibilities requires that such information be obtained and made 
available to the Board. Any departure from the principle of strict confidenti- 
ality would tend to undermine the value and usefulness of the memorandums to 
the Board and would interfere with the orderly discharge of the responsibilities 
placed upon the Board by the Federal Reserve Act. 

In view of the above, it is the Board’s belief that you will agree that the 
memorandums should not be furnished. 

Sincerely yours, 
Wm. McC. Martin, Jr. 


I come now to a long list of other information which Chairman 
Martin has refused to supply, concerning the $25-billion-a-year under- 
the-counter trading in Government securities, with Government 
money, by the so-called open market account with their little club 
of so-called dealers. I offer for the record my letter of November 26, 
describing the information requested, together with Chairman 
Martin’s reply of January 7, refusing the information requested. 


TEXARKANA, TEx., November 26, 1957. 
Hon. Wiui1aMm McC. Martin, Jr., 
Chairman, Board of Governors of the Federal Reserve System, 
Washington, D. C. 

Dear Mr. Martin: This is with reference to your letter of November 12 
with which you enclosed a letter to Hon. Brent Spence, concerning the transmittal 
of photostatic copies of certain of the records of transactions of the open market 
account, which records are offered in response to my request to you of August 6. 

While I am happy to receive these after so long a time, after looking them over 
I find that they provide incomplete information as to the subject matter in several 
respects which I hope you will correct. 

First, in the case of sales to or purchases from dealers, the record shows only 
the prices and quantities of a security actually bought or sold. I am informed, 
however, that the open market account also has a record which shows the prices 
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bid or offered by each dealer, for each security on which the open market account 
solicited quotations on each day of trading. Furthermore, I understand from 
Messrs. Johnson and Clark, who looked over these records, that on this sheet a 
circle in red pencil is made around each particular offer which the open market 
account accepted. 

I would appreciate it if you would arrange to supply, under the same terms and 
conditions, copies of this latter record for each day of trading, going back over the 
past 3 vears. Frankly, these are the things I have in mind. In view of the small 
number of traders trading with the open market account, and the fact that trades 
are transacted in a closed, nonpublic market, it is important to be reassured that 
the dealers trading with the System account are not given to (a) all quoting 
identical prices, or (6) systematically rotating price quotations. 

Second, the records which you have supplied are up to date only through the 
end of 1956. I note from your letter to Mr. Spence that the Open Market 
Committee authorized the furnishing of only ‘‘the requested information that was 
noncurrent.’’ Furthermore, I fully appreciate the Committee’s position in with- 
holding information which may reveal either (a) the open market account’s present 
trading strategy, or (b) the precise nature of the Committee’s credit policy. It 
seems to me, however, that there is a vast difference between information which 
would reveal these things and information concerning the operations of the 
account in recent historic periods. Specifically, I should like to ask if you cannot 
supply both the records described above, and the records of the kind which you 
have already transmitted, for the period up through June 30, 1957. I cannot 
imagine that records up to that date could possibly reveal either the policy toward 
credit ease or restraint, or the posture and trading strategy of the open market 
account as these things prevail today. 

Third, as explained in your letter to Mr. Spence, wherever the record shows 
a trade with a foreign department account, the name of the account has been 
deleted. As I understand it, it is no secret that the System open market account 
trades with foreign central banks, acting at times as agent for such banks. No 
explanation has been given, however, as to why transactions with foreign central 
banks are more confidential than trades with United States nationals, which 
information you have held to be also confidential. 

I would appreciate it if you would give me your explanation and reasoning as to 
why the names of foreign central banks with whom the account has traded in the 
past should be withheld from the committee. 

In view of the Board’s request for legislation to authorize repurchase agree- 
ments, which are in effect loans to nonbank dealers for carrving Government 
securities, it becomes especially important to obtain information which will at 
least give a hint of the scope of the dealer operations and the extent to which 
financing from Government and other sources is provided the dealers to carry 
Government securities. Consequently, I would like to request information in a 
form which would be a substitute to the form of information which I understand 
Mr. Johnson of my staff attempted to obtain at the New York bank early in 
October. Specifically, I would like to have tabulations of each item of informa- 
tion submitted on the “‘daily report of dealer operations in United States Govern- 
ment securities,’’ to cover each Monday and each Thursday in the 3 years pre- 
ceding June 30, 1957. For the purposes of these tabulations I am not requesting 
individual! dealer information, but aggregates of the information covering dealers 
in groups of fours In other words, the tabulation should show totals for the 
4 largest nonbank dealers, the second 4 largest nonbank dealers, etc., and the 
bank dealers should be similarly treated. For this purpose, it will be satisfactory 
to determine which dealers are the largest on the basis of their total volume of 
business in the last fiscal year, so that the report for each Monday and each 
Thursday will classify the dealers in the same way. In addition, I would like 
these tabulations, in the case of nonbank dealers, to set out separately the amounts 
of repurchase agreements outstanding on the date specified. 

Also, on the matter of financing, I should like to request two other pieces of 
information: 

(1) Tabulations of the reports on ‘‘borrowings by nonbank security dealers,” 
showing the amounts of borrowings on “collateral loans’’ in each type of fund 
and each source of credit, and the amounts of “‘other financing’ similarly broken 
down and showing in each case a separation between loans of 1 day and those 
of over 1 day, and the rates of interest or equivalent paid for the financing. 
These tabulations should cover each day for which the reports have been col- 
lected, and should be in groups of four dealers corresponding to the same groupings 
already described with reference to the dealers position and volume report. 
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(2) Similar tabulations for each group of four dealers, bank and nonbank, 
showing the amount of the dealers financing of their own customers to carry 
Government securities, specifying classes of customers. 

Finally, I would appreciate receiving information concerning the dealers bids 
on the Monday Treasury bill auction, and unless you feel that such information 
for individual dealers is also secret, I would like to have this for each of the indi- 
vidual dealers separately. Specifically, I would like to know for each auction 
over the past 3 years (a) the average price received by the Treasury for all bills 
sold on competitive bids submitted to the New York bank, (6) the amount of 
bills purchased by each of the 17 dealers, (c) the average price bid by each of the 
17 dealers, and (d) the average price paid by each of the 17 dealers on bids accepted 
by the Treasury. 

While the foregoing description of information needed seems rather lengthy, 
I think you must agree that the information requested is not only pertinent, but 
essential for even a perfunctory appraisal of the question of whether there should 
be legislation to authorize the open market account to finance nonbank dealers 
to carry Government securities. I hope, therefore, that you can see your way 
clear to have the requested information supplied with reasonable promptness. 

I am, 

Sincerely yours, 
WRIGHT PATMAN, 


BoarRp OF GOVERNORS OF THE FEDERAL RESERVE System, 
OFFICE OF THE CHAIRMAN, 
Washington, January 7, 1958. 
Hon. Wricut PATMAN, 
House of Representatives, 
Washington, D. C. 

Dear Mr. PatrMan: Your letter of November 26, 1957, asking for further 
information relating to operations of the System open market account and of 
dealers in United States Government securities has been discussed at meetings of 
the Federal Open Market Committee. Some of the information you request is 
not reported to the Federal Reserve and hence cannot be furnished by us. Some 
is given to the System account on a purely voluntary and strictly confidential 
basis and hence it is not within our discretion to transmit it. Some is available 
to the Federal Reserve System because it is fiscal agent of the United States, and 
the Treasury, rather than the System, should be approached for such data. 
Finally, one major portion of the data you request could be made available in the 
detail you wish only with immense effort. In this case we suggest an alternative 
which may serve your purpose equally well. To the extent practicable from the 
standpoint of the amount of work involved, and with proper consideration for the 
confidential nature of some of the data, the committee desires, of course, that you 
be furnished with information that will be useful in your analysis of System 
account operations. Your several requests are discussed in the order in which 
your letter presented them. 

1. Your request for copies of the record of the amounts of purchases and sales 
of Treasury bills and the prices bid or offered by each dealer for each security on 
which the System account solicited quotations on each day of trading over the 
past 3 years would require an immense amount of work, especially since it would 
be necessary to accompany such a record with memoranda explaining the back- 
ground of the operations and the reasons for the actions taken, if you were to 
obtain an understanding of the situation reflected by the data. It would appear, 
however, that your purpose might be served by having the information (with the 
accompanying explanatory memoranda) for selected dates, rather than for the 
entire 3-year period. If this strikes you as practicable and you wish to select a 
number of days for each of the 3 years—say a dozen days a year—preceding 
December 31, 1956, we would have the material prepated for you as promptly as 
possible. You now have the photostatic copies of the sheets showing transac- 
tions, so that you would be in a position to select days when the account was 
active. 

2. Your second request refers to the tabulations transmitted with my letter of 
November 12, 1957, showing each transaction of the System open market account 
with each dealer in Government securities from the period of the Treasury- 
Federal Reserve accord in March 1951 to the end of 1956. You now ask for 
similar records of each transaction of the System account for the period from the 
end of 1956 through June 30, 1957. 
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Each year, pursuant to the requirements of the last paragraph of section 10 
of the Federal Reserve Act, a record of policy actions taken by the Board of 
Governors of the Federal Reserve System and by the Federal Open Market Com- 
mittee, together with the reasons underlying those actions and the votes taken 
in each instance, is made public in the Board’s annual report to the Congress. 
Until that record is made public in the annual report, which is published in the 
spring of each year, the policy directives of the Federal Open Market Committee 
are regarded as current and are handled in the strictest confidence. It is true 
that weekly statistics showing the condition of the Federal Reserve banks are 
published and that to a greater or lesser degree individuals make judgments on 
the basis of those reports as to the policy actions taken by the Committee. My 
letter of September 10 stated that the Federal Open Market Committee felt that 
it would not be proper to divulge information regarding Committee policy deci- 
sions and operations for the current calendar year. It continues to be the judg- 
ment of the Committee that disclosure of its policy decisions should come in the 
manner that has been followed for many years in carrying out the provisions of 
section 10 of the Federal Reserve Act, namely, in the annual report to the Congress 
covering the year most recently ended. For this reason, it believes that it would 
not be desirable to furnish the information regarding operations of the System 
account pursuant to the policy directives issued during any part of the year in 
which the directives were issued. If, however, you so request, we will undertake 
to prepare tabulations of the transactions not only for the first half of 1957 but 
for the entire calendar year, to be submitted at substantially the time the Board’s 
annual report is published. 

3. You note that the names of foreign central banks were deleted from the 
tabulations transmitted with my letter of November 12, and you ask why the 
names of such banks with which the System account has traded in the past should 
be withheld from the House Banking and Currency Committee. 

To be certain that the situation with respect to the 1,700 odd pages of tabula- 
tions sent with my November 12 letter is correctly understood, I wish to empha- 
size that there were very few deletions from those sheets and that all of the 
names appearing on those schedules were names of dealers in United States 
Government securities. In some instances, those dealers are also domestic 
commercial banks. However, the distinction between deleting and retaining 
names was a distinction between investors in securities and dealers in securities, 
and there was no intention of distinguishing between foreign and domestic banks 
per se. 

Transactions between the System account and dealers are in a different category 
from transactions between the System account and the Federal Reserve Bank 
of New York, acting on behalf of and under instructions from its depositors. 
In the first place, many central banks and international institutions maintain 
accounts with the Federal Reserve Bank of New York. Such central bank 
accounts are operated by the Federal Reserve Bank of New York on behalf of 
all of the Reserve banks. Transactions for these accounts have traditionally 
been held in strict confidence for substantially the same reasons that, as a matter 
of policy, banks in general hold in strict confidence transactions on behalf of any 
of their depositors. This confidential relationship between bankers and depositors 
has been considered to be especially necessary with respect to operations of 
foreign central banks, whose deposits with the Federal Reserve banks largely 
represent monetary reserves of their countries. Disclosure of such operations 
would be of interest to many persons who follow political and economic develop- 
ments in foreign countries, but such disclosure might well have serious repercus- 
sions and imperil the confidence that foreign countries place in the Reserve 
banks. 

Secondly, you state that you understand that “it is no secret that the System 
open market account trades with foreign central banks, acting at times as agent 
for such banks.’ Actually, this is not strictly correct, and the relationship to 
which you refer is not between the System account and the foreign banks. The 
Federal Reserve Bank of New York acts only upon instructions, specific or stand- 
ing, from its foreign depositors in handling their accounts. Orders to buy and sell 
securities are given by the depositors to the foreign department of the New York 
Reserve Bank, which in turn transmits them to the securities department of that 
bank for execution. Such orders usually are executed by the Reserve bank in the 
open market, but the foreign customers have been notified that they may be 
executed with the System account at the discretion of the manager. They are 
carried out with the System open market account only when the manager of the 
account so directs for the purpose of coordinating the foreign transactions with 
current open market operations that are being executed pursuant to the directives 
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of the Federal Open Market Committee. The initiative in executing transactions 
with the System account rather than in the market in no manner lies with the 
foreign correspondent. 

4. With respect to your request for data from the daily reports of operations 
received from United States Government securities dealers, these reports are fur- 
nished by the dealers on a purely voluntary basis and in the strictest confidence. 
It would not be within the discretion of the Federal Open Market Committee or 
the Federal Reserve Bank of New York to disclose information in connection 
with these reports. 

5. You also request a tabulation of dealer borrowings, with a breakdown by 
types, sources of credit, terms, and rate. Such data are not available to the 
management of the System account. 

6. The answer to your next request is the same—we have no data showing 
dealer financing of their own customers to carry Government securities. By way 
of comment, I might say that it seems highly doubtful that dealers do finance their 
customer holdings to any significant extent although there might be an occasional 
transaction of that kind. The dealers have difficulties enough in financing their 
own portfolios of Government securities without assuming added burdens in 
financing customer holdings. 

7. Finally, you request information concerning dealer tenders for Treasury bills 
in the weekly auctions. In handling tenders in the bill auctions, each Federal 
Reserve bank acts as fiscal agent for the Treasury Department. A request for 
data relating to the tenders should, therefore, be directed to the Treasury Depart- 
ment. 

Sincerely yours, 


Wma. McC. Martin, Jr. 


Finally, I offer for the record a letter of August 28, 1957, from 
Mr. C. Canby Balderston, Vice Chairman of the Federal Reserve 
Board. This letter points out that the officers and employees of the 
Federal Reserve banks are not employees of the United States, and 
do not take the oath of office required of Government employees. 
This makes a very interesting arrangement. Here we have non- 
Government employees running these banks which are owned by the 
Government and handling and spending billions of dollars of Govern- 
ment funds, and owing no allegiance to the Government. 


BoarD OF GOVERNORS OF THE FEDERAL RESERVE SysTEM, 
Washington, August 28, 1957. 
Hon. Wricut PAaTMAN, 
House of Representatives, Washington, D. C. 

Dear Mr. PatrMan: This is in response to your letter of August 22, regarding 
the status of officers and employees of the Federal Reserve System, other than 
the members of the Board, as publie officials. 

The Federal Reserve banks are instrumentalities of the Government with 
public functions. In that sense, the officers and employees of the Federal Reserve 
banks are engaged in the performance of publie service and hence can be con- 
sidered to be public officials. However, they are not officers or employees of 
the United States Government and do not subscribe to the oath of office taken 
by officers and employees of the Federal Government. 

Some of the officers and employees of the Federal Reserve System, other than 
the Board and its staft, can be considered as public officials of the United States 
Government. They are the members and alternate members of the Federal 
Open Market Committee, and the Federal Reserve agents and assistant Federal 
Reserve agents at the various Federal Reserve banks. 

The Federal Open Market Committee is, of course, a governmental body 
created by the Federal Reserve Act. The Reserve bank presidents and first 
vice presidents who are members or alternate members of the Committee serve 
in a dual capacity. As such members they subscribe to the constitutional oath 
of office prescribed by section 16 of title 5 of the United States Code. In their 
capacity as officers of the Reserve banks, however, they have the different status 
indicated in the second paragraph of this letter. 

The Federal Reserve agent at each Federal Reserve bank, who is also chairman 
of its board of directors, acts in his capacity as Federal Reserve agent as an agent 
and representative of the Board of Governors and as such takes the oath of 
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office prescribed by the above-mentioned prov isions of the United States Code. 
For similar reasons, the Federal Reserve agent’s assistants likewise subscribe 
to the statutory oath of office. 

I trust that this will supply the information you desire. 

Sincerely yours, 
C. Cansy BALpeRsTON, 
Vice Chairman 

On August 16, 1957, I wrote Chairman Martin, asking for a more 
detailed breakdown of certain of the categories of expenses shown in 
the Board’s annual report for 1956, relating to the expenses of the 12 
Federal Reserve banks. 

No specific details were requested by me, but rather I left this 
matter up to Chairman Martin to supply what might be available 
from already existing tabulations, or summary accounts in the 
Reserve banks, without making new tabulations of individual expense 
items. 

Following my request, the Board staff suggested a list of categories 
in which the information might be supplied, indicating that this 
would be the most detail that could be supplied without going to a 
great deal of work to make new tabulations of individual expense 
items. Under the circumstances, this breakdown seemed to me 
acceptable, in that it would, in most instances, at least supply totals 
for each of several departments or broad functions of the Reserve 
banks. 

In the case of a $1.2 million telephone and telegraph expense, the 
information was that this is not allocated to any separate depart- 
ments or functions. 

I will insert in the record at this point a letter of October 7, 1957, 
from Chairman Martin, transmitting the report of expenses for 1956, 
together with the several statistical tables comprising this report. 

(The letter is as follows:) 

OcToBER 7, 1957. 
Hon. Wricut PATMAN, 
House of Representatives, Washington, D. C. 

DeEaAR Mr. Patman: Pursuant to the request contained in your letter of August 
16, 1957, attached is a detailed statement of each of several items of expense 
shown in table 6 of the Board’s annual report for 1956. 

Sincerely yours, 


Wma. McC. Martin, Jr. 
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FEDERAL RESERVE BOARD ANSWERS TO LIST OF QUESTIONS 
SUBMITTED TO THE BOARD BY HON. WRIGHT PATMAN 


BoarD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM, 
Washington, February 25, 1958. 
The Honorable Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. CO. 

Dear Mr. CHAIRMAN: Enclosed is a set of the answers to the first 27 questions 
that were presented to me by Congressman Patman last August 6 at the con- 
clusion of my appearance before your committee at the hearings on the Financial 
Institutions Act of 1957. This completes the material that I was requested to 
supply at that time, the answers to the other questions having been transmitted 
with my letters of November 12, 1957 (question 29), December 16, 1957 (ques- 
tions 1-19 on destruction of money), and January 23, 1958 (questions 28 and 
30-44). 

A copy of these answers is being sent to Mr. Patman together with a copy of 
this letter. 

Sincerely yours, 
Wma. McC. Martin, Jr. 


QUESTIONS SUBMITTED BY Mr. PATMAN TO CHAIRMAN MARTIN AT THE HEARING 
ON THE FINANCIAL INSTITUTIONS AcT AvuGuUST 6, 1957 


1. “Mr. Martin, in your prepared statement you suggest that the bill be 
amended to provide specific authority for the repurchase agreements. You 
further say in your prepared statement that the repurchase agreement has some 
of the attributes of a loan. 

“Does the repurchase agreement have the attributes of anything else other than 
a loan, and, if so, what?’ 

The repurchase agreement currently in use by the Federal Reserve Bank of 
New York, a copy of which is attached together with the form of General Col- 
lateral Agreement referred to therein, has the attributes and takes the form of 
a sale of securities by a nonbank dealer to the Reserve Bank with an agree- 
ment by the vendor to repurchase the securities at a specified price at any time 
at the option of the vendee or the vendor on or before a specific date. The 
sale is effected by the delivery of the securities by the vendor to the vendee 
and payment therefor by the vendee. Title passes to the vendee and remains in 
the vendee unless either party exercises its option under the agreement. 

In view of its form, as described above, a repurchase agreement includes a 
definite arrangement for reversing and thus liquidating the transaction within 
a short period. The Board is convinced that operations in repurchase agree- 
ments with dealers both aid the functioning of an effective Government securities 
market and also provide a means for supplying reserve funds to banks in periods 
of temporary stringency. Further aspects of repurchase agreements and the 
reasons for their use by the system are discussed in the answer to question 7. 


Attachments for answer to question 1 
(9/16/49) 
REPURCHASE AGREEMENT 


(Date) 
FeperaL Reserve BANK oF New York, 
New York 45, N.Y. 

GENTLEMEN : We hand you herewith United States Government securities (with 
all unmatured coupons, if any, attached), having a total par value of $__________ ‘ 
listed below, which we have today sold to you for $_______-___. In consideration 
of the purchase by you of such securities, we hereby agree to repurchase them 
from you at any time at your or our option on or before ~~~. ------, at 
the same price plus interest thereon at the rate of -.__. percent per annum 
for the number of days that said securities are held by you. It is understood 
that, if any of the attached coupons mature before we repurchase the securities 
as provided above, you will, upon notice by us, deliver such coupons to us or 
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eollect them for our account. Our obligations hereunder are secured by and 
subject to the terms and conditions of our, general collateral agreement with you. 
Very truly yours, 


(Name of dealer) 


(Title) 


Schedule of securities covered by above agreement 


Description of issue Maturity Amount 
(par value) 








GENERAL PLEDGE AND COLLATERAL AGREEMENT 


In consideration of purchases and sales of bills, notes, acceptances, bonds, 
securities, and other property, effected between the Federal Reserve Bank of 
New York (hereinafter called the “Reserve Bank’’) and the undersigned by 
virtue of agreements from time to time entered into between the parties, and 
other good and valuable consideration, and as collateral security for any and 
all indebtedness, obligation, and liability of any kind of the undersigned to the 
Reserve Bank now or hereafter existing and whether absolute or contingent 
or due to or to become due (hereinafter called “Liabilities”), the undersigned 
hereby pledges and agrees to pledge to the Reserve Bank all moneys, credits, 
negotiable instruments, bonds, stocks, commercial paper, securities, mortgages, 
choses in action, claims, demands, rights, interests, and property of every kind 
which are now in, or which may at any time hereafter come into, the possession 
or control of the Reserve Bank, or of any of its agents or correspondents, or 
which may now or hereafter be in transit to the Reserve Bank or any of its 
agents or correspondents, and which belong to, or are held for account of or 
subject to the order of, the undersigned (all of which are hereinafter collectively 
referred to as the “Collateral’”’) ; and the undersigned further gives and agrees 
to give to the Reserve Bank, as collateral security for the Liabilities, a lien, 
right of offset, and other appropriate security interest in any of the Collateral 
which by its nature is or may be incapable of pledge. 


The undersigned shall, whenever requested by the Reserve F liver to 
the Reserve Bank such collateral and such additional, and f) ‘lateral, 
rights and property as the Reserve Bank in its discretion ma ~acessary 


to secure properly the payment of the Liabilities. 

Upon default in the payment of any of the Liabilities includiu, ay interest 
thereon, or in the performance of any obligation of the unders -ied to the 
Reserve Bank, or in case of the failure of the undersigned to furni additional 
collateral as herein provided, or if the undersigned shall suspend or - :scontinue 
business, or shall be adjudicated bankrupt or insolvent, or shall make an 
assignment for the benefit of creditors or a composition with creditors, or 
shall file a voluntary petition, or an answer admitting the jurisdiction of the 
court and the material allegations of an involuntary petition, or shall consent 
to an involuntary petition, pursuant to any bankruptcy, reorganization or in- 
solvency law of any jurisdiction, or if any order shall be entered pursuant to 
any such law approving an involuntary petition seeking reorganization of or 
to effect an arrangement or plan for the undersigned or appointing any receiver 
or trustee of or for the undersigned or of or for all or any substantial portion 
of the property of the undersigned, or if the undersigned shall apply for or 
consent to the appointment of such a receiver or trustee, then, and in every 
such event, any and all of the Liabilities shall, at the option of the Reserve 
Bank, immediately become due and payable without presentment or demand 
or notice of any kind, all of which are hereby expressly waived, notwithstanding 
any provision to the contrary in any instrument evidencing any of the Liabili- 
ties. In any such event, the Reserve Bank is authorized to sell, assign and 
deliver, in its discretion, the whole or any part of the Collateral at public or 
private sale or at broker’s board (being at liberty to become the purchaser if 
the sale is public or at broker’s board), with or without demand, advertisement, 
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or notice of the time or place of sale or adjournment thereof or otherwise, upon 
such price and terms as the Reserve Bank may deem advisable, the undersigned 
hereby waiving and releasing any and all equity or right of redemption. In 
ease of any such sale, after deducting all costs, attorney’s fees, and other 
expenses of collection, sale, and delivery, the Reserve Bank may apply the 
net proceeds of sale to the payment of any or all of the Liabilities whether 
due or not, as the Reserve Bank may deem proper, the undersigned remaining 
liable for any deficiency with legal interest, and the balance of such net pro- 
ceeds, if any remain after payment in full of all Liabilities, shall be paid to the 
undersigned. 

The Reserve Bank may assign or transfer the whole or any part of any obliga- 
tion or liability of the undersigned and may or may not transfer as collateral 
security therefor the whole or any part of the Collateral, and the transferee 
shall have the same rights and powers with reference to such obligation or liabil- 
ity and the Collateral transferred therewith as are hereby given to the Reserve 
Bank. 

This instrument shall constitute a continuing pledge and agreement between 
the undersigned and the Reserve Bank applying to all future as well as existing 
transactions between said parties (and, in case the undersigned is a partnership, 
shall not be affected, impaired, or released by the death, resignation or addi- 
tion of any partner), and shall not be terminated by the closing at any time of 
all transactions between said parties but shall apply thereafter to any new 
transaction or transactions and shall continue in full force and effect until 
notice is received in writing by either party from the other of the intention to 
terminate it. Any such termination shall have the effect of cancelling this agree- 
ment only as to transactions thereafter entered into. 

In witness whereof the undersigned has caused these presents to be executed 
this — day of ———, 19—. 


(Signature) 


(Title) 

2. “Last week I obtained from the Board a list of the names of all of the 
dealers who do business with the Open Market Committee. I note that there 
are 15 dealers on the list: 5 are called bank dealers, and the other 10 are 
firms of another character—I suppose they would be called securities brokers, 
or investment bankers. 

“Are these all of the firms the Open Market Committee does business with— 
you sell Government securities to no one else and you buy from no one else?” 

The System Open Market Account currently does business in United States 
Government securities with 17 Government securities dealers: 5 are dealer- 
banks, and 12 are nonbank dealers. As dealers in United States Government 
securities they all trade as principals for their own account (see answer to 
question 10) and not as brokers. They also perform a function analogous to 
the underwriting function of investment bankers by subscribing for new issues 
of Government securities and in turn distributing them in the secondary market. 
Certain of the nonbank dealers act as investment banks in underwriting and 
distributing new issues of corporate and municipal securities. All of the dealer- 
banks underwrite and distribute municipal securities. In addition, certain 
of the nonbank dealer firms act as brokers for various types of securities. (See 
answer to question 9 for list of names.) Transactions for the System open 
market account are at times effected with foreign central banks and interna- 
tional organizations having accounts at the Federal Reserve Bank of New York 
when the necessity arises for coordinating sizable orders from these sources with 
open-market operations by the System account. 

The account is prepared to transact business in United States Government 
securities with any security dealer that is able to establish its financial responsi- 
bility and that makes primary markets (as defined in the answer to question 4) 
in such securities. The account has in the past transacted business through 
other firms which operated strictly as brokers on the New York Stock Exchange. 
In recent vears no oceasion has arisen for trading on the exchange, since trading 
in United States Government securities is almost entirely carried on through 
the over-the-counter dealer market. However, two of the over-the-counter dealer 
concerns are members of the exchange, and other members of the exchange are 
available if need should arise. 
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8. “Has this list of names ever been made public; and does the Open Market 
Committee regularly publish the names of the dealers it does business with?” 

The list of United States Government securities dealers with which the System 
account is currently transacting its business has not hitherto been public 
knowledge. It is the policy to maintain all relationships with dealers in strict 
confidence. Moreover, the System account does not restrict the number of firms 
with which it will transact business, so that any list would have to be viewed as 
subject to revision at any time. 

4. “What are the requirements that a dealer or a bank must meet in order to 
trade with the Open Market Committee?’ 

Requirements for trading with the System open market account are that a 
United States Government security dealer be financially responsible and make 
primary markets in United States Government securities. To make primary 
markets dealers must be willing to buy and sell for their own account reasonable 
amounts of securities at their quoted prices. 

5. “What is the nature of the general agreement that a dealer must sign, if this 
is still a requirement, before he can trade with the Open Market Committee?” 

United States Government securities dealers are not required to sign any 
general agreement in order to do business with the System open market account. 

In connection with repurchase agreements made by nonbank dealers with the 
Federal Reserve Bank of New York (under direction of the Federal Open Market 
Committee), a dealer must sign a general collateral agreement by virtue of which 
the dealer pledges, as collateral security for any indebtedness of the dealer to the 
bank, any property of the dealer which is in, or may come into, the possession 
of the bank, and gives a lien on any such property which may be incapable of 
pledge. A copy of the form of general collateral agreement currently in use by 
the Federal Reserve Bank of New York is attached to the answer of question 1. 

6. “Why is it that the Open Market Committee does not buy and sell United 
States Government securities directly from or to the member banks?” 

An essential feature of a well-organized market is the existence of a center 
where buyers and sellers may freely and with minimum delay effectuate their 
desired transactions. In such a market, there must be professional specialists 
prepared to quote firm prices, both for purchase and sale, and to make good on 
their quotations at their own risk. By effecting its transactions only with these 
professionals, the System is able to conduct its transactions impersonally, is 
assured that its transactions are accomplished at best market prices, and has 
available a mechanism that maintains the broadest continuing contacts with the 
various segments of the market. It would be completely impractical for the 
System to contact all member banks and other holders of securities when 
operations are necessary to carry out the directives of the System Open Market 
Committee. 

7. “What are the circumstances under which the open-market desk buys 
securities from a dealer under a repurchase agreement and what is the rationale 
insofar as the member banks or the public interest are concerned for a 
practice which is, in effect, a practice of making loans to dealers in Government 
securities ?” 

The circumstances under which the System account management, acting 
through the Federal Reserve Bank of New York, makes repurchase agreements 
with nonbank dealers are so complex that a brief description in answer to this 
question would not be responsive. Reference is made, therefore, to chapter VIIT 
of a booklet entitled “Federal Reserve Operations in the Money and Government 
Securities Markets” by Robert V. Roosa, vice president of the Federal Reserve 
Bank of New York, which describes trading methods and objectives. This 
chapter, as a whole, contains the most up-to-date and comprehensive analysis of 
the use of repurchase agreements in relation to other System open-market oper- 
ations and objectives as well as to market needs for this facility. 

The rationale for making repurchase agreements, as implied in Mr. Roosa’s 
description, is that these contracts are a valuable part of the techniques of open- 
market operations. The repurchase agreement with nonbank dealers is a useful 
mechanism for implementing System policy when the objective is to supply 
reserves to the banking system on a temporary basis, retaining control over the 
amount supplied as well as the period for which the reserves are made availible, 
and at the same time relieving reserve pressures on banks. The agreements are 
adapted to meeting certain operating needs for reserve funds th 
time to time in the central money market. 


8. “What has been the total dollar volume of purchases uncer repurchase 





it arise from 


agreements in the 12 months ended June 30, 1957? 
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Total dollar volume of purchases made under repurchase agreements for 
12-month period ended June 30, 1957, was $4,547,800,000. The largest amount 
outstanding at any one time during this period was $474,200,000 on December 27, 
1956. 

9. “Please supply for the record a description of each of the 15 dealers and 
bank-dealers now trading with the open market desk, giving for each the financial 
eondition, the capitalization, the average value of United States Government 
securities held for the dealer’s own account in the last 12 months, the average 
and the maximum amount of securities held for each under repurchase agree- 
ments, and the realer’s gross profits, in the past year, from dealings in United 
States Government securities.” 

The System account does not have the full range of information requested. 
Such information as is available to the System account that might be used in 
answering some parts of the question has been furnished to the Federal Reserve 
bank of New York voluntarily and in strictest confidence. We would suggest that 
if the committee wishes this information it make formal request to the United 
States Government securities dealers. 

The 17 dealers and dealer-banks with which the System account has dealt over 
the past 12 months are: 


Bartow Leeds & Co., New York, N. Y. 

sriggs, Schaedle & Co., Inc., New York, 
ee. 

C. F. Childs & Co., Inc., New York, N. Y. 

C. J. Devine & Co., New York, N. Y. 


Chas. E. Quincey & Co., New York, N. ¥. 

D. W. Rich & Co., Inc., New York, N. Y. 

Solomon Bros. & Hutzler, New York, 
N. Y. 

Bankers Trust Co., New York, N. Y. 





Discount Corp., New York, N. Y. New 


First Boston Corp., New York, N. Y. 


Chemical Corn Exchange Bank, 
York, N. Y. 


Aubrey G. Lanston & Co., Inc., New Continental Illinois National Bank & 
York, N. Y. Trust Co., Chicago, Il. 

New York Hanseatic Corp., New York, First National Bank of Chicago, Chica- 
N. Y. go, Ill. 

W. E. Pollock & Co., Inec., New York, Guaranty Trust Co., New York, N. Y. 
N;. x. 


10. “Do the dealers and bank-dealers trade with the open market desk both as 
principals and commission brokers? If so, who decides whether in particular 
trades the dealer is to act as agent or principal; what are the controlling circum- 
stances; where a commission is paid, what is the amount of the commission; and, 
if commissions are paid, what was the total value of securities traded with each 
of the 15 dealers in the past 12 months (a) where the dealer acted as broker and 
(b) where the dealer acted as principal?” 

United States Government securities dealers and dealer-banks trade with the 
System open market account only as principals, hence no commissions are 
involved. 

11. “What is the minimum amount 
required to hold for his own account?” 

There is no requirement as to the minimum amount of Government securities 
a dealer must hold for his own account. 

12. “Does the Open Market Committee receive regular, formal reports on the 
amount of Government securities each dealer is holding for his own account?” 

The Federal Reserve Bank of New York, through which security transactions 
are executed for the System open-market account pursuant to directives of the 
Federal Open Market Committee, receives daily informal reports from certain of 
the United States Government securities dealers, showing the amounts of each 
dealer’s position, long or short, in United States Government securities, subdivided 
by broad groups but not by individual issue. These reports are received entirely 
on a voluntary basis and are submitted in the strictest confidence. To reveal the 
information from any one dealer to the other dealers, directly or indirectly, would 
jeopardize his competitive position. In competitive trading operations such 
information is a vital trade secret. 

13. “How does the Open Market Committee transact its sales and purchases— 
is this an auction market, or are prices negotiated with the dealers, or what?” 

The over-the-counter market in United States Government securities, operated 
by the United States Government securities dealers, is basically a negotiated 
market but has certain aspects of an auction market, in the limited sense that 
there is an active and aggressive competition between dealers to obtain business 
through making the most attractive markets on their bid and asked quotations. 


of Government securities a dealer is 
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A nominal auction market for United States Treasury bonds (as distinct from 
Treasury notes, certificates of indebtedness, and Treasury bills) exists on the 
New York Stock Exchange, but the amount of trading on the exchange is minimal. 
A small volume of business is also transacted by commercial banks, as principals, 
direct with their customers. The negotiated United States Government securities 
dealer market is, for all practical purposes the only real market today for trading 
in outstanding United States Government securities. The System open-market 
account transacts its purchases and sales with this market at the best prices 
available, as determined from quotations obtained from dealers. 

14. “Are the prices which the Open Market Committee pays or receives for 
United States Government securities promptly made public—that is, can the 
banks read quotations in the newspapers and know what prices the Open Market 
Comumnittee is receiving and paying?’ 

Prices which the System open-market account pays or receives for United States 
Government securities are not made public in any way. Since transactions are 
made at best prices, the prices would fall within the range of publicly available 
bid and asked quotations of the various dealers. 

15. “What section of the law provides for the Open Market Committee to buy 
and sell Government securities to dealers, rather than to member banks?” 

Section 14 of the Federal Reserve Act provides that every Federal Reserve 
bank shall have power “* * * (b) To buy and sell, at home or abroad, bonds and 
notes of the United States, * * * such purchases to be made in accordance with 
rules and regulations prescribed by the Board of Governors of the Federal 
Reserve System: Provided, That, notwithstanding any other provision of this Act, 
(1) until July 1, 1958, any bonds, notes, or other obligations which are direct 
obligations of the United States or which are fully guaranteed by the United 
States as to principal and interest may be bought and sold without regard to 
maturities either in the open market or directly from or to the United States; 
but all such purchases and sales shall be made in accordance with the provisions 
of section 12A of this Act * * * and (2) after June 30, 1958, any bonds, notes, 
or other obligations which are direct obligations of the United States or which 
are fully guaranteed by the United States as to principal and interest may be 
bought and sold without regard to maturities but only in the open market.” 

Section 12A of the Federal Reserve Act, which creates the Federal Open 
Market Committee, provides in subsection (b) that, ‘‘No Federal Reserve bank 
shall engage or decline to engage in open-market operations under section 14 
of this Act except in accordance with the direction of and regulations adopted 
by the Committee. The Committee shall consider, adopt, and transmit to the 
several Federal Reserve banks, regulations relating to the open-market transac- 
tions of such banks.” 

Pursuant to this section of the law, the Federal Open Market Committee has 
issued Regulations Relating to Open Market Operations of Federal Reserve 
Banks, which provide in section 6 that “No Federal Reserve bank shall purchase 
or sell Government securities, for its own account or for the account of any other 
Federal Reserve bank, except pursuant to authority granted by the Committee 
or in accordance with an open-market policy adopted by the Committee and in 
effect at the time.” 

The provisions of law quoted above regarding the authority of the Federal 
Reserve banks to buy and sell Government securities do not limit such authority 
to dealings with member banks and in fact make no mention of the organizations 
or persons with which such dealings may be carried on. The reasons why, as a 
practical matter, it has not been deemed desirable to buy and sell Government 
securities directly from or to member banks, have been set forth in the answer 
to question 6. ; 

The Federal Open Market Committee each year has selected the Federal 
Reserve Bank of New York to execute transactions for the System open-market 
account and for its guidance in that capacity has advised that bank that it is 
understood transactions will be carried on with persons and firms actually en- 
gaged in the business of dealing in Government securities. 

16. “Is it the Board’s position that 15 dealers are enough to insure a competitive 
market, and that there is no serious risk that the Open Market Committee may 
at times be up against a rigged market, or a market influenced by other important 
noncompetitive factors?” 

It is the judgment of the Federal Open Market Committee that the market for 
United States Government securities as presently operated is adequately com 
petitive for effective operation of the System open-market account. The only 
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securities dealers with which the account effects transactions are dealers which 
we understand regularly make primary markets. Any firm which is prepared 
to demonstrate that it is financially reliable, and is a dealer making primary mar- 
kets, may begin to do business with the account merely by calling upon the man- 
ager and arranging to contact the trading desk. 

Any such firm must understand from the start, however, that the trading desk 
may in turn call upon the firm at the initiative of the desk whenever there are pur- 
chases or sales to be executed. Failure of the firm to make real bids or offers 
(i. e., failure to perform as a dealer in the face of actual business to be done) 
over any considerable period will cause the manager to decide that the firm is 
not making primary markets. 

Obviously, in the interest of efficiency, and promptness in execution, the trading 
desk cannot afford to delay its responses to active dealers while taking the time to 
contact a number of firms which do not respond with actual bids or offers when 
asked. But any firm which is prepared to perform on offerings or bids is indeed 
welcome to trade with the System account. 

The dealer market, as presently constituted, is highly competitive, probably 
more so than most other markets. The profitableness of dealer operations depends 
to a large extent on volume of business which in turn requires the building up of 
relationships with customers, based on dealer service and willingness to make 
good markets. We know of no evidence of collusion between dealers resulting 
in a lack of competitive trading facilities for the System open-market account. 


REGULATION RELATING TO OPEN MARKET OPERATIONS OF 
FEDERAL RESERVE BANKS 


FEDERAL OPEN MARKET COM MITTEI 


As amended effective June 22, 1955 
OPEN MARKET OPERATIONS 
SECTION 1 


Pursuant to the authority conferred upon it by section 12A of the Fed 
eral Reserve Act, as amended, the Federal Open Market Committee pre- 
scribes the following regulations relating to the open market transactions 
of the Federal Reserve Banks. 

The Federal Open Market Committee expressly reserves the right to 
alter, amend, or repeal this regulation in whole or in part at any time. 


SECTION 2. DEFINITIONS 


(a) Government securities.—The term “Government securities” shall 
include bonds, notes, certificates of indebtedness, Treasury bills, and 
other obligations of the United States, including obligations fully guar- 
anteed as to principal and interest by the United States. 

(b) Obligations.—The term “obligations” shall include all bankers’ 
acceptances, bills of exchange, cable transfers, bonds, notes, warrants, 
debentures, and other obligations, including Government securities, 
which Federal Reserve Banks are authorized by law to purchase in the 
open market. 

(c) System Open Market Account —The term “System Open Market 
account” applies to Government securities and other obligations hereto 
fore or hereafter purchased in accordance with open market policies 
adopted by the Committee and held for the account of the Federal Re 
serve Banks. 

(d) Committee——The term “Committee” shall mean the Federal Open 
Market Committee. 


SECTION 3. GOVERNING PRINCIPLES 


By the terms of section 12A of the Federal Reserve Act hmended, 
the time, character, and volume of all purchases and sales in the ope! 
market by Federal Reserve Banks shall be governed with a view to ac 
comodating commerce and business and with regard t heir bearing 


upon the general credit situation of the countr 
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SECTION 4. FEDERAL OPEN MARKET COMMITTEE 


(a) Functions.—The Committee shall consider the needs of commerce, 
industry, and agriculture, the general credit situation of the country, and 
other matters having a bearing thereon and consider, adopt, and trans- 
mit to the several Federal Reserve Banks, regulations, and directions 
with respect to the open market operations of such banks under section 
14 of the Federal Reserve Act. 

(b) Participation in System Open Market Account.—The Committee 
from time to time shall determine the principles which shall govern the 
allocation among the several Federal Reserve Banks of Government 
securities and other obligations held in the System Open Market Account, 
with a view to meeting the changing needs of the Federal Reserve 
Banks. 

SECTION 5. CONDUCT OF OPEN MARKET OPERATIONS 


Fach Federal Reserve Bank shall engage in open market operations 
under section 14 of the Federal Reserve Act only in accordance with this 
regulation and the directions issued by the Committee from time to time, 
and no Federal Reserve Bank shall decline to engage in open market 
operations as directed by the Committee. 

Transactions for the System Open Market Account shall be executed 
by a Federal Reserve Bank selected by the Committee. Each Federal 
Reserve Bank shall make available to the Federal Reserve Bank selected 
by the Committee such funds as may be necessary to conduct and effectu- 
ate such transactions. 


SECTION 6. PURCHASE AND SALES OF GOVERNMENT SECURITIES 


No Federal Reserve Bank shall purchase or sell Government securi- 
ties, for its own account or for the account of any other Federal Reserve 
Bank, except pursuant to authority granted by the Committee or in 
accordance with an open market policy adopted by the Committe and 
in effect at the time. 

The Committee reserves the right, in its discretion, to require the sale 
of any Government securities now held or hereafter purchased by an 
individual Federal Reserve Bank or to require that such securities be 
transferred into the System Open Market Account in accordance with 
such directions as the Committee may make. 


SECTION 7. OTHER OPEN MARKET OPERATIONS 


Subject to directions of the Committee and the following conditions, 
each Federal Reserve Bank may engage in open market operations other 
than the purchase or sale of Government securities : 


(1) Each Federal Reserve Bank, as may be required from time to 
time by the Committee, shall report all such transactions to the 
Secretary of the Committee. 

(2) Only acceptances and bills of exchange which are of the 
kinds made eligible for purchase under the provisions of Regula- 
lation B of the Board of Governors of the Federal Reserve System 
may be purchased: Provided, That no obligations payable in for- 
eign currency shall be purchased or sold for the account of the 
Federal Reserve Bank except in accordance with directions of the 
Committee 

(3) Only bills, notes, revenue bonds, and warrants of States, 
counties, districts, political subdivisions, Or municipalities which 
are of the kinds made eligible for purchase under the provisions 
of Regulation FE of the Board of Governors of the Federal Reserve 
System may be purchased. 

(4) No Federal Reserve Bank shall engage in the purchase or 
sale of cable transfers for its own account except in accordance with 
the directions of the Committee. 


17. “Can you name any other organized market, where there are trading rules 
and penalties for violating trading rules where the traders are as few as 15?” 
Organized markets for fairly well defined items (other than U. 8S. Govern 


ment securities) on which bid and asked prices are quoted and in which pur 
j ij 


chases and sales « e readily effected, include the stock and commodity ex- 
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changes; over-the-counter markets for certain stocks, bankers’ acceptances, 
commercial paper, foreign exchange, and corporate and municipal bonds; the 
tobacco auction market; and the markets for plywood, vegetables, newsprint, 
and many other items. Although all organized markets have “rules of the 
trade,” which are largely informal and, in many cases, not enforceable, only 
a few, as far as we know, have formalized regulations enforceable by some 
authority, either outside or within the trading group. The only markets having 
trading rules and penalties in this sense are the exchange markets for securities 
and, to a lesser extent, the exchange markets for commodities and the over-the- 
counter markets for securities. Traders on the exchanges are subject to the 
rules of the exchanges and they, as well as over-the-counter dealers and brokers, 
who are not as closely supervised as dealers on the exchanges, are subject to 
the Securities Exchange Act of 1934, the rules of the National Association 
of Securities Dealers (if they are members of the association), and certain 
State “blue sky” laws, such as the Martin Act in New York State. 

The total number of traders or members associated with any one of these 
markets, in the sense of individuals or firms acting separately to buy or sell 
at their quoted prices, is over 15 in the case of all the exchanges for which 
data are available. On most of the exchanges, however, a variety of securities 
or commodities are traded, so that the number of dealers trading in a specific 
security or commodity might be very small. On the New York Stock Exchange, 
for example, there is generally a limited number of dealers or “specialists” for 
each stock, and frequently only one. The same apparently holds true in the 
market for many over-the-counter stocks; markets for specific securities are 
frequently maintained by from 1 to 5 dealers. 

In the over-the-counter markets, there are certain factors which tend to pro- 
mote competition even when there are relatively few dealers. These factors 
include the existence of close substitute securities or commodities and the free- 
dom that exists for other dealers to enter the market. It is usually possible, 
in these markets, for anyone having sufficient capital and the necessary repu- 
tation to become a dealer and to compete with any existing dealer or dealers 
In this way, any dealer who may be making unreasonable profits or providing 
inadequate services is thwarted by the emergence of aggressive competition 
from other dealers. The widespread knowledge of price conditions that gen- 
erally exists in organized markets, and the frequency with which there is an 
overlapping of activity on the part of firms skilled in one line over into others, 
usually assures that professional traders of integrity and competence will dis- 
cover and serve any economic need which offers a reasonable return for the 
exercise of trading skill. 

18. “Are there trading rules for dealers trading with the open-market desk? 
If so, please supply a copy of the rules.” 

There are no formal trading rules for dealers doing business with the System 
open-market account. The Account purchases and sells securities in the market 
according to the same simple unwritten rules as apply to all participants in the 
over-the-counter Government securities markets. For example, a firm commit- 
ment mae by telephone must be respected by both parties. 

19. “In case some of the 15 dealers who deal with the Open Market Committee 
should try to rig the market, what are the penalties?” 

Basically, the market for United States Government securities is self-policing 
and would provide its own penalties for attempts at rigging. It is a highly 
competitive market actively participated in by the professional investment 
managers of practically all of our leading financial institutions and a significant 
number of industrial and commercial organizations in addition to the dealers 
who transact business with the System account. In such a market, any 
attempt to rig invites losses rather than gains. There are, of course, general 
laws governing securities trading which would become effective if evidence of 
rigging became available. These laws would include State laws, such as the 
Martin Act in New York State, and the Securities Exchange Act of 1934. The 
penalties would be the same as those applying to any other securities dealers 
or brokers who commit similar offenses in other securities markets. 

20. “Under present organizations and procedures, is there any danger of 
informational leaks, or any danger that dealers who trade with the open-market 
desk will receive information, in advance of the banking community generally, 
that the Onen Market Committee has decided to support the market for Govern- 
ment securities ?” 

Under present procedures, the market knows that transactions for System 
account are not undertaken to provide support for any individual Government 
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security but rather to supply a volume of reserves to the banking system as 
a whole appropriate to the requirements of economic growth and stability. The 
market knows also that under present procedures transactions for System 
account are generally confined to the short maturities where trading activity 
for private account is continuous and in large volume. This not only precludes 
the Open Market Committee from supporting any particular issue but also 
eliminates market expectations that it may do so, 

The System’s management believes that an effective market for Government 
securities is an informed market, and that the weekly Statement of Condition 
of the Federal Reserve Banks should disclose as fu! y as possible the changes 
in the System’s portofolio from the previous week. The market can thus follow 
closely and with only moderate delay System operations after they have been 
effected. Present organization and procedures are set up so as to prevent 
informational leaks regarding System open-market operations. It is recognized 
that there is always the possibility of a leak within the System itself, but this 
is considered highly unlikely in view of the character of the staff engaged in 
these operations. A rule of the Federal Reserve Bank of New York provides: 

“Confidential work.—Much of our work is confidential. Some of it, for ex- 
ample, involves knowledge of the affairs of the Board of Governors of the 
Federal Reserve System, other Federal Reserve banks and our member banks. 
Some of it involves operations of the United States Treasury Department and 
other Government offices, and of foreign central banks and governments. Con- 
fidential information of this kind should not be discussed outside the bank, even 
within your family.” 

In addition, the management of the bank has issued a warning to all officers 
that the disclosure of confidential information with respect to open-market 
policies and operations by any officer or employee is prohibited by rules of the 
bank. 

Since open-market operations with dealers are carried out through Govern- 
ment securities dealers, it is unavoidable that the dealers will be able to tell 
at times whether operations for the System open-market account are on the 
buying or selling side before the investing community generally. However, the 
Federal Reserve Bank of New York acts in the market for various foreign 
accounts, Treasury accounts, and member banks, as well as for the System 
open-market account, so that dealers cannot always be sure of what the System 
account is doing until publication of the weekly Federal Reserve statement. 

21. “Have regulations been issued on the subject of employees of the Reserve 
System owning or trading in Government securities? If so, please supply a 
copy of the regulations.” 

There is no regulation prohibiting Federal Reserve employees from owning 
United States Government securities. However, the Board and each Federal 
Reserve bank has issued instructions to insure that Federal Reserve System 
personnel will not benefit from inside information on System open-market oper- 
ations. Use by an officer or an employee of confidential information for personal 
profit or for any other improper purpose, either directly or indirectly through 
some other individual, would result in immediate dismissal or other appropriate 
disciplinary action. For many years it has been the uniform understanding as 
stated in the enclosed copy of the Board’s letter of March 24, 1948, that officers 
and employees of a Federal Reserve bank shall refrain from being placed in 
any position which might embarrass the Reserve bank in the conduct of any 
of its operations or result in questions being raised as to the independence of 
their judgment or their disinterestedness in the discharge of their official re- 
sponsibilities or their ability to perform satisfactorily all of the duties of their 
positions. Enclosed is a summary prepared in 1954 of rules or understandings 
in effect at the Federal Reserve banks relating to confidential affairs of those 
banks. Also enclosed are copies of statements directed to each member of the 
staff of the Board of Governors at the time of employment and annually there- 
after regarding the confidential character of the Board’s affairs and financial 
transactions and outside business activities. 
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Attachments for answer to question 21 


BCARD OF GOVERNOES, 
OF THE FEDERAL RESERVE SYSTEM, 
Washington, D. C., March 24, 1958. 
To: The presidents of all Federal Reserve banks. 
The chairmen of all Federal Reserve banks. 

DEAR Sir: Recently, in connection with a review of the policies in effect with 
respect to outside business affiliations and teaching activities of members of the 
Board’s staff and officers and employees of the Federal Reserve banks, the Board 
expressed the view that, under established policies, such connections should be 
made by those occupying responsible positions only with the approval of the 
Board whenever a member of its own staff was involved and only with the ap- 
proval of the appropriate committee or officers of a Federal Reserve bank when- 
ever an officer or employee of the bank was involved. This letter is for the 
purpose of incorporating the above suggestion in existing policies and consolidat- 
ing the Board’s letters on this matter into a single communication. Accordingly, 
this letter supersedes the Board’s letters of May 7, 1924 (X-4048, F. R. L. 8. 
No. 9054), June 25, 1937 (S-8, F. R. L. S. No. 9055), July 26, 1987 (S—19a, 
F. R. L. 8. No. 9056), and June 25, 1945 (S-855, F. R. L. S. No. 9054.1). 

For many years, the Board has taken the position that the good conduct and 
repute of the Federal Reserve System require that officers and employees occupy- 
ing responsible positions in the Federal Reserve banks shall give their entire 
time and attention tto the affairs of the banks and not be identified with any 
outside business interests. Stated as a general principle, it is important that 
officers and employees of a Federal Reserve bank refrain from being placed 
in any position which might embarrass the Federal Reserve bank in the conduct 
of any of its operations or result in any questions being raised as to the inde- 
pendence of their judgment or their disinterestedness in the discharge of their 
official responsibilities or their ability to perform satisfactorily all of the duties 
of their positions. 

Question as to the applicability of this policy to teaching commitments, has 
been raised, and it has been urged that there is a definite distinction between 
the outside business connections contemplated by the above statement of policy 
and purely educational work, and that there should be no objection to an officer 
or a member of the research staff of a Federal Reserve bank having a teaching 
connection with a university which is also helpful in enabling him to keep in 
touch with current developments in his field and in establishing and maintaining 
relations between the bank and the university which would be of advantage to 
the bank. The Board is in agreement that such instances, as well as other 
teaching connections which are closely related to the work of the Federal Reserve 
banks, such as AIB classes, should not be regarded as coming within the scope of 
the policy stated above, provided (a) the teaching engagement is clearly second- 
ary and in keeping with employment by the Reserve bank, and (6) the teaching 
engagement does not interfere with the work of the Reserve bank. 

In the review of this policy, other questions have arisen about outside activities 
of members of the research staffs. Some time ago, the Board had occasion to 
consider the question of the propriety of a member of the research staff receiving 
substantial pay for preparing for a semipublic agency a study peculiarly in the 
field of Federal Reserve interests. The Board expressed the view that an im- 
portant principle was involved, namely, that a full-time employee or officer of 
a Reserve bank should not receive pay from another source for work being, or 
which should be, done by the Reserve bank as part of its public service, and that, 
in the case in question, if the study were one that the bank, as such, should make, 
it should be done by the bank without charge to the other agency, except, possibly, 
for out-of-pocket expenses. It may be added that, frequently, the person involved 
would not be called upon to render the outside service if he were not in position 
to utilize information and material accumulated in the conduct of the affairs 
of the bank. 

The policy with respect to outside engagements applies only to officers and to 
full-time, regular employees. It may not necessarily apply to individuals engaged 
as consultants on a fee basis, to those engaged as part-time employees, or to those 
employed for temporary periods, such as during vacations or for work on specific 
projects. Such cases should be considered individually by the Reserve banks in 
the light of the general principle involved. In this connection, it may be observed 
that a consultant for special services on a part-time basis should not be an officer 
of the bank, nor should he be considered as a representative of the bank, except 
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to such extent as he may be authorized for the specific purpose for which he is 
engaged. 

It is expected that reports now being made to the boards of directors of the 
Federal Reserve banks regarding indebtedness and outside business activities of 
officers and employees occupying responsible positions will be continued. The 
Board’s examiners have been instructed, in connection with each examination of 
a Federal Reserve bank, to review these reports and advise the Board of any situa- 
tions which should be brought to its attention. In no event should an officer or an 
employee occupying a responsible position undertake any outside business activ- 
ity or teaching engagement without first obtaining the approval of the appropriate 
committee or officer of the bank. 

The Board also feels that, in accordance with the principle stated in this letter, 
officers of the Federal Reserve banks and employees occupying responsibile posi- 
tions should not purchase stock in a member bank or an affiliate thereof (except, 
possibly, in the case of affiliates where the actual relationship to the member is 
remote), and that they should dispose of any such stock which they may now 
have, or may hereafter acquire, as soon as practicable without undue hardship. 
It is requested, therefore, that the annual reports of officers and employees to the 
board of directors regarding indebtedness and outside business activities also 
include information regarding the ownership of bank stock and stock of affiliates 
of banks. 

Very truly yours, 
S. R. Carpenter, Secretary. 


JUNE 25, 1954. 


SUMMARY OF RULES OR UNDERSTANDINGS IN EFFECT AT FEDERAL RESERVE BANKS 
RELATING TO CONFIDENTIAL AFFAIRS OF THE BANKS 


1. Understanding that improper use of information gained in course of work 
will result in immediate dismissal or other appropriate disciplinary action. 

2. Special attention drawn to strictly confidential nature of information con- 
cerning open-market operations and policies. 

3. Officers and employees warned that their casual statements might be given 
exaggerated importance, and that, therefore, they should not discuss System 
affairs with anyone, inside or outside the bank, except as necessary in connec- 
tion with work. 

4. Strict rules against speculative transactions by officers and employees in 
yovernment or other securities, commodities, real estate, ete., and against using 
confidential System information for personal profit of themselves or others. 
Bona fide investment purchases of Government and other securities with 
employees’ own funds permitted. One bank permits subscriptions to new Gov- 
ernment issues only in amounts under $1,000. Another prohibits persons having 
access to confidential open-market information from buying marketable Govern- 
ment securities or advising others on purchase or sale of such securities. 

5. Directors deem it improper for any director to enter for his personal 
account a subscription to United States Government securities inconsistent with 
his investment needs, or to have preferential treatment. 

6. Incurring debt for speculative activity especially forbidden; reports of 
indebtedness and of purchases or sales of securities required to insure dis- 
closure of possibly suspicious transactions. Reports of outside business con- 
nections also required. 

7. Officers and employees warned to conduct their personal and financial 
affairs in such a way that they will not reflect discredit on the officer or em- 
ployee or the bank. 

8. Rules of this nature usually included in staff manual, handbook, or other 
document distributed to officers and employees: at some banks, new employees 
are required to sign a statement indicating that they understand and will be 
governed by these rules. 

9. Officers and selected employees requested annually to describe their trans- 
actions during the past 12 months of purchases and sales of securities, commodi- 
ties, or real estate in excess of $1,000. 

10. Bank records to be used in the bank and not taken out of the building 
except with the approval of the department manager. 

11. Directors understand that there are direct lines of authority and respon- 
sibility which flow between the Board of Governors and the President, and the 
Open Market Committee and the President, and that in these areas certain 
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classified information is not to be communicated to the Board or to its individual 
members. The necessity for this policy, which is at variance with customary 
eorporate business practice, is understood and agreed to by the directors. 


PA-194a 
Revised 4/57 
To: New Employees of the Board’s Staff. 
From: BE. J. Johnson, Director, Division of Personnel Administration. 

A statement of the Board’s rules relating to maintaining the confidential 
eharacter of the Board’s affairs and to financial transactions and outside busi- 
ness activities of members of the staff is attached. Your signature below will 
constitute an acknowledgment that you are cognizant of the rules. 

In connection with Rule 5 of this statement, the Board of Governors of the 
Federal Reserve System requests that all officers and employees submit annually 
a statement concerning any outside business or teaching activity in which they 
are engaged together with a statement of the income received. The information 
submitted will be treated as confidential. 

This will serve as an interim statement until such a time as the staff is asked 
to submit the regular annual statement, and will further bring up to date the 
statements made at the time of completing your application for employment. 

If you have no outside business of teaching activities, please indicate “none” 
on this report. 


I. Outside Business Activity or Connection 
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I. Teaching Activity 
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RULES RELATING TO THE MAINTENANCE OF THE CONFIDENTIAL CHARACTER OF SYSTEM 
AFFAIRS, AND TO PERSONAL FINANCIAL TRANSACTIONS AND OTHER OUTSIDE BUSINESS 
ACTIVITIES OF MEMBERS OF THE STAFF 


The character of the Federal Reserve System requires the highest standards 
of conduct on the part of all persons who serve in the System. 

Appropriate disciplinary action will follow for any member of the staff using 
confidential information, directly or indirectly, for the profit of himself or others, 
or for any other improper purpose. 

All members of the staff shall understand clearly that they must not permit 
themselves to be placed in any position which might embarrass the System in 
the conduct of its operations or result in questions being raised as to the 
independence and honesty of their judgment in the discharge of their official 
responsibilities. 

To insure such understanding, the Board of Governors has prescribed the 
following rules relating to the maintenance of the confidential character of 
System affairs, and to personal financial transactions and other outside business 
activities of members of the staff : 

1. The affairs, actions, and activities of the System are confidential. 

2. No member of the staff shall, except as may be necessary in the regular 
course of his work or as permitted by the Board, disclose or divulge to any 
unauthorized person any information obtained in the course of his work 
which in any way relates to the Board of Governors, Federal Reserve banks, 
the United States Treasury, or other agencies of the Government, or other 
persons or organizations providing official information to the Board. 

3. No member of the staff shall engage in speculative dealings (as dis- 
tinguished from investment) in securities, commodities, real estate, money, 
exchange, etc. 
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4. Any borrowing by a member of the staff shall be on a basis that any 
securing of credit shall not be on terms more favorable than he would be 
given if he were not on the staff of the Board. 

5. No member of the staff shall engage in any outside business without 
permission of the Board. 

I understand that any violation of the above rules may be cause for my imme- 
diate dismissal. In order that the record may show that these requirements 
have been brought to my attention and that I have read and understand them, 
I have signed my name below. 
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PA-—109 
(Revised August 1957) 
August 20, 1957 
To: All Members of the Board’s Staff. 


. 


From: E. J. Johnson, Director, Division of Personnel Administration. 

You have previously read and signed a statement of the Board’s rules relating 
to maintaining the confidential character of the Board’s affairs and to financial 
transactions and outside business activities of members of the staff. A copy 
is attached which you may retain. Your signature below will constitute an 
acknowledgment that you are cognizant of the rules and understand that they 
are still in effect. 

In connection with Rule 5 of this statement, the Board of Governors of the 
Federal Reserve System has requested that all officers and employees submit 
annually a statement concerning any outside business or teaching activities in 
which they are engaged together with a statement of the income received. The 
information submitted will be treated as confidential. 

Please return this report to the Division of Personnel Administration by 
September 6, 1957, using the enclosed CONFIDENTIAL (FR) envelope. Jf you 
have no outside business or teaching activities, please indicate “none” on this 
report. 


I. Outside Business Activity or Connection 
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II. Teaching Activity 
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RULES RELATING TO THE MAINTENANCE OF THE CONFIDENTIAL CHARACTER OF SYSTEM 
AFFAIRS AND TO PERSONAL FINANCIAL TRANSACTIONS AND OTHER OUTSIDE BUSINESS 
ACTIVITIES OF MEMBERS OF THE STAFF 


The character of the Federal Reserve System requires the highest standards 
of conduct on the part of all persons who serve in the System. 

Appropriate disciplinary action will follow for any member of the staff using 
confidentia! information, directly or indirectly, for the profit of himself or others, 
or for any other improper purpose. 

All members of the staff shall understand clearly that they must not permit 
themselves to be placed in any position which might embarrass the System in the 
conduct of its operations or result in questions being raised as to the independence 
and honesty of their judgment in the discharge of their official responsibilities. 

To insure such understanding, the Board of Governors has prescribed the fol- 
lowing rules relating to the maintenance of the confidential character of System 
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affairs and to personal financial transactions and other outside business activities 
of members of the staff : 

1. The affairs, actions, and activities of the System are confidential. 

2. No member of the staff shall, except as may be necessary in the regular 
course of his work or as permitted by the Board, disclose or divulge to any 
unauthorized person any information obtained in the course of his work 
which in any way relates to the Board of Governors, Federal Reserve banks, 
the United States Treasury or other agencies of the Government, or other 
persons or organizations providing oflicial information to the Board. 

3. No member of the staff shall engage in speculative dealings (as distin- 
guished from investment) in securities, commodities, real estate, money, ex- 
change, etc. 

4. Any borrowing by a member of the staff shall be on a basis that any 
securing of credit shall not be on terms more favorable than he would be 

given if he were not on the staff of the Board. 

5. No member of the staff shall engage in any outside business without 
permission of the Board. 

Your signature on Form PA-109, dated August 20, 1957, will verify that these 
requirements have been brought to your attention, that you have read and under- 
stand them, and that you understand that any violation of the above rules may 
be cause for immediate dismissal. ; 


22. “Are there special regulations applicable to members of the Open Market 
Committee or to the manager of the open-market account?” 

The manager of the System open-market account is subject to the same 
rules as the other officers and employees of the Federal Reserve Bank of 
New York, including the rule regarding the confidential work of the bank, quoted 
in the answer to question 20, as well as the following rule of the New York bank 
which applies to all employees : 

“Personal indebtedness and other obligations.—Because a Federal Reserve bank 
is an institution of public service and because it is the center of the banking sys- 
tem of its district, we must be especially careful to conduct our private affairs in 
general, and our financial affairs in particular, so that nothing we do will reflect 
discredit on ourselves or the bank. You should refrain from incurring debts or 
other liabilities for the purpose of dealing in securities, commodities, or real estate 
for a speculative profit.” 

With respect to members of the Federal Open Market Committee, in testimony 
before the Joint Economic Committee on February 3, 1954, Chairman Martin 
stated that while there may not be a rule against members of the Open Market 
Committee buying or selling United States Government marketable securities, he 
would consider it a violation of their oath of office if they did. 

23. “What steps have been taken, if any, to encourage trading with the open- 
market desk by larger numbers of dealers and banks?” 

For the reasons mentioned in the answer to question 6, the management of the 
System account has not encouraged dealing with the account by banks other 
than the dealer banks. With respect to both dealer banks and other dealers in 
United States Government securities, the management has tried not to discourage 
trading with the account on a competitive basis and has placed no unnecessary 
obstacles in the way of establishing trading relationships with the account. As 
mentioned in the answers to questions 4 and 16, a dealer must be financially 
responsible and must make primary markets in United States Government secu- 
rities, but if the dealer does not make sufficiently good markets to furnish at 
least minimum service to the account, such a dealer cannot be encouraged to 
continue to trade with the account. The management has always tried to en- 
courage dealers to improve their markets in the interests of the trading public, 
the System open-market account, and the United States Treasury Department 
as an issuer of securities. The ability and willingness of dealers to make good 
markets, or of new dealer firms to enter the Government securities dealer field, 
is largely determined by individual judgments as to opportunities for profit in 
relation to the risks involved. Other factors to be considered are the avail- 
ability of capital, and the possibilities for organization and retention of a com- 
petent staff. Above all, there must be a willingness to assume the normal risks 
of taking commitments. Against these considerations, the ability to do business 
with the System open-market account can only be a minor influence in the 
willingness of dealers to make good markets for United States Government secu- 
rities. The management of the account cannot guarantee a firm against loss or 
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that its business will be profitable, nor would it try to persuade a firm to become 
an active dealer if, in the dealer’s judgment, the field is amply filled and the 
opportunity for doing a profitable business is insufficient. Thus, the manage- 
ment of the account is, to all practical purposes, restricted to encouraging 
existing dealers to improve their markets and to do business with the account 
on a competitive basis if their activities promise to provide the needed facilities. 

24. “The report of the Open Market Ad Hoc Subcommittee states that before 
the market opens each day, meetings are held with the recognized dealers at 
which there is an exchange of information. This report further states that the 
‘comments of the Committee’s representatives in attendance are very guarded.’ 
What safeguards are there to assure the Board that the Committee’s represent- 
atives speak so guardedly that the dealers obtain no advantages from these 
premarket conferences ?” 

The meetings are conducted only by officers of the Federal Reserve Bank of 
New York or other System officials qualified by long experience and training to 
speak for the management of the System account in the full knowledge and 
understanding of the significance and implications of their remarks. The 
meetings with the various dealers are scheduled in rotation. Thus, a majority 
of the firms participate each week and others at 2-week intervals. 

In practice, the meetings are one sided in that the principal aim is to obtain 
information to assist the management of the System account. In many Cases, 
however, it is necessary to answer dealer questions or to volunteer information 
where it will serve a valuable purpose. Care is taken to say nothing which 
would create advantages for particular dealers. 

25. “What are the safeguards which assure that the reports given represent- 
atives of the Open Market Committee by the dealers are accurate and not self- 
serving?” 

There are no formal safeguards to insure that reports given to the manage- 
ment of the System account are accurate and not self-serving. As in any 
business, the dealers could not operate if they were dishonest with their custom- 
ers to the extent that they were trying to mislead them, and the United States 
Government securities market has always been based on a foundation of mutual 
confidence between dealers and customers. The account management would 
be in the best possible position to detect any serious breakdown in this relation- 
ship. The management maintains close contact with the entire market so that 
it is able to evaluate accurately reports from the dealers. The dealers are well 
aware that the management is continually sifting and appraising market infor- 
mation from many sources and they would hesitate to furnish, deliberately, mis- 
leading reports. There is no other practical way of insuring the accuracy of 
dealer reports nor does there appear to be any need for it. 

26. “If the Board of Governors were to become the Open Market Committee, 
what disadvantages could be expected to flow from this change in jurisdictional 
responsibility over open-market operations?” 

The principal disadvantage in limiting jurisdiction over open market opera- 
tions to the Board of Governors would lie in the loss of responsible representa- 
tion of the regional Reserve banks in the deliberations leading to policy de- 
cisions. The heads of the regional Reserve banks are experienced in appraising 
economic and credit conditions in their respective districts as well as in the 
country at large. Kach bank retains a competent staff of economists to assist 
the president in formulating his judgments. Their constant contacts with 
the economic life of their districts, including the banks, other financial institu- 
tions, business concerns, and representatives of various groups and interests, 
are an invaluable means of feeling the pulse of the economic and credit 
mechanism. For the Open Market Committee to lose this direct and dis- 
interested reflection and judgment of economic and credit conditions, as envisaged 
by a sense of responsibility for making actual decisions (in contrast with a 
merely advisory role) would substantially reduce the Committee’s effective- 
ness in formulating national credit policy. 

27. “What changes in present methods of operation would be necessary to 
induce say 50 commercial banks to enter actively into the trading with the 
open-market desk?” 

Such a development would require considerable operational changes on 
the part of the commercial banks as well as on the part of the Federal Reserve 
System. From the System point of view, the object of operations is to in- 
fluence the availability of reserves to the banking system as a whole. This 
influence is usually very prompt. Dealing with 50 banks in addition to the 
present dealer market would only be helpful if it spread the effects of the 








1688 FINANCIAL INSTITUTIONS ACT OF 1957 


operations even more quickly throughout the banking system. This would 
only be the case if any additional banks that entered this area of activity 
were truly to become dealers, and were to trade with other banks and other 
investors, and thus pass on the reserve effects to other parts of the financial 
community. 





BoarD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
Washington, January 28, 1958. 
Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

DEAR Mr. CHAIRMAN: Enclosed are answers to questions 28 and 30—44 of the 
list of questions that was submitted to me by Congressman Patman at the 
conclusion of my appearance before the House Committee on Banking and 
Currency last August in connection with the Financial Institutions Act of 1957. 

The reply to question 29 was transmitted on November 12, 1957, and the 
answers to 19 questions contained in a separate list (Destruction of Money) 
were transmitted on December 16, 1957. We hope that answers to questions 
1-27 will be ready for transmission shortly. 

Sincerely yours, 
Wma. McC. Martin, Jr. 


(Answers to questions Nos. 28 and 30-44, inclusive, presented to Chairman 
Martin by the Honorable Wright Patman on August 6, 1957, at the conclusion 
of Chairman Martin’s appearance before the House Banking and Currency Com- 
mittee on the Financial Institutions Act of 1957.) 

28. “Please supply, if possible, the number and amount of applications for 
loans, discounts, and advances which the Federal Reserve banks received last 
year but turned down. Also, if the banks make any tabulation as to the 
reason for denying a request, I would like to know the number and amount 
of the applications denied for each of the different reasons. If it is not pos- 
sible to supply exact information as to the number and amount of applications 
which were denied, then there should be a statement from the President of 
each Reserve bank stating whether or not any request of member banks was 
turned down, giving his impression as to the approximate number and amount 
of such requests.” 

In considering a request for credit accommodation each Federal Reserve bank 
is required by law to give due regard to the purpose of the credit and to its 
probable effects upon the maintenance of sound credit conditions, both as to the 
individual institution and the economy generally. In discharging this respon- 
sibility, Federal Reserve banks have upon occasion taken administrative action 
which undoubtedly has resulted in member banks’ not submitting loan appli- 
cations which might otherwise have materialized. Moreover, Federal Re- 
serve credit is generally extended to member banks on a short-term basis. As a 
consequence, member banks must come to the Reserve banks frequently for 
renewals of borrowings, if desired, and since the activities of borrowing banks 
are under constant scrutiny there is always the opportunity for the Federal Re- 
serve bank to discourage renewals, if the situation warrants. 

During the year 1956 the Federal Reserve banks declined two applications 
for industrial loans under section 13b. The Federal Reserve Bank of New 
York declined an application in the amount of $15 million. The loan, as 
presented in the application, could not be made on a reasonable and sound 
basis, and in declining the application the Reserve bank suggested the pos- 
sibility of making the advance to a subsidiary of the applicant on terms he- 
lieved to afford reasonable expectation of repayment, but the applicant made 
other arrangements. The Federal Reserve Bank of Philadelphia declined an 
application amounting to $600,000, due to the unsatisfactory financial condition of 
the applicant. 

The above statement is based on information obtained from the Federal Re- 
serve banks. 
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BoarRD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM, 
Washington, November 12, 1957. 
The Honorable BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: When I appeared before the Committee on Banking 
and Currency of the House in connection with the hearings on the Financial 
Institutions Act of 1957, Mr. Patman handed me a list of questions to which 
it was understood replies would be sent as they could be completed. (See hear- 
ings, pt. 1, p. 560.) Question 29 of the list requested a record since the 
date of the Treasury-Federal Reserve accord, March 4, 1951, of each transaction 
for the System open market account showing the kind of security traded, the 
name of the dealer to whom it was sold or from whom it was purchased, the 
amount sold or purchased, and the price paid or received. In addition, the 
question asked for a record of repurchase agreements entered into with nonbank 
dealers in United States Government securities during the same period show- 
ing the name of the dealer, the name of the security, the unit price, the dollar 
value, the interest rate, and whether the transaction was a repurchase or a 
sale under a repurchase agreement. 

In my letter to Mr. Patman dated September 10, 1957, a copy of which was 
sent to you, I stated that the request for this and other information regarding 
operations of the System open market account had been taken up at the meeting 
of the Federal Open Market Committee held on August 20, 1957, in accordance 
with the provisions of the Committee’s rules on organization and information 
regarding disclosure of unpublished information. The Committee authorized 
the furnishing of the requested information that was noncurrent. It did not 
feel that it would be proper to divulge at this time information regarding Com- 
mittee policy decisions and operations relating thereto for the current calendar 
year, 

Accordingly, tabulations of the information requested in question 29 covering 
the period March 4, 1951, to the end of 1956 have been prepared covering both 
purchase and sale transactions for the System open market account and trans- 
actions under repurchase agreements. Only one copy of these tabulations is 
available, it having been necessary to photostat some 1,700 pages of records in 
order to provide the material. 

This copy is transmitted herewith,’ along with a brief explanatory memo- 
randum. As stated in that memorandum, at times transactions for System 
account are executed directly with foreign department accounts, rather than 
through United States Government securities dealers, and in such instances the 
name of the foreign department account has been deleted from the column 
entitled “Name.” 

Please note that the detailed information showing transactions with each 
individual dealer has been considered confidential and in the ordinary course 
has not been and would not be published by the Federal Open Market Committee. 

Sincerely yours, 
Wm. McC. Martin, Jr. 


30. “Does the new language appearing in section 35 (a) of the bill, amending 
the usury provisions of the National Bank Act, change the law as held by the 
Supreme Court in National Bank v. Johnson (104 U. S. 271)? If so, in what 
way will the new language change the law as held in that decision?” 

(Questions 30, 31, 32, and 33 involve interpretation of laws that are applicable 
solely to national banks. Administrative interpretation of such laws is a func- 
tion, ordinarily, of the Comptroller of the Currency rather than the Board of 
Governors. However, the following answers present the Board’s understanding 
of the matters involved. ) 

Section 35 (a) of the proposed new National Bank Act contained in S. 1451 
(the Financial Institutions Act of 1957) would add the following sentence at 
the end of the present provisions of R. 8. 5197 (12 U. S.C. 85) : 

“The purchase of obligations or evidences of indebtedness from the actual 
owner thereof shall not, for the purposes of this section, be deemed a loan or 
discount if such purchase would not, under the law of the State in which the 
purchasing bank is located, be deemed a loan or extension of credit subject to 
the interest of usury statutes of such State.” 


21The copy referred to was transmitted directly to Mr. Patman. 
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Enactment of this new provision would change the Federal law on this subject, 
established by the holding of the Supreme Court in National Bank v. Johnson, 
(1881) 104 U. 8S. 271, that the acquisition by a national bank of outstanding 
promissory notes from the owner thereof was a “loan or discount” and there- 
fore was subject to the limitations of R. 8. 5197 on the rate of interest a national 
bank may charge. Consequently, the Supreme Court held the transaction in 
that case to be in violation of R. S. 5197, even though, as the Supreme Court 
pointed out, under the law of the State in which the transaction occurred and 
the national bank was located (i. e.. New York) “the transfer * * * is nota 
usurious transaction.” 

Under the proposed new provision, quoted above, a national bank’s “purchase 
of obligations * * * from the actual owner thereof” would not be governed by 
the provisions of the new section 35 of the National Bank Act if such trans- 
action would not constitute “a loan or extension of credit subject to the interest 
or usury statutes” of the particular State. As indicated, this would modify 
existing law as stated in the Johnson decision. 

Broadly speaking, it appears that the proposed amendment would place a 
national bank on a basis of equality with other lenders in its State, whereas 
under the doctrine of the Johnson case national banks are subject to more severe 
restrictions in this respect, at least in some jurisdictions. 

31. “Does the new language appearing in section 35 (a) of the bill change 
the law as held by the United States Court of Appeals for the Fifth Circuit in 
Daniel v. First National Bank of Birmingham (227 Fed. 2d 353, 5th CCA) ? 

In Daniel v. First National Bank of Birmingham ((C. A. 5, 1955) 227 F. 2d 
353), the court interpreted the transactions, as a factual matter, to have been 
loans by the national bank to the purchasers of certain motor vehicles, even 
though in form the transactions were conditional sales at a “time price,” the 
conditional sale contracts then being sold by the dealer to the bank. Under the 
ecourt’s interpretation of the facts, in such cases there is no “purchase of obli- 
gations * * * from the actual owner thereof,’ which is the subject matter of 
the proposed new sentence in section 35 (a). Accordingly the statutory change 
that would be effected by enactment of section 85 (a) apparently would not 
change the law as pronounced and applied by the court of appeals in the Daniel 
case. 

32. “Is it true that to the extent national banks comply with present law 
they may not purchase, in any State, conditional sales contracts which call for 
the original borrower to pay usurious interest charges?” 

In cases where conditional sale arrangements are considered by the courts 
to involve, as a factual matter, direct loans by national banks to the purchasers 
of the commodities (which was the position taken by the court in the Daniel 
case), arrangements for conditional sales at a “time price” that exceeds the 
“cash price” by an amount in excess of that permitted by Revised Statutes 
5197 (12 U. 8. C. 85) would violate that statute. In these circumstances, a 
national bank would not be complying with present law if it should “purchase 
[that is, purport to purchase], in any State, conditional sales contracts which 
call for the original borrower to pay usurious interest charges.” 

However, question 32 may refer to a situation in which a dealer sells a 
commodity to a purchaser under a conditional sale contract that would be held 
usurious under the law of the State, where the national bank does not partic- 
ipate in the inception of the contract but thereafter purchases the conditional 
sale contract from the dealer in a transaction not tainted with usury. In that 
situation, a national bank would not violate any provision of Federal law 
by purchasing the contract. However, in most situations a bank purchasing 
nonnegotiable paper tainted with usury would acquire such paper subject to 
the defenses and rights that the maker might have against the payee (i. e., 
the dealer) who transferred it to the bank. Consequently, the bank might be 
unable to collect the excessive interest, or any interest. or any principal or 
interest, depending upon the usury law of the particular jurisdiction. Whether 
a bank should purchase conditional sale contracts in these circumstances would 
seem to be a matter for the general business judgment of its management. 

83. “Is it true that under section 35 (a) of the bill, national banks could 
legally purchase conditional sales contracts without respect to the rate of in- 
terest which the borrowers named in those contracts have contracted to pay— 
except and unless the law of the State in which the national bank is located is 
deemed to prohibit State banks from purchasing such contracts?” 

(It is assumed that the words “prohibit State banks from purchasing such 
contracts,” as used in this question, mean that the purchase of such contracts 
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by State banks would involve a violation of the interest or usury statutes of the 
State.) 

It is not entirely correct to say that, under section 35 (a), national banks 
could legally purchase conditional sale contracts without regard to interest rate, 
except where the law of the State prohibits State banks from purchasing such 
contracts. As indicated by the Daniel decision, in some circumstances, the ac- 
quisition of conditional sale contracts by a bank may be regarded by a court 
to constitute actually loans by the bank to the purchasers of the commodities. If 
a State had no statutory provision governing interest rate in such cases, the 
maximum rate prescribed by Revised Statutes 5197 (12 U. 8S. C. 85) would be 7 
percent. Accordingly, if the contract imposed a rate in excess of 7 percent, a 
national bank could not lawfully acquire such conditional sale contracts, even 
though the law of a State does not prohibit State banks from purchasing such 
contracts. 

Apart from such exceptional situations, however, it is believed that the pro- 
posed amendment would place each national bank on a basis of equality,.in this 
respect, with other lenders in its State, including State banks. 

34. “With reference to the so-called conditional sales contract, does the Board 
have any information as to the amount of such paper the member banks now 
hold? If so, please submit for the record the figure you may have on that; 
and also any information you may have as to the range of interest rates which 
this paper carries. (By ‘interest rate’ it is meant, of course, effective per 
annum rates, computed to include all financing charges. )” 

On December 31, 1956, member banks held an estimated $4.9 billion in con- 
sumer purchased paper on automobile and other consumer goods. Some part 
of this total was in the form of conditional sales contracts, but no information 
is available on the amount or relative importance of such contracts. In addition, 
some types of conditional sales contracts, such as those on trucks and industrial 
and farm equipment are not included in the above figure. The amount of such 
paper is not known. 

A national sample survey of the new-car financing in 1954 and 1955, the re- 
sults of which were published as part IV of consumer installment credit studies, 
includes information on finance rates on new-car installment contracts. Un- 
published data from this survey indicate that about 4 percent of the new-car 
installment contracts purchased by commercial banks in 1955 carried effective 
annual finance rates of less than 7 percent, about 98 percent carried rates of 
7 to 15 percent and 3 percent carried rates of 15 percent or more. This informa- 
tion covers all types of financing arrangements and is not limited to conditional 
sales contracts. We have no information concerning rates on other types of 
conditional sales contracts. 

35. “The Federal Reserve Bulletin frequently reports average interest rates 
currently being charged on business loans and the interest rates rarely go above 
5 or 514 percent, even for the smallest loans. What instructions have been given 
to the member banks for the preparation of the reports from which these 
statistics are drawn; and, have verifications or sample checks of the reports 
been made to assure that interest rates reported are not in fact discount rates on 
amortized loans, and to assure that the computed interest rates do not omit 
other factors which properly should be considered in the rate computations?” 

sank rates on new business loans are collected by the Federal Reserve banks 
from more than 100 large member banks in 19 large cities. Surveys cover the 
first 15 days of March, June, September, and December, and average rates by 
area and by loan-size classes on newly made loans maturing in 1 year or less 
are published in the Federal Reserve Bulletin. To minimize the reporting 
burden, loans with a principal amount less than $1,000 are excluded from the 
survey. The principal purpose of the survey is to provide information on changes 
in the level and structure of interest rates charged by a group of banks which 
are sensitive to money-market developments. The interest rate information pro- 
vided by the survey is not, nor is it alleged to be, representative of interest rates 
charged on business loans at all commercial banks. 

The published interest rates are weighted averages of rates on all new loans 
made by banks participating in the survey. A considerable number of such 
loans, differing widely in size and interest rate, is reported for each period. In 
early June 1957, for example, published rates were based on about 23,600 loans 
totaling $2.9 billion. 

The reporting form used in the survey (copy attached) contains the instruc- 
tions to respondents on information to be submitted. Respondents are not 
requested to report the effective rate in cases where it differs from the nominal 
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or stated rate. The difference between the two types of rates would be sub- 
stantial only on amortized loans in which interest is computed on the original 
amount of the loan rather than on the unpaid balance or in cases where relatively 
large noninterest fees or charges are levied against the borrower. Available 
information suggests that the volume of such loans with a principal amount of 
$1,000 or more and a maturity of 1 year or less at large banks is small, and 
that the impact of such loan rates on either, particularly on quarter-to-quarter 
changes in average rates, is not sufficiently great to warrant the additional 
burden on respondents of reporting effective rate on all loans. As now con- 
stituted, the quarterly survey provides a good indicator of changes in overall 
supply and demand conditions of bank credit and of the differential impact of 
these changes on the cost of credit on important segments of the loan market. 


Form Approved 
Budget Bureau No. 55-RO15.5 


Contideatic! 
Federal Reserve System 
Form F. R. 467 Revised 


INTEREST RATES ON LOANS TO BUSINESSES 


MADE DURING. I-15, 19__s—s—s ENCCLLUSSIVE 
Page No.__ 


Note:—Loans covered in this interest rate report are those classified in the call report of 
condition under “commercial and industrio! loans” (item 5 of schedule A) except for open 
market paper purchased. Such loans include cl! business loans to individuals, partnerships, 
and corporations except those secured by rec! estate. Report on each such loan mode during 
the 15-day period. If several loons ore made to the same borrower on the same terms durin 
the reporting period, report them os one loan, if convenient; otherwise they may be apuuel 
seperately. include renewals of loans. Loons mode under a revolving credit arrangement 
should be reported as maturing in over one yéor. 


Bank Stomp 


Exclude loans of less thon $1,000. 


Report to the Federal Reserve Bank four times o year for the first 15 days of March, June, 
September, and December. Pleose explain on the reverse side of this form ony special reasons 
for unusually high or low rates reported. 
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36. “I judge from your previous testimony that you feel the principal burden 
of combating the recent inflationary trend has fallen on the Reserve System ; 


I judge that you think the monetary restraints you have imposed have worked 


and 
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pretty well against inflation. Assuming that you are right—although I don’t 
necessarily agree with you—-I want to ask you this: 

“In case a serious deflationary trend should set in, or in case we have a 
recession, do you think monetary controls will then be equally effective, in other 
words, can you push a string as well as pull it?” 

Monetary policy can help to avoid the problems of recession in two distinct 
ways. First monetary policy can help to prevent unsustainable inflationary 
booms, thereby removing one of the principal causes of recessions, Second, it 
can encourage the kinds of spending that are responsive to credit stimulus in 
times of weakening business activity. 

The use of preventive economic medicine to avoid recessions, when possible, 
is of vital importance. If inflationary booms can be restrained, this reduces 
the probability of recessions and moderates the severity of those that neverthe- 
less occur. This applies equally to the shorter inventory-type of business cycle 
and to the longer swings in construction activity and capital expenditures. 

Recessions may be caused by factors other than a preceding boom. To cite 
one obvious example, a downturn of Government expenditures, either after 
a war or a period of concentrated defense activity, creates a real transitional 
problem, Furthermore, even in the absence of inflationary booms, swings in 
public attitudes and behavior, and in the rate of technological advance, may have 
unsettling repercussions. For these reasons monetary policy and other govern- 
mental policies must always be prepared for the possible emergence of reces- 
sionary developments. 

Monetary policy counters recessionary developments by its influence on the 
value of existing assets, on incentives to spend and to save, and on the price and 
availability of borrowed funds. Some types of expenditures are quite respon- 
sive to credit easing. Many types of business capital expenditures react to a 
favorable price and to the ready availability of funds for financing. As a specific 
example, public utility facilities may be engineered so as to save on operating 
or variable cost by the use of relatively more capital equipment when low interest 
rates favor this balance in the use of resources. In the case of Government 
outlays, the feasibility of many revenue-producing public expenditures such as 
for toll roads and bridges is influenced by the level! of interest rates. In the 
postwar decade, residential construction seems to have varied with ¢redit 
conditions. The system of Government-underwritten guaranteed and insured 
mortgages and the existing organization of the mortgage market seem to account 
in part for this relationship. 

The question “whether you can push a string as well as pull it?’ fails to put 
the issue in its true perspective. A safer generalization may be that it is prob- 
ably easier to prohibit or restrict what we don’t want than it is to encourage 
what we do want. Nevertheless, it may be noted that if the other end of the 
string is attached to a kite in a strong wind, it is possible, in effect, to push on it. 
In such circumstances, the kite can be moved either way, by pulling or by releas- 
ing tension. On the other hand, under conditions of near calm, relaxation of 
tension on the kite string would not have the desired effect. 

So it is with monetary policy. When there is strong underlying demand, 
growing population, expanding wants, and rapidly changing technology, it is 
more likely that at times of recession increased availability and lower cost of 
credit will induce increased expenditures. Under these conditions, it is reason- 
able to expect that there would constantly be present a sizable fringe of potential 
credit users. On the other hand, under conditions of economic stagnation— 
such as obtained in the 1930's as a result of financial collapse, reduced popu- 
lation growth, disrupted international relationships, and fear of war—monetary 
ease would be less likely to stimulate private demands for goods and services. 

In pursuing antideflationary as well as antiinflationary objectives, monetary 
policy must be accompanied by other appropriate measures of public policy. The 
other measures include policies with respect to taxes, expenditures, debt manage- 
ment, housing, agriculture, and related governmental activities. When the domi- 
nant problem is that of inflation, as it has been recently, monetary policy may 
play a somewhat larger part than in a recessionary period. 

Society cannot claim to have learned as yet the perfect blend of either anti- 
inflationary or antirecessionary public policy. At the same time, the experience 
of the past generation has taught much more about the problem than was known 
earlier. If public policy continues to learn from experience, it can hope to 
moderate both of the corrosive extremes of economic adversity: inflation and 
depression. 
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387. “Title I of the bill increases lending limits of national banks in a number 
of ways. The general loan limit is increased. Then there are several increases 
in limits on lending on what used to be called ‘real estate’; and there are in- 
creases in its loan limits on consumer installment paper, on refrigerated or 
frozen foods, and perhaps other things. 

“Do you see any danger in these increased loan limits, either singularly or col- 
lectively? In other words, would the decreased liquidity of the national banks 
permitted by these changes be a significant factor in case of a recession?” 

It is not clear as to the meaning of the statement in the above question that 
“the general loan limit is increased.” An increase in the debt limit of national 
banks has been provided in 8. 1451, to which the Board expressed opposition as 
noted in Chairman Martin’s statement of July 15, 1957, on behalf of the Board of 
Governors before the House Banking and Currency Committee. No increase in 
the general loan limit, however, would appear to have been provided. 

A number of modifications of lending limits on specific classes of assets has been 
provided in S. 1451 to improve the services afforded by national banks. These 
changes would appear to modernize such services and bring them into harmony 
with current banking needs. They should provide broader services to bank 
customers and local communities and give a more balanced distribution in loan 
portfolios. There is no indication that the liberalization provided would neces- 
sarily expand loan totals, and since the particular loans concerned are secured 
short-term or secured installment loans of a self-liquidating nature, there would 
appear to be no significant lessening in the liquidity of national banks in prospect 
because of the contemplated changes. 

38. “Monetary controls have the effect of limiting bank credit; do these con- 
trols also significantly affect the amounts which the insurance companies can 
lend; and do such controls substantially affect the amount of money available in 
the capital markets?” 

(a) Credit and monetary policies affect the operations of insurance companies 
in various ways and the net impact on insurance company lending activity is not 
easily determined. In general, however, rising interest rates and credit restraint 
tend to enlarge the proportion of insurance company lending derived from saving 
while lowering the proportion representing dissaving. 

The gross amount of funds that insurance companies can lend each year depends 
largely on the following factors: (1) The excess of premium income over benefit 
payments, (2) the inflow of repayments on outstanding loans and investments, 
(3) the extent to which insurance companies sell securities and other assets or 
borrow from commercial banks, (4) the excess of investment income over operat- 
ing expenses and taxes, and (5) the extent of policy loans and policy surrenders. 
Although some of these flows of funds to and from insurance companies are fixed 
contractually or change only gradually, others are subject to the influence of rising 
interest rates and restrictions on the availability of bank credit. 

Premium income on existing insurance policies is fixed contractually, but 
higher interest rates can affect the amount and type of new insurance written. 
With higher interest earnings, insurance companies may seek new business more 
actively and may be in a better position to write policies that accumulate the 
savings of policyholders. The investment income of insurance companies will 
also vary with interest rates. Although the magnitude of the response is uncer- 
tain, these particular sources of funds are likely to increase as a result of higher 
interest rates. 

On the other hand, other sources of funds may decline under conditions of 
credit restraint and rising interest rates. Thus, the inflow of repayments on 
outstanding loans and investments tends to decrease as rising interest rates 
discourage prepayments on debts incurred at lower rates, and debt-carrying 
assets, particularly homes, change hands less frequently due to the general 
limitations on credit availability. Furthermore, as policy loans become a more 
attractive source of credit to policyholders, these tend to impinge on the supply 
of insurance company funds available for general lending and investment. De- 
clining market values of securities and other assets may deter insurance com 
panies from disposing of such assets in order to make new loans. To the extent 
that insurance companies borrow temporarily from commercial banks, as in 
1955, this source of funds is also likely to diminish in importance at times of 
credit restraint. These factors operate to reduce insurance company lending 
at times of restrictive monetary action. 

It is not possible to establish unequivocally the net results of these diverse 
movements in the sources of funds of insurance companies. It is significant, 
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however, that the sources of funds which increase in importance tend to be 
those representing saving. Those that decline include forms of dissaving. It 
appears therefore that at times of monetary restraint insurance com, any lending 
tends to conform more closely to the flow of saving. This desirable result serves 
to reinforce the direct anti-inflationary effects of restrictive credit and monetary 
policies. 

(b) The supply of loanable funds in capital markets is derived from three 
sources—Ssaving out of current incomes; expansion of credit by commercial 
banks; and drawing down of cash balances by individuals, businesses, and finan- 
cial institutions. The flow of funds into capital markets from these sources 
tends to change in the course of an upswing in economic activity and it is diffi- 
eult to separate the effects of monetary and credit policy from those that 
would result in any case from expanding credit demands. 

Savings out of current income are channeled to capital markets in part directly 
by individual and business savers and in part through financial institutions that 
gather savings. There is considerable controversy over the degree of responsive- 
ness of total saving to changes in interest rates, in part because it is difficult to 
separate the effects of changes in incomes from the effects of changes in interest 
rates. In the case of individuals, there appears to be a positive association be- 
tween saving in financial form and changes in interest rates. At times of credit 
restraint and rising interest rates, this results from the effect of higher interest 
returns on the incentive to save as well as from the enhanced promotional efforts 
of savings institutions to attract loanable funds. In addition, credit restraint 
causes some postponements of outlays for durable goods and homes, and current 
savings that would otherwise have been used to supplement borrowed funds in 
financing such outlays are likely to be placed in savings institutions and thus 
made available to capital markets. 

This last factor may also apply to business concerns. In general, financial 
saving by business is less likely to increase with rising interest rates and credit 
tightening, for it is at such times that business demands for funds tend to be 
strong. However, businesses that are expanding plant and equipment expendi- 
tures may feel the pressure to apply caution in their dividend policies (and in 
this way to save more) in order to assure that funds will be available with which 
to finance such outlays. 

The second source of supply in the capital markets—commercial bank credit— 
is directly affected by restrictive monetary policies. Under conditions of credit 
restraint and rising demands for bank loans, commercial banks may not only 
make fewer long-term loans, purchase fewer capital market instruments, and re- 
strict loans to purchase securities, they may also become net sellers of securities, 
particularly short-term securities, thereby competing with borrowers for the 
funds that are available in capital markets. 

The third source of supply of funds in capital markets consists of investment 
of cash balances previously accumulated. As interest rates rise, holders of cash 
balances are faced with an increasing incentive to lend such balances in order 
to take advantage of potential interest earnings. On the other hand, a policy of 
monetary restraint has the effect of reducing this source of supply in the capital 
markets by curbing directly the rate at which new deposits are created. Further- 
more, under conditions of monetary restraint holders of money balances find it 
necessary or desirable to use them to finance outlays for which bank credit might 
have been used if it had been available on earlier, more favorable terms. As 2@ 
result this source of supply in the capital markets tends to diminish in a sus- 
tained period of credit and monetary restraint. 

It appears, therefore, that the net effect of restrictive monetary action on the 
amount of funds in capital markets is not easily determined. It depends upon 
the impact of interest rate increases and credit restraint on each of the three 
sources of supply, and these impacts may vary with the degree and duration of 
monetary restraint as well as with the nature of the expansive forces in the 
economy at the time. In general, financial savings of individuals may increase 
as a result of restrictive monetary policies, but the other two sources of funds 
in capital markets may possibly diminish, especially as the duration of a restric- 
tive policy increases. This result, which tends to bring about a more sustainable 
relationship between investment and saving, is appropriate in periods of infla- 
tionary pressures, 

39. “When bank credit is tight, such as now, is it the Board’s position that 
the price of money allocates the available supply—in other words, assuming that 
the borrowers competing for the available bank credit offer equal risk, does 
the bank then decide which borrower gets the credit on the basis of which 
borrower offers the highest price for the hire of the money?” 
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In the process whereby a policy of credit restraint exerts an influence in our 
free-enterprise economy, the interest rate is an important but not the sole 
factor influencing decisions to borrow by businesses, consumers, and govern- 
ments, or decisions to lend by the thousands of banks, large and small, through- 
out the country. 

In a period of credit restraint, banks cannot count with certainty on the 
availability of additional reserve funds and as a consequence they tend to become 
more restrictive in their lending practices and standards. Also, their expecta- 
tions about the general business outlook tend to become more conservative. Ap- 
plications fcr loans are screened more carefully from the point of view of the 
economic position of the borrower, the proposed use of loan proceeds, the amount 
of loan, and the terms, including the interest rate, offered to the borrower. Asa 
result some loans may be refused, others reduced in amount, and still others 
granted on more restrictive terms—security, maturity, and interest rates. 
Ranks also are likely to press for earlier repayment of outstanding loans. 
These actions of banks are influenced in part by the habits of financial manage- 
ment and the established patterns of customer relationships. Through such 
actions, a supply of credit smaller than the overall demand results in higher 
interest rates. As rates rise, some borrowers are likely to reduce or eliminate 
their demand for loans. In general, the effects on borrowers and their ability 
and willingness to bid for funds on a strictly interest-cost basis varies with 
the outlook for their businesses, their financial positions, and the availability 
of other sources of borrowed funds. 

40. “Some of the recent statements of the American Bankers Association 
would indicate that banks do not allocate credit on the basis of either the price 
of the money or the risk-——just so long as the risk meets acceptable standards 
claiming that the banks are favoring small business, in preference to big 
borrowers. 

“Has the Board made any study or collected any reports from the member 
hanks that inform the Board as to What the impact of its monetary restraint 
is, particularly as to how small firms are making out compared to big firms?” 

The Board of Governors has not collected special reports from banks as to 
the impact of credit and monetary restraints on small firms compared with big 
firms. However, the Board has a considerable body of information for use 
in analyzing this question. 

The Reserve banks collect quarterly reports on interest rates on loans made 
during the first 15 days of each quarter by a sample of large banks for four size 
classes of loans (in thousands of dollars) : 1-10, 10-100, 100-200, and 200—over. 
Further details on this quarterly survey are given in the answer to question 35. 

Also the Federal Reserve System has conducted oceasional surveys of busi- 
ness loans at commercial banks in order to obtain detailed information on 
such lending. These surveys provide, among other details, Classifications of 
outstanding loans and the interest rate on them by size of loan, size of business 
borrower, and size of bank. The most recent survey was for October 1955. 
Currently, the Board is summarizing data obtained in such a survey of bank 
business loans as of October 1957. Data from the two surveys should shed 
considerable light on developments during a period of credit restraint. 

41. “With reference to title II, section 7 (b) of the bill, would the Board have 
a serious objection to making the franchise tax 95 percent instead of 90 percent?” 

The Board believes it would be more appropriate to retain the 90 percent pro- 
vision for a franchise tax contained in title II, section 7 (b) of the bill. This 
percentage is the same as the one under which the Federal Reserve banks paid 
a franchise tax for the years 1918-32, and the same also as the one used in pay- 
ing interest on Federal Reserve notes beginning with 1947. 

If, however, the Congress sees fit to have Federal Reserve banks pay a franchise 
tax equal to 95 percent of net earnings after dividends, reserves for contingencies, 
and building up surplus accounts to 100 percent of subscribed capital, the Board 
will raise no objection. 

12. “Briefly, what were the circumstances and considerations which prompted 
the inclusion in the Federal Reserve Act of section 13b?” 

During the depression of the early 1930's, there were introduced in Congress a 
number of bills designed to meet a widespread need on the part of business enter- 
prises for credit which could not be obtained at the time from the commercial 
banks of the country. In the early part of 1934, bills were offered in Congress to 
authorize the Reconstruction Finance Corporation to make loans to commercial 
and industrial enterprises. On March 19, 1934, the President recommended to 
the Banking and Currency Committees of Congress legislation to create 12 credit 
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banks for industry to be set up under the supervision of the Federal Reserve 
Board; and a bill (S. 3101) was introduced in the Senate to cary out this recom- 
mendation. Subsequently, a bill along the same lines was introduced in the form 
of an addition of a new section 13b to the Federal Reserve Act. Finally, in May, 
a new Reconstruction Finance Corporation bill was introduced which authorized 
that Corporation to make loans to industrial and commercial businesses, and in 
the same bill there was included a section conferring somewhat similar authority 
upon the Federal Reserve banks. This bill (S. 8487) passed both Houses of 
Congress and was approved by the President and became law June 19, 1934. 

In its report on the bill, the House Banking and Currency Committee stated : 

* * It is believed that such extension of credit for capital funds to estab+ 
lished commercial and industrial firms will maintain and increase employment; 
and that the temporary loaning powers of the Reconstruction Finance Corpora- 
tion * * * and the permanent loaning powers of the Federal Reserve banks * * * 
will supplement each other in relieving the distress of industry and business.” 
(House Rept. 1719, 73d Cong. ) 

43. “What evils or inconveniences are now resulting from section 13b?” 

It is doubtful if it can be said that any evils or inconveniences have resulted 
or are now resulting from section 13b of the Federal Reserve Act. However, 
the authority of the Federal Reserve banks under this section to make working 
capital loans to industrial and commercial businesses has not been utilized ex- 
tensively in recent years; and in any event it is believed that this authority is 
inconsistent in principle with central banking functions. For these reasons the 
Board has heretofore recommended that section 13b be repealed. 

44. “The Board has objected or recommended against a number of changes 
in substantive law now contained in the bill; yet despite the presence of these 
objectionable features, the Board still favors the bill, on balance, and recom- 
mends its passage. What are the principle changes in the bill which the Board 
considers of such merit as to outweigh all of the objectionable features?” 

In the statement made on behalf of the Board by Chairman Martin before the 
House Banking and Currency Committee on July 15, 1957, with respect to the 
proposed Financial Institutions Act of 1957, the Board objected specifically to 
only four provisions of that bill. On the other hand, the principal effect of this 
legislation would be to rearrange all provisions of Federal law relating to 
financial institutions in a more logical order and, in doing so, it would eliminate 
obsolete provisions, correct technical defects, and make a number of substantive 
changes designed to clarify and improve the operation of these statutes. Such 
a codification would facilitate the administration of Federal statutes relating to 
banking institutions and, as stated by Chairman Martin, would be in the public 
interest. 

The bill would make numerous perfecting and clarifying changes throughout 
the banking structure, but the Board is of course especially interested in the 
changes of that nature that would be made in the Federal Reserve Act by title 
II of the bill. The following are illustrative of changes of this kind, all of 
which have been specifically endorsed by the Board: 

Section 7 (b), requiring each Federal Reserve bank to pay 90 percent 
of its annual net earnings to the United States as a franchise tax; 

Sections 8 (a) and 17 (a), providing respectively for rotation of member- 
ship on the Federal Advisory Council and on the boards of directors of the 
Federal Reserve banks; 

Section 17 (a), requiring each Federal Reserve bank director to bea 
resident of the Federal Reserve district served by his Reserve bank; 

Section 4 (c), eliminating the present statutory dollar limitation on 
aggregate costs of construction for Federal Reserve bank branch buildings: 

Section 38 (h), requiring audits of the accounts of the Board by a firm 
of certified public accountants ; 

Section 39 (m), authorizing the Board to arrange for review by certified 
public accountants of the adequacy of the procedures and techniques fol- 
lowed in examinations of the Federal Reserve banks; 

Section 44 (f), authorizing foreign branches of national banks to exercise 
certain additional powers subject to regulation by the Board; 

Section 23 (b), enabling the Board to call for relatively simple reports 
from smaller member banks and more detailed reports from larger banks 
engaged ina variety of banking operations ; 

Section 24 (f), making it clear that reports of examinations of State 
member banks would be privileged against disclosure without the Board's 
consent, except to committees of Congress ; 
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Section 28 (e), increasing from $2,500 to $5,000 the amount which may 
be loaned by a member bank to its executive officers ; 

Section 43, simplifying the ambiguous and partly outdated provisions of 
present law relating to the issuance of Federal Reserve notes; and 

Repeal of section 13b of the present Federal Reserve Act, authorizing 
the Federal Reserve banks to make loans to industrial and commercial 
businesses. 


With respect to certain of the above-mentioned provisions, the reasons for which 
they are favored by the Board were set forth in some detail in the recommenda- 
tions made by the Board in October 1956 to the Senate Banking and Currency 
Committee. 

While the Board has been primarily concerned with title II of the bill be- 
cause it relates directly to the Federal Reserve System, it believes that, on the 
basis of statements made on behalf of other supervisory agencies in the course 
of congressional hearings on the bill, there are numerous provisions in other 
titles of the bill which are meritorious. The Board has particularly endorsed 
section 23 of title III which would require all bank mergers and consolidations 
to be approved in advance by the appropriate Federal bank supervisory agency. 

Accordingly, the Board on balance favors the bill and recommends its enact- 
ment. 


The Cuarrman. Congressman McIntire- 





STATEMENT OF HON. CLIFFORD G. McINTIRE, REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MAINE 


Mr. McIntire. First, let me express my appreciation for the op- 
portunity to appear before this committee, this morning. 

The matter which I have to refer to is in relation to a suggested 
amendment to the legislation which is before this committee. It has 
direct bearing on matters of imports ince in my home State of Maine. 

For the record, I wish to say that I am Congressman Clifford Me- 
Intire of the Third District of Maine. 

The Maine Industrial Building Authority Act of 1957 established 
& unique organization designed to promote industrial development in 
the State of Maine. 

Under this act, an Industrial Building Authority was set up, such 
an authority being empowered to gr uarantee up to $20 million in loans 
extended by banks and other lending institutions to local nonprofit 
corporations located throughout the State. 

This authority, in order to meet its obligations, is authorized to 
issue up to $20 million of its own bonds, and these bonds are fully 
supported by the full credit of the State of Maine. 

Only nonprofit development corporations are entitled to borrow 
under this program, the maximum for any single loan being $1 mil- 
lion. It is expected that the local development corporations will—on 
either a lease or lease-purchase basis—rent these buildings to existing 
and new industries. 

New structures will be built only at such times as clients give 
adequate assurance of active interest. 

The act concerned provides that the local agencies must have a 
minimum of 10 percent equity in any undertaking; hence, participat- 
ing banks could lend as much as 90 percent of the valuation. 

Furthermore, the act permits that such loans may be made for 
periods up to 25 years. 

Mr. Chairman, there is an aspect of Federal law that stands to 
interfere with a comprehensive operation of this program in the 
State of Maine, for under section 24 of the Federal Reserve Act, na- 
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tional banks are precluded from making loans in excess of 6634 per- 
cent of valuation or for any period longer than 20 years. 

This provision of Federal law will have the effect of preventing 
national banks in the State of Maine from participating in full ac- 
cord with the 90 percent, 25-year provision of the Maine act. 

This interference can be eliminated by including an amendment to 
section 24 in any one of the omnibus banking bills presently before 
this committee. Such an inclusion would amend the third sentence 
of section 24 of the Federal Reserve Act (12 U.S. C. 371), by inserting 
before the period at the end thereof, a comm: * ‘and the following: 
and shall not apply to real-estate loans which are guaranteed or insured by a 
‘State, or by a State authority for the payment of the obligations of which the 
faith and credit of the State is pledged. 

More specifically, as related to S. 1451 or H. R. 7026, this could be 
accomplished by inserting the identical language presented above 
at the end of the third sentence of section 36 (a) of title I. 

It is my sincere hope that his committee will give favorable con- 
sideration to including an appropriate amendment in the omnibus 
banking bill, an amendment that will permit national banks to partici- 
pate fully in the Maine Industrial Building Authority loan program. 

Mr. Chairman, the citizens of Maine, through referendum con- 
due ted on September 9, 1957, strongly endorsed the establishment of 

. Maine Industrial Buik ling Authority, and already the actual or- 

ganization of such an authority is well underway. 

The members of the governing board have already been appointed, 
and study is now being given to the qualifications of applicants for 
the position of manager, with an expectation that a selection will be 
made soon. Too, it is expected that a working staff will soon be set up. 

In short, this unique mechanism for facilitating and stimulating 
loans for industrial development in Maine is just about ready to go 
into full swing—and it is vitally important that the financial re- 
sources of our banks be permitted to fully implement this endeavor 
at as early a date as possible. 

Mr. Chairman, I would like to insert as a part of my statement, in- 
sert into the record, this publication, which is entitled “An Act to 
Create the Maine Industrial Building Authority,” which sets forth 
the legislation passed by the State legislature, as approved in referen- 
dum by the citizens of Maine. 

(The document referred to is as follows:) 


(Reproduced and distributed by the Department of Economic Development, State 
of Maine) 


AN Act TO CREATE TITE MAINE INDUSTRIAL BUILDING AUTHORITY 


(Legislative Documents 1614 and 1636) 


AN ACT to Create the Maine Industrial Building Authority. 


IMERGENCY PREAMBLE. Whereas, the inhabitants of the State of Maine on 
September 9, 1957 approved an amendment to the Constitution of Maine pledg- 
ing the credit of the State and providing for a bond issue for guaranteed loans 
for industrial purposes; and 

Whereas, acts of the Legislature do not become effective until 90 days after 
adjournment, the following legislation is urgently necessary to foster, encourage 
and assist the physical location, settlement and resettlement of industrial and 
manufacturing enterprises within the State; and 
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Whereas, in order to carry out the will of the people of Maine as expressed in 
their approval of the Constitutional Amendment, the following legislation is 
vitally necessary to provide opportunities for gainful employment by the people 
of Maine and to insure the preservation and betterment of the economy of the 
State and its inhabitants; and 

Whereas, in the judgment of the Legislature, these facts create an emergency 
within the meaning of the Constitution of Maine and require the following legis 


Mi 


lation as immediately necessary for the preservation of the public peace, health 
and safety ; now, therefore, 

Be it enacted by the People of the State of Maine, as follows: 

Sec. 1. R. S., ¢. 38—B, additional. The Revised Statutes are hereby amended 
by adding thereto a new chapter to be numbered 38—B, to read as follows: 

“Sec. 1. Tirrtte. This chapter shall be known and may be cited as the “Maine 
Industrial Building Authority Act.” 

“Src. 2. Purpose. It is declared that there is a state-wide need for new in* 
dustrial buildings to provide enlarged opportunities for gainful employment by 
the people of Maine and to thus insure the preservation and betterment of the 
economy of the State and its inhabitants. It is further declared that there 
is a need to stimulate a larger flow of private investment funds from banks, 
investment houses, insurance companies and other financial institutions includ 
ing pension and retirement funds, to help satisfy the need for housing industria! 
expansion. Therefore, the Maine Industrial Building Authority is created to 
encourage the making of mortgage loans for the purpose of furthering industrial 
expansion in the State. 

“Sec. 3. CREDIT OF STATE PLEDGED. The Maine Industrial Building Authority 
is authorized to insure the payment of mortgage loans, secured by industrial 
projects, and to this end the faith and credit of the State is hereby pledged, 
consistent with the terms and limitations of section 14-A of Article IX of the 
Constitution of the State of Maine. 

Sec. 4. ORGANIZATION OF AUTHORITY. The Maine Industrial Building Author- 
ity hereinafter in this chapter called the authority, hereby created and estab- 
lished a body corporate and politic, is constituted a public instrumentality of the 
State, and the exercise by the authority of the powers conferred by the provi- 
sions of this chapter shall be deemed and held to be the performance of essen- 
tial governmental functions. The authority shall consist of 9 members, including 
the Commissioner of Economic Development, and 8 members at large appointed 
by the Governor with the advice and consent of the Council for a period of 4 
years, provided that, of the members first appointed, 2 shall be appointed for a 
term of one year, 2 for a term of 2 years, 2 for a term of 3 years and 2 for a 
term of 4 years. A vacancy in the offce of an appointive member, other than by 
expiration, shall be filled in like manner as an original appointment, but only for 
the remainder of the term of the retiring member. Appointive members may be 
removed by the Governor with the advice and consent of the Council for cause. 
The authority shall elect one of its members as chairman, one as vice-chairman, 
one as treasurer, and shall employ a manager, who shall be secretary. The secre- 
tary and treasurer shall be bonded as the authority shall direct. Five members 
of the authority shall constitute a quorum and the affirmative vote of all the mem 
bers of the quorum, present and voting, shall be necessary for any action taken 
by the authority. No vacancy in the membership of the authority shall impair 
the right of the quorum to exercise all rights and perform all the duties of the 
authority. 

“All the members of the authority shall be reimbursed for their actual expenses 
necessarily incurred in the performance of their duties. 

“The manager shall be appointed by the authority and his tenure of office shall 
be at the pleasure of the authority. He shall receive such compensation as shall 
be fixed by the authority with the approval of the Governor and Council. 

“The manager shall be the chief administrative officer for the authority and as 
such shall direct and supervise the administrative affairs and technical activities 
of the authority in accordance with rules, regulations and policies as set forth 
by the authority. It shall be the duty of the manager among other things to: 

“T. To attend all meeting of the authority, and to act as its secretary and 
keep minutes of all of its proceedings. 

“II. To approve all accounts for salaries. per diems, allowable expenses of 
the authority or of any employee or consultant thereof, and expenses inci- 
dental to the operation of the authority 
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“III. To appoint, under the provisions of the Personnel Law, such employees 
as the authority may require, and such assistants, agents or consultants as 
may be necessary for carrying out the purposes of this chapter. 

“IV. To make to the authority an annual report documenting the actions of 
the authority, and such other reports as the authority may request. 

“V. To maintain a close liaison with the Department of Economic Develop- 
ment and provide assistance to the various divisions of that Department to 
facilitate the planning and financing of industrial projects. 

“VI. To make recommendations and reports in cooperation with the De- 
partment of Economic Development to the authority on the merits of any pro- 
posed industrial project, on the status of local industrial development cor- 
porations, and on meritorious industrial locations. 

“VII. To perform such other duties as may be directed by the authority 
in the carrying out of the purposes of this chapter. 

“No member of the authority shall participate in any decision on any contract 
of insurance if he has any interests, direct or indirect, in any firm, partnership, 
corporation or association which would be a mortgagee, whose loan to a local de- 
velopment corporation is insured by the authority, or if he has any interest, 
direct or indirect, in any firm, partnership, corporation or association which 
would rent, lease or otherwise occupy any premises constructed by a local de- 
velopment corporation where said corporation’s mortgage is guaranteed by the 
authority, or if he is a director or officer or otherwise associated with any local 
development corporation whose mortgage is guaranteed by the authority. 

“Sec. 5. Derrnirions. As used in this chapter, the following words and terms 
shall have the following meanings unless the context shall indicate another or 
different meaning or intent: 

“TI. ‘Cost of project’ shall mean the cost or fair market value of construc- 
tion, lands, property rights, easement, franchises, financing charges, interest, 
engineering and legal services, plans, specifications, surveys, cost estimates, 
studies and other expenses as may be necessary or incident to the develop- 
ment, construction, financing and placing in operation of an industrial 
project. 

“II. ‘Federal Agency’ shall mean and include the United States of America, 
the President of the United States of America, and any department of, or 
corporation, agency or instrumentality heretofore or hereafter created, desig- 
nated or established by the United States of America. 

“ITI. ‘Industrial project’ shall mean any building or other real estate im- 
provement and, if a part thereof, the land upon which they may be located, 
and all real properties deemed necessary to their use by any industry for the 
manufacturing, processing or assembling of raw materials or manufactured 
products. 

“TV. ‘Local development corporation’ shall mean any organization, incorpo- 
rated under the provisions of chapter 54, sections 1 to 16, for the purposes of 
fostering, encouraging and assisting the physical location, settlement and 
resettlement of industrial and manufacturing enterprises within the State, 
and to whose members no profit shall enure. 

“V. ‘Maturity date’ shall mean the date on which the mortgage indebted- 
ness would be extinguished if paid in accordance with periodic payments pro- 
vided for in the mortgage. 

“VI. “Mortgage” shall mean a mortgage on an industrial project and 
the term “first mortgage” means such classes of first liens as are commonly 
given to secure advances on, or the unpaid purchase price of, real estate 
under the laws of the State of Maine, together with the credit instruments 
if any, secured thereby. 

“VII. “Mortgagee” shall mean the original lender under a mortgage and 
his successors and assigns approved by the authority and may include all 
insurance companies, trust companies, banks, investment companies, savings 
banks, executors, trustees and other fiduciaries, including pension and re- 
tirement funds. 

“VITIT. “Mortgagor” shall mean the original borrower under a mortgage and 
his successors ind assigns, and shall be limited to local development corpora- 
tions. 

“IX. “Mortgage payments” shall mean periodic payments called for by 
the mortgage, covering interest, installments of principal, taxes and assess- 
ments, mortgage insurance premiums and hazard insurance premiums. 
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“Seo. 6. Powers. The authority is authorized and empowered: 

“I. To adopt by-laws for the regulation of its affairs and the conduct of 
its business ; 

“II. To adopt an official seal and alter the same at pleasure ; 

“TII, To maintain an office at such place or places within the State as it 
may designate; 

“IV. To sue and be sued in its own name, plead and be impleaded; 

Service of process in any action shall be made by service upon the manager 
of said authority either in hand or by leaving a copy of the process at the 
office of the manager; 

“V. To employ such assistant, agents, consultants and other employees 
as may be necessary or desirable for its purposes and to fix their compen- 
sation; and to utilize the services of other governmental agencies; such 
employment shall be consistent with the Personnel Law ; 

“VI. To accept from a federal agency, loans or gants for the planning or 
financing of any industrial project, and to enter into agreements with such 
agency respecting any such loans or grants; 

“VII. In connection with the insuring of payments of any mortgage, to 
require for its guidance a finding of the planning board of the municipality, 
of if there is no planning board, a finding of the municipal officers of the 
municipality, in which the industrial project is proposed to be located, or of 
the regional planning board of which such municipality is a member, as to 
the expediency and advisability of such project ; 

“VIII. To do all acts and things necessary or convenient to carry out the 
powers expressly granted in this chapter. 

“Sec. 7. Loca DEVELOPMENT CorPORATIONS. When a local development corpo- 
ration does not meet mortgage payments insured by the authority by reason of 
vacancy of its industrial project, the authority, for the purpose of maintaining 
income from industrial projects on which mortgage loans have been insured by 


the authority and for the purpose of safeguarding the mortgage insurance fund, 
may grant the local development corporation permission to lease or rent the 


property to a responsible tenant for a use other than that specified in section 5, 
subsection III, such lease or rental to be temporary in nature and subject to 
such conditions as the authority may prescribe. 

“Sec. 8. MORTGAGE INSURANCE FUND. 

“TI. There is hereby created an industrial building mortgage insurance 
fund, hereinafter in this chapter referred to as the ‘fund,’ which shall be 
used by the authority as a non-lapsing, revolving fund for carrying out the 
provisions of this chapter. This fund shall initially be the sum of $500,000. 
To this sum shall be charged any and all expenses of the authority, inelud- 
ing interest and principal payments required by loan defaults and to the 
sum shall be credited all income of the authority, including mortgage insur- 
ance premiums and from the sale, disposal, lease or rental. 

“TI. Monevs in the fund not needed currently to meet the obligations of 
the authority in the exercise of its responsibilities as insurer as provided 
for in this chapter, shall be deposited with the Treasurer of State to the 
credit of the fund, or may be invested in such manner as is provided for by 
statute. 

“Sec. 9. INSURANCE OF Mortcaces. The authority is authorized upon applica- 
tion of the proposed mortgagee to insure mortage payments required by a first 
mortgage on any industrial project, upon such terms and conditions as the 
authority may prescribe, provided the aggregate amount of principal obligations 
of all mortgages so insured outstanding at any one time shall not exceed 
$20,000,000. To be eligible for insurance under the provisions of this chapter a 
mortgage shall: 

“T. Be one which is to he made and held hy a mortg2gee approved by the 
authority as responsible and able to service the mortgage properly; 

“TT. Involve a nrincin®l obligation, including initial service charges and 
appraisal, inspection and other fees approved by the authority, not te exceed 
$1.000,000 for any one project and not to exceed 90% of the cost of project: 

“TIT. Have a maturity satisfactory to the authority but in no case later 
than 25 years from the date of the insurance; 

“TV. Contain complete amortization nrovisions sotisfactory to the authority 
requiring periodic payments by the mortgagor which shal! include principal 
and interest payments, cost of local property taxes and assessments, land 
lease rentals if any, and hazard insurance on the pronerty and such mort- 
gage insurance premiums as are required under section 10; 
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“V. Contain such terms and provisions with respect to property insurance, 
repairs, alterations, payment of taxes and assessments, default reserves, 
delinquency charges, default remedies, anticipation of maturity, additional 
and secondary liens, and other matters as the authority may prescribe. 

“Sec. 10. MortaaGE INSURANCE PREMIUMS, The authority is authorized to 
fix mortgage insurance premiums for the insurance of mortgage payments under 
the provisions of this chapter, such premiums to be computed ag a percentage 
of the principal obligation of the mortgage outstanding at the beginning of each 
year. Such insurance premiums shall not be less than one-half of 1% per year 
nor more than 2% per year of said outstanding principal obligation. Such 
premiums shall be payable by the mortgagees in such manner as shall be pre- 
scribed by the authority. 

“Sec. 11. Aurnoriry Expenses. The authority may in its discretion expend 
out of the fund such moneys as may be necessary for any expenses of the 
authority, including administrative, legal, actuarial and other services. All 
such expenses incurred by the authority shall be paid by the authority and 
when pertaining thereto shall be charged to the fund or to the appropriate 
industrial project or projects. Upon the issuance of mortgage insurance for 
any such project or projects, any expenses by the authority charged thereto 
shall be reimbursed to the authority by the mortgagee from the proceeds of 
the mortgage. 

“Sec. 12. MortGaces ELieiste ror INVESTMENT. Mortgages insured by the 
authority of this chapter are made legal investments for all insurance com- 
panies, trust companies, banks, investment companies, savings banks, executors, 
trustees and other fiduciaries, pension or retirement funds. 

“Sec. 18. Recorps or Account. The authority shall keep proper records of 
accounts and shall make an annual report of its condition to the State Banking 


Commission pe 


“Sec. 14. AurHortry To Provipe Funps. If from time to time in the opinion 
of the authority the addition of moneys to the mortgage insurance fund may 
be required to meet obligations, the authority shall in writing request the Gov- 
ernor and Council to provide moneys in such amounts as may be necessary for 


the purpose, The Governor and Council shail transfer to said fund sufficient 


moneys for said purpose from the State contingent account or from the pro- 
ceeds of bonds to be issued as provided in this section. If bonds are to be 
issued, the Governor and Council shall order the Treasurer of State to issue 
bonds in the amount requested, but not exceeding in the aggregate $20,000,000 
at any one time outstanding, to mature serially or made to run for such periods 
as the Governor and Council may determine, but none of them shall run for a 
longer period than 20 vears, and at such rates of interest and on such terms and 
conditions as the Governor and Council shall determine. The bonds so issued 
shali be deemed a pledge of the faith and credit of the State.” 

Sec. 2. APPROPRIATION. For the establishment of the mortgage insurance 
fund, there is hereby appropriated $500,000 from the unappropriated surplus of 
the general fund. 

EMERGENCY Crause. In view of the emergency cited in the preamble, this act 
shall take effect when approved. 

Sec. 1. Powers. The Maine Industrial Building Authority is authorized and 
empowered to enter into agreements with prospective mortgagees and mort- 
gagors, for the purpose of planning, designing, constructing, acquiring, altering 
and financing industrial projects. 

Sec 2. ApDITIONAL Power. The Maine Industrial Building Authority is also 
authorized and empowered to acquire, hold and dispose of real and personal 
property and make and enter into all contracts, leases, agreements and arrange- 
ments necessary or incidental to the performance of its duties and the execution 
of its powers under the provisions of An Act to Create the Main Industrial 
Building Authority, heretofore passed by this Legislature. 

See. 3. ACQUISITION AND DISPOSAL OF PROPERTY. The Maine Industrial Build- 
ing Authority may take assignments of notes and mortgages securing notes and 
other forms of security and may attach, seize or may take title by foreclosures 
or conveyance to any industrial project when an insured mortgage loan thereon 
is clearly in default and when in the opinion of the Maine Industrial Building 
Authority such acquisition is necessary to safeguard the mortgage insurance 
fund, and may sell, or on a temporary basis lease or rent, such industrial project 
for a use other than that specified in the definition of “industrial project” in 
An Act to Create the Maine Industrial Building Authority, heretofore passed by 
this Legislature. 
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Sec. 4. PrRoceeps CREDITED TO MorRTGAGE INSURANCE Funpb. All proceeds re- 
ceived by the Maine Industrial Building Authority from the disposal by sale or 
in some other manner of property it may have acquired in accordance with 
section 3 of this act shall be credited to the mortgage insurance fund. 

Sec. 5. R. S., c. 54, §5, amended. Section 5 of chapter 54 of the Revised 
Statutes is hereby amended by adding at the end thereof a new paragraph to 
read as follows: 

“The limitations of this section as to the holding of real and personal property 
Shall not apply to a corporation formed under the provisions of this chapter 
for the purpose of fostering, encouraging and assisting the physical location, 
settlement and resettlement of industrial and manufacturing enterprises within 
the State.” 

Mr. McIntire. Mr. Chairman, I deeply appreciate this opportunity 
to present this matter, and strongly urge in reporting favorably a 
bill dealing with financial institutions that the amendment we sug- 
gested or an appropriate amendment if the language is not exactly 
correct, be carried in the bill reported by this committee in order that 
this new venture in Maine be fully implemented and participated in 
by national banks. 

The Cuamman. It will be given consideration. 

Mr. Parman. Are you familiar with the small-business capital 
bank bill presented the other day ? 

Mr. McIntire. Not clearly enough to discuss it. 

Mr. Parman. I think that will help you. I am sure it will. I 
wish you would look it over, and if you agree with it, I hope you will 
introduce it. 

We would like to have bipartisan support of it. There is no reason 
why there should not be. 

Mr. McIntire. Thank you very kindly, Mr. Patman and Mr. Chair- 
man, 

Mr. Berrs. I would just like to say to the gentleman from Maine, 
I think he should be commended for making such a fine statement on 
behalf of his constituents. I am sure we all respect the gentleman’s 
ability and integrity, and will give it full consideration. 

Mr. McIntire. Thank you very much, Mr. Betts. 

Mr. Breeptnc. Your measure would apply to section 24, sentence 
3 of this Financial Institutions Act ? 

Mr. McIntire. Yes. 

Mr. Breepinc. I want to compliment you on your statement. I think 
you have made a fine statement. 

I presume this would affect all States in the Nation as it would yours ? 

Mr. McIntire. Mr. Breeding, the language of the amendment would 
establish the provision where “if other States chose to use this same 
approach and were pledging the full faith and credit of the State. 
This amendment is not specifically developed just for the State of 
Maine, but is sufficiently broad to permit other States, if they chose 
to make this approach, through their State legislatures, to have the 
advantage of the amendment. 

Mr. Breeprne. And the reason for the amendment is to loosen up 
that difference between 6624 and 90 percent ? 

Mr. McIntire. Exactly, sir. And for 25 years, may I say, instead 
of the present law limiting the national bank to 20, 

Mr. Henverson. Mr, McIntire, I would like to compliment you on 
the very fine statement that you have just made, and say that your 
previous contact with me concerning this legislation was also appre- 
ciated, because it gave me and other members of the committee an 
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opportunity to study your suggestion in advance of your appearance 
here. 

I think that the action that your State has taken is a commendable 
one for two reasons. First, it permits voluntary nonprofit organiza- 
tions to do something about industrial development. 

Secondly, it is doing it at a State level, which indeed is commend- 
able. 

I know that such organizations, voluntary or State-sponsored have 
done much in many communities to be of assistance in industrial 
development. Your statement has been a very fine one. 

Mr. McIntire. Thank you very kindly, Mr. Henderson. 

Mr. Cuameertatn. Mr. Chairman, I should also like to commend 
the gentleman for his statement here, and say that I agree with what 
has been said by Mr. Henderson. 

In the past, we have corresponded with respect to your suggestion 
here, and I would like to state that I am impressed with your 
suggestion. 

Mr. McIntire. Thank you, very kindly. 

I would like to reemphasize to the committee that this view of the 
fact that this authority has already been approved, the commission 
appointed and staff being established, that it is vitally important to 
us that this aspect of the amendment to the act be implemented as 
quickly as possible, so that we are interested that it be brought before 
this committee in order that it can be given appropriate consideration 
in that which is before the committee currently. 

Mr. McVey. Mr. McIntire, I am wondering if you have copies for 
distribution of your statement that you have made this morning ‘ 
Do you have copies of it ¢ 

Mr. McInrire. I will see that extra copies are available. 

Mr. McVey. It isa very fine statement and one to which we would 
like to give complete attention. I would like to have a copy of it. 

I join with those who have expressed appreciation for your appear- 
ance here this morning. 

Mr. McIntire. Thank you, very kindly. 

The Cuarrman. If there is nothing further, you may stand aside. 

We are glad to have your views, and I am sure they will be 
considered. 

Mr. Riley, you may proceed. 


STATEMENT OF GEORGE D. RILEY, AFL-CIO LEGISLATIVE REP- 
RESENTATIVE, ACCOMPANIED BY NATHANIEL GOLDFINGER, 
ECONOMIST IN THE AFL-CIO RESEARCH DEPARTMENT 


Mr. Rivey. Mr. Chairman and gentlemen: I am George D. Riley. 
I am a legislative representative of the AFL-CIO. I am accom- 
panied by Nathaniel Goldfinger, who is an economist in the AFL-CIO 
research department. 

We are grateful to Chairman Spence and the members of this com 
mittee for the opportunity to appear before you and to present our 
views on a few aspects of the bill, entitled Financial Institutions Act. 

The AFL-CIO is a trade-union federation, not a banking institu- 
tion. Weare not experts on the intricate details of our complex bank 
ing system. 
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However, the Nation’s banking system, which is involved in this 
proposed legislation, is of obvious interest to the 1314 million members 
of AFL-CIO unions and their families. 

This bill is of interest to every American, since it deals with a basic 
aspect of our economic system and social structure. 

‘he bill is a long one—some 250 pages long. It recodifies our vari- 
ous banking laws ‘and contains a great many changes in those laws. 
We are attempting to consider, therefore, a very long, complicated, 
and technical bill that affects our entire banking system and the gen- 
eral welfare of the public. 

This bill, as we understand it, emanates from the recommendations 
of a 27-man advisory committee, appointed by the Senate Banking 
and Currency Committee. These 27 men are, in all likelihood, honor- 
able men of stature. 

Most of them, however, are bankers—including five former presi- 
dents of the American Bankers Association. Since bankers are human 
beings, subject to the operations of self-interest, it would not seem too 
strange if items of self-interest are to be found in the intricate details 
of the many pages of this bill. 

I think that all members of this committee will admit the possibil- 
ity, at least. that the public interest and the interest of the banking 
community, may not always be identical. 

This factor cxbbatialtag the origin of the bill should be enough to 
warrant extreme caution in examining it, before recommending its 
adoption as the unified banking law of the land. 

Many Members of the Congress would be outraged if a 27-man 
advisory committee, including 20 members of the AFL-CIO executive 
council, were to advise and recommend to the Congress on the detailed 
writing of a technical labor law. 

Most members of the Congress would probably want to study such 
a bill, as they should, and hear the views of various groups. . 

The financial institutions bill, now being considered, deserves at 
least as much caution and detailed study, since the Nation’s banking 
system is more complex and less familiar to most people than are 
labor-management relations. 

The following are our views on a few specific sections of the bill. 





THE FEDERAL USURY LAW (TITLE I, SEC. 35) 


The bill now being considered would eliminate the Federal usury 
law—the 7 percent maximum interest rate—from conditional sale 
transactions (such as installment purchase contracts), which include 
most consumer and many small-business loans. 

Under the existing law, the Federal Government, in effeet, tells the 
States to name a maximum interest rate. If any State fails to do so, 
the Federal Government’s limit of 7 ( percent ¢ Lp] ylies. 

The States do have maximum interest rates on some types of trans- 
actions— in which case the State maximums prevail, The Federal 
maximum interest rate prevails, however, in transactions where the 
States have not set their own maximum interest rates. 

Section 35 of the bill states that “the purchas se of obligations or 
evidences of indebtedness from the actual owner thereof shall not. for 
the purposes of this section, be deemed a loan or discount.” 
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In other words, as we read this proposal, the Federal maximum 
interest rate would not apply to most consumer and many small-busi- 
ness loan transactions, since those transactions would not be consid- 
ered loans, under the meaning of the law. 

Any limit on the interest rates paid on most consumer-goods and 
many small-business loans, therefore, would depend on the State laws. 
The vast majority of State usury laws, as we understand it, are anti- 
quated and do not apply a maximum interest rate limit on conditional 
sales transactions that include most consumer-goods and many small- 
business loans. 

In the absence of effective State usury limits, passage of this bill 
would eliminate any maximum interest-rate limitation on most con- 
sumer goods and many small-business loans. 

In effect, therefore, the bill proposes to permit the raising of interest 
rates paid by consumers and small businesses under the usual type 
of consumer or small-business loans. 

The limited protection given to the consumer and small-business 
man, under existing law, would be eliminated, except in those few 
States that have modernized and fairly effective usury laws. 

In our opinion, adoption of this proposal would be a sad case of spe- 
cial legislation that would bring actual or potential harm to a majority 
of American families and that would be for the benefit of a tiny 
minority. 

What is needed is not the elimination of the limited Federal usury 
law for most consumer and many small-business loans, but a strong 
and modernized usury law that will protect the pubice. 

Under existing circumstances, for example, a consumer or small- 
business man is usually told that his interest payments on the purchase 
of an automobile, television set, truck, or equipment is 5 percent or 6 
percent. 

The loan, however, is also usually subject to charges and is amortized 
over a period of time. Instead of a 5-percent or 6-percent interest rate, 
the borrower, under those conditions, probably pays an effective inter- 
est payment of about 10 percent or more. 

The effective interest payment is usually about twice the nominal 
interest rate that is stated in the terms of the loan. Unfortunately, 
most people are not aware of this situation. 

A modernized usury law would name a maximum effective interest 
rate, rather than a maximum nominal interest rate. At a minimum, 
a modernized usury law would require the open and clear statement 
of the effective interest rate and charges on the papers signed by the 
borrower. 

The existing Federal usury law is in need of changes; it is in need 
of strengthening, not weakening. It is the consuming public and small 
business that need Government protection against high interest 
charges, not the bankers who are the beneficiaries from those charges. 
STATE EXAMINATION OF NATIONAL BANKS PROHIBITED (TITLE I, SEC. 51) 

This provision prohibits any State or any State agency or officer, 
under State or local law, from examining a national bank or requir- 
ing it to pay a license fee, any other kind of fee or penalty to the 
State. This prohibition proposes a further weakening of the protec- 
tion of the public interest. 
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The Senate committee report on this bill states: 

Various States have enacted legislation requiring national banks to acquire 
a State license in order to qualify as a licensed lender. The general purpose of 
licensing laws of this type is to protect the public in the field of small loans 
and installment purchase contracts * * * such (State) laws usually require ex- 
amination of all licensed lenders by State authorities. 

The consuming public would be placed in a rather helpless position 
if this provision, section 51, is adopted, along with the proposal to 
eliminate the Federal usury law from most consumer and many small- 
business loans. As we understand it, adoption of the two proposals 
would result in the following: 

Section 35 says that there is no Federal maximum. interest rate on 
conditional sales transactions (such as installment purchase contracts) , 
except if they come under the usury laws of the State in which the 
bank is located. In other words, if there is a State maximum interest 

rate, it would apply. 

Section 51, however, tells the States that they cannot effectively en- 
force their maximum interest rates, if they have any. This is done 
by prohibiting the States from licensing or examining national banks 
which do the overwhelming bulk of banking business. 

The combined effect of sections 35 and 51, it seems to us, would be 
to give the consuming public a runaround. The consumer would get 
no protection from the Federal Government and would be told to look 
to his State for assistance. 

Most State laws, however, are antiquated and inadequate. Further- 
more, the States would be told that they cannot effectively enforce 
their usury laws, in any case. 

Section 51 deserves a careful analysis from the viewpoint of pub- 
lic interest. The prohibition against State examination or licensing 
of national banks, as we see it, should not be adopted. 

There could be some reasonable argument for its adoption, only if 
the Federal Government were to prov ride a strong and modernized na- 
tional usury law and adequate protection of the consuming public and 
small business, as well as effective national enforcement of such strong 
and modernized Federal usury provisions. 


SECRECY OF EXAMINATION REPORTS (TITLE I, SEC. 50) 


This provision would classify as confidential, and as privileged 
against disclosure, examination reports made by national bank ex- 
aminers, related correspondence, papers, and other information ob- 
tained by the Comptroller, without the consent of the Comptroller 

Such documents, under this provision, would be secret, not subject 
to subpena by the courts, for example, without the Comptroller’s 
consent. 

This secrecy proposal seems like a strange one to us. Isn't it pe- 
culiar, to say the least, to grant confidentiality to bank examination 
reports, particularly at a time when legislation is being urged on the 
Congress for full public disclosure of trade-union finances? 


THE FEDERAL RESERVE ACT (TITLE II) 


The Federal Reserve System is one of the most important economic 
arms of the Government. Its powers are very great. Its activities 
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have a significant effect on the welfare of the American people and 
American institutions, includmg State and local governments. 

The Federal Reserve's operations atfect the money supply, interest 
rates and the growth of the national economy. 

The Federal Reserve System is much too important and much too 
powerful to be dominated by one tiny segment of American economic 
life. ‘Title II deserves most careful study, analysis, and revision. 

The main body of the Federal Reserve System is the 7-member 
Board of Governors, appointed by the President and contirmed by the 
Senate. Some idea of the extremely great powers of the Board of 
Governors over the economic life of the Nation can be seen from the 
following description in a Federal Reserve Board publication: 

It is the Board’s duty to supervise the workings of the Federal Reserve 
System. The Board appoints 3 of the % directors of each Federal Reserve bank, 
including the chairman, who is also the Federal Reserve agent and the deputy 
chairman. Appointments of the president and first vice president of each Federal 
Reserve bank are subject to the Board’s approval. The Board also issues regu- 
lations that interpret the provisions of law relating to reserve bank operations. 
It directs the System’s activities in bank examinations and in economic re- 
search and publications * * * 

Of the principal monetary actions of the Federal Reserve, the Board has full 
authority over changes in reserve requirements and margin requirements. It 
also has authority to establish the maximum rates of interest that member banks 
may pay on time deposits. It reviews and determines discount rates established 
by the reserve banks. While the terms of consumer credit were being regulated, 
the Board had sole responsibility for their determination and enforcement. In 
general, the Board of Governors is responsible for formulating national credit 
policies and for supervising their execution. The members of the Board are also 
members of the Federal Open Market Committee. 

This (Federal Open Market) Committee, comprising the 7 members of the 
Board of Governors and 5 representatives elected by the Federal Reserve banks, 
has the responsibility of deciding when and how much to buy or sell in the open 
market and under what conditions. 

The Board of Governors of the Federal Reserve System should be 
a public body. If it is to be a public body in composition and view- 
point, Section 38 of title Il should be amended. 

Section 38 states: In selecting the members of the Board, not more than one 
of whom shall be selected from any one Federal Reserve district, the President 
shall have due regard for a fair representation of the financial, agricultural, 
industrial, and commercial interests, and geographical divisions of the country. 

This language in section 88 should be amended. There should be 
specific mention in this section for fair representaion of labor, con- 
sumer, and small business interests on the Board of Governors. 

Without such fair representation of the largest economic groups in 
the country on this powerful Board, it 1s hard to conceive of it as 
representative of the American public. 

Labor, consumer, and small-business interests should be fairly repre 
sented on the Board of Governors. In addition, the number of mem- 
bers of the Board, who come from any one economic segment of our 
society shuld be spec ne and strictly limited. 

Only in this way will it be possible to hope that the direction of the 
Federal Reserve System will reflect the viewpoint of the American 
people, rather than the viewpoint of a tiny minority. 

Section 17 of title II should likewise be amended to provide for 
labor, consumer, and small business interests to be represented on the 
9 member Boards of Directors of the 12 regional Federal Reserve 
banks. 
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In addition, the number of members of these Boards of Directors, 
who come from any one economic segment of our society should be 
specifically and strictly limited. 

The American people should be protected against the possibility 
that either the Board of Governors or the Boards of Directors of 
any of the 12 regional Federal Reserve banks will become dominated 
by a tiny economic segment of American life. 

The Federal Open “Market Committee is, perhaps, the most power- 
ful economic arm of the Government. This committee, as now con- 
stituted, is composed of the 7 members of the Board of Governors, 
plus 5 representatives elected by the Federal] Reserve banks. 

It is our understanding that these five are usually from banks and 
financial institutions. In effect, therefore, the Federal Open Market 
Committee, with its great powers over the economic affairs of the 
Nation, is strongly influenced, if not dominated, by bankers. 

This condition must be corrected to protect the public interest. 
Title II of the bill should be amended to strictly limit the number 
of members of the Federal Open Market Committee, who come from 
any one economic segment of American life. 

This powerful committee should be a public body, fairly repre- 
sentative of the American people—not a bankers’ committee or 
bankers’ and big business committee. 

Section 8 of title II provides for a Federal Advisory Council of 
12 members. A publication of the Federal Reserve Board states: 

The Federal Reserve Act provides for a Federal Advisory Council of 12 
members, 1 from each Federal Reserve district, selected annually by the Fed- 
eral Reserve bank through its Board of Directors. “Council members are 
usually selected from among representative bankers in each district.” It con- 
fers with the Board of Governors on business conditions and makes advisory 
recommendations regarding the affairs of the Federal Reserve System. 

This important advisory council is, in effect, a bankers’ council. 
This condition should be changed by amending section 8, There 
should be specific language, requiring fair representation on this 
council of labor, consumer, smal] business, and farmer interests. 

There should likewise be specific language to strictly limit the 
number of members of this council who come from any one economic 
group in our society. 

The Federal Advisory Council, as well as the Board of Governors, 
the Boards of Directors of Federal Reserve banks and the Federal 
Open Market Committee should all be opened up to fair representa- 
tion of the large and important economic groups of the country. 

These Government, agencies and committees should not be repre- 
sentative of the big banks and blue chip corporations alone. 

If organized labor strongly influenced or dominated the National 
Labor Relations Board, there would be outcries throughout the land. 
The Federal Reserve System, with its tremendous powers over the 
economic life of the Nation, should not be considered the private 
domain of the banks and the blue chip corporations. 

The entire Federal Reserve System should be carefully examined 
and opened up so that it may become, in fact, a public system, repre 
sentative of American economic life. 

Section 10 of title II, as well as other sections of this title, provide 
for a change in the voting procedures of the Board of Governors. 
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The proposed revision in section 10 sounds perfectly innocent, when 
it suggests that an affirmative vote of a majority of the Board of 
Governors in office should be sufficient for taking important actions— 
instead of the affirmative vote of not less than five members, as pro- 
vided in the present law. 

This proposal, it seems to us, is not as innocent as it sounds. It 
suggests the possibility that the President may permit membership 
on the Board of Governors to fall from 7 to 6, 5 or 4—by not making 
appointments when vacancies occur. 

It suggests, furthermore, the possibility that a 9- or 10-member 
Federal Open Market Committtee—the members of the Board of Gov- 
ernors, plus 5 others, who are usually bankers—can be completely 
dominated by the banking group. 

This proposal for a change in the voting procedures in the Board 
of Governors should be most carefully examined for its implica- 
tions and rejected, if there is anything in it that may be harmful 
to the public interest. 

Every provision of title [1I—whether or not it involves changes in 
the present law—should be thoroughly studied and examined. 

It is asad commentary to think of the present influence of the bank- 
ing group on the Government agency that determines interest rates 
and the money supply. 

It would be as if the Department of Labor set American wage 
rates—with high officials of the Department, and an advisory council 
of that Department, composed of former and present members of 
the AFL-C10 executive council. 

The Federal Reserve System can and should be a public system that 
is representative of all important economic groups in the country. 
If this Federal Reserve System, with its tremendous powers over our 
economic life, is to be preserved as a vital part of a free economy, 
its entire composition and complexion must be changed. 

The opportunity to make the Federal Reserve System a thoroughly 
public system is in the hands of this committee and of the Congress. 


FEDERAL CREDIT UNION ACT (TITLE VII) 
The constant growth in numbers of credit unions is clear indication 
of the interest in and participation in the affairs of such voluntary and 
cooperative financial organizations in recent years. 

Briefly, credit unions are groups of persons in the same locality, of 
like purposes, who may wish to lend to or borrow from each other 
for sound everyday purposes to maintain and advance the cause of 
sound American standards of living. 

A great many of our members also are members of credit unions 
typically operated at their places of employment. It may be that 
some persons in credit unions may never exercise the opportunity to 
borrow or are fortunate in not having to borrow; nevertheless, they 
themselves may be the leaders whose money is productive of a fair 
rate on their investments. 

On the other hand, many loans are on an emergency basis or for 
i. specific occasion and are approved to meet the contingency without 
undue delay. 

It might be stated that trade unions and credit unions have much 
in common and accomplish a great deal through organized action. 
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And while each serves a definite need, their functions dovetail to a 
great extent by providing security and independence. Loans to 
members of credit unions result in helping them out of debt, not 
embedding them deeper. 

Credit unions are an important part of the American scene, both in 
industry and in Government employ ment. 

Specifically referring to S. 1451 now before your committee, it is 
our hope that there will be no action t: aken by the C ongress which in 
any way would make the task of credit unions in serving their mem- 
ber ships difficult or the interests of such members disady antageous. 

I have examined the statement of the Credit. Union National As- 
sociation, Inc., presented to your committee recently, and can say 
that we endorse the general purposes of that statement. 

CUNA is the organization best informed on the activities and 
operations of individual credit unions, and we hold its views in proper 
regard. 

For this reason, we feel justified in endorsing CUN A’s remarks and 
adding any of our own which are indicated. 

Some of the definitions in S. 1451 provide needed clarification, 
namely, that of “Federal credit unions.” Better definition of a Fed- 
eral credit union could har dly be asked. 

We find no fault with the language in section 3 of title VII pro- 
viding a modernized version of the creating act for the Bureau of 
Federal Credit Unions. 

Other sections designed to eliminate obscurity and provide mod- 
ernization also appear to be proper in the bill as passed by the Senate, 
including increase in signature loan limit, declaration of dividends, 
elimination of unnecessary phrases and regulation of bureau employees. 

Section 25, regarding space in Fede ‘al buildings, would extend to 
certain persons employed by the American Legion and Red Cross the 
rights to credit union membership maintained for Federal employees 
as well as continuing the memberships of retired Federal employees. 
This liberalization is to be commended. 

Section 26 extending the provision of the act to include all States, 
the District of Columbia, the Territories and possessions, the Com- 
monwealth of Puerto Rico, and the Panama Canal Zone are de- 
sirable and are endorsed. 

I fully realize that the subject of taxation basically, as mentioned 
in section 23, does not come to your committee, but that S. 1451 is 
reaffirming existing law on this subject. 

Represent: ition on this point has been made before the Ways and 
Means Committee, which fact takes care of the subject quite well. 

Credit unions have been included under this tax arrangement for 
more than 20 years. We hope to see the same plan continued without 
interruption or modification. 

There are certain other changes proposed in the legislation, notably 
in section 7 and elsewhere, to which opposition has been voiced. Our 
suggestion in such cases is as contained at the outset of this statement 
in line with the position set forth on the bill in general by CUNA, 
which is that we are following the lead of CUNA in its stand on title 
VII overall. 

We do, however, have reference to section 7 (b) dealing with audits 
of credit union affairs as set forth on page 231 of the bill as passed 
in the Senate and reads as follows: 
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(b) The Director shall encourage every Federal credit union to make an 
adequate internal audit of its affairs at least once each year. In any case in 
which the Director deems it is necessary, either because of the absence or 
inadequacy of any such internal audit or for any other reason arising in the 
course of the supervision of any Federal credit union he may require at such 
times as he deems necessary that such Federal credit union have an audit by 
an independent individual or firm approved by the Director or in the alternative 
require that it be audited by the Bureau. The expense of any such audit by 
the Bureau shall be considered part of the examination fees authorized in sub- 
section (a) of this section. 

There would appear to be the danger that small credit unions could 
be audited out of existence through financial costs of several audits a 
year. Certainly we do not oppose audits but there should be a limit, 
however, to the number of audits required in a given year. 

This long, complicated and technical bill affects various aspects of 
our economic and social life. We have offered some comments, ques- 
tions, and suggestions on a small number of issues in this bill. We 
believe that there are many points in this bill that deserve most care- 
ful scrutiny. 

We urge this committee to give careful consideration to every provi- 
sion in the bill, in an attempt to protect and advance the public 
interest. 

The Cuatrman. Thank you, Mr. Riley. I am sure the committee 
will give careful consideration to your suggestions. 

Mr. Parman. Mr. Chairman, I would like to comment. 

The CrairmMan. Yours is a good organization which should have 
a voice in the formation of legislation. 

Mr. Parman. Mr. Riley, I want to commend you on a very fine 
statement. You have brought out some excellent points and made 
many thought-provoking suggestions. I am glad to tell you that they 
will all receive consideration. 

On page 10 you refer to the possibility of a President not selecting 
members of the Board of Governors of the Federal Reserve System 
and permitting the number to be decreased. 

I can give you an illustration of that: In 1953 and 1954, the Board 
of Governors was reduced to five and there was no Vice Chairman. 
The law says there shall be a Vice Chairman. 

[ wrote Mr. Eisenhower a number of letters on each subject insist- 
ing that he fill those vacancies, and finally he did fill the vacancies, 
and he fin: uly selected a Vice Chairman, but it was after many letters 
passed between me and the person who represented him on the matter. 

It has happened in the past. If they had had this particular amend- 
ment at that time, then three could have acted for the Board of 
Governors, as a majority. 

You know, with the private banks having five members on the 
Open Market Committee, which you state is the most powerful com- 
mittee in the country, and I agree with you. It is the most powerful 
committee on earth. It has more power than the Congress of the 
United States. 

They have five members. Ifthe Board was reduced to five we would 
have equal representation with the public members. 

In addition to that, right now the bankers, with a minority of the 
public members, can control the monetary system of this country. 


They can run interest rates up, they can run Government bonds down, 


and may I invite your attention to something that Secretary Hum- 
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phrey said before the Joint Economic Committee one time, that 
these trust funds don’t have enough security with Government bonds 
going down like they were at that time, and right now it is oppor- 
tune—and Mr. Chairman, I want to call this to your attention—it is op- 
portune that we consider, when these trust funds for employment 
benefits and other purposes are being called upon and being drawn 
upon, if they were drawn upon too much and they had to sell their 
bonds much below par it would jeopardize their funds and also 
jeopardize the economy because they would have keen competition 
in the Government bond market, selling bonds much below par, and 
could cause the market to collapse. 

I hope you keep in mind that some legislation should be passed 
to guarantee that these bonds can always be sold at par from these 
trust funds, at least. 

Now, banks can carry them at par. You know all these examinations 
that are made of banks; every bond, although they paid 100 for it 
and it is down to 85, is carried at 100 cents on the dollar. Some of 
the banks would probably have been broke during the time these 
bonds were selling so low, had it not been for that. But since they 
are protected at 100 cents on the dollar there is no reason why the trust 
funds shouldn’t occupy the same favorable position that the banks 
occupy and I hope you and your fine organization will give con 
sideration to that, Mr. Riley. 

Mr. Rirey. Of course, until recent years and even recent months 
perhaps, the Federal Reserve has just about cuaranteed the level 
above par or at par, or no less than par. 

Mr. Parman. March 4, 1951, the Federal Reserve seceded from 
the Government. I use that word “seceded” advisedly. ‘They got by 
with it at that time. At that time Mr. Truman’s popularity line was 
low and they got by with it. They had been waiting for a chance to 
do that for many years. 

Mr. Rirxy. But no one is controlling the value of Government 
bonds. It seeks its level. 

Mr. Parman. The bankers would like to see them go up and down 
because they make a lot of money speculating on them. 

The dealers can buy a million dollars worth of Government bonds 
for $50,000. , 

Mr. Reuss. I want to commend you, Mr. Riley, for a very able and 
helpful statement. I have one question concerning your testimony on 
page 8, in which you urge that the law be amended so that in the re- 
presentation of the 7-man membership of the Board of Governors of 
the Federal Reserve System, there be added to the present requirement 
of representation for the financial, agricultural, industrial, and com 
mercial interests, representation for labor, consumers, and small-busi- 
ness interests. 

Mr. Rirvry. Yes, sir; that would get in the segments involved in 
this economy. 

Mr. Reuss. Let me say I heartily agree with your problems there, 
the problems that the Federal Reserve is concerned with. Produc- 
tion, employment, purchasing power are not the proprietary inter- 
est of any segment of the community but of the whole community. 
However, I would like to explore with you for just a moment how 
you would set this up. You say, in effect, 2 things: that there should 
be 7. not 4 groups represented and you say that each one of these groups 
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should be represented and then you say in about the middle of page 
8, “in addition, the number of the members of the Board who comalions 
any one economic segment of our society should be specifically a 
strictly limited.” 

Now, my question comes down to this: Are you advocating that, of 
the 7-man board, each one of the 7 members should represent one of 
those 7 groups; that he must represent such a group; that you cannot 
have more than 1 representative of a particular group at a particular 
time. 

Maybe you have not fully thought this out; and, if so, your contribu- 
tion would still be valuable. 

Mr. Ritry. May I refer to Mr. Goldfiger and ask for his impression 
sion on that. 

Mr. Gotprincrer. We haven't attempted here to construct legisla- 
tive language. ‘This is certainly the function of this committee and 
we would hope that the committee would look into it. 

However, if you look at section 38, as it stands now, it states that 
the President shall have due regard in making the selections. He 
shall have due regard for a fair representation of the financial, agri- 
cultural, industrial, and commercial interests and geographical divi- 
sions of the count ry. 

It gives the President of the United States discretion. What we 
are suggesting is that some additional language be added there: 
that the President shall have due regard for a fair representation of 
financial, agricultural, industrial, commercial, labor, consumer, and 
small-business interests. 

Mr. Reuss. In other words, you would still keep the “due regard” ¢ 

Mr. Gouprincer. Yes. 

Mr. Reuss. And you wouldn’t find that law violated if at a particu- 
lar time there were, let us say, 2 representatives of the labor move- 
ment on the 7-man board ¢ 

Mr. Gouprincer. Excuse me, sir; we are suggesting further that 
there be some further language in this section 38 which would state, 
as we state here on page 8: 

The number of members of the Board who come from any one economic 
segment of our society should be specifically and strictly limited. 

Mr. Reuss. That was the section I read and that perhaps causes 
my questioning of you on this point. If you are going to limit it to 
1, for example, then you have set up a 7-man board in ‘which each of 
the 7 must represent 1 of these groups. 

I would think myself offhand that that would not be the healthiest 
thing in the world because in addition to the 7 groups there is some- 
thing called the public. 

Mr. Gotprincer. Well, the consumer—— 

Mr. Reuss. That is close to it. Consumer does have a special con- 
notation. I wouldn’t think it would be particularly healthy to re- 
quire by law that no more than 1 member of the board can come from 
each 1 of the 7 backgrounds. I should think in short that if you had 
it in terms of “due regard,” you would have done about as much as 
one reasonably wants to do. After all, any President can always 
produce a window dressing representative of any one of these in- 
terests if he want to. I think if you spelled out the addition of those 
three groups wouldn’t you accomplish most of your purpose then 
and there ? 
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Mr. Gorprrncer. If you are inferring, sir, that the public, for ex- 
ample, perhaps should have 2 representatives on this board rather 
than 1, we would certainly go along with you. But you see, the 
experience with the Federal Reserve Board is that the consuming 
public is underrepresented. Labor is not represented on this board. 
The board in effect, and this is no reflection on the gentlemen on 
the board but it is a reflection on the composition of the Board of 
Governors and on the whole Federal Reserve System. This Federal 
Reserve System operates as an agency which is strongly influenced by 
the banking community and big-business interests. In our opinion 
this is an evil because this is a public system and a most important 
system. 

Mr. Reuss. Now, I don’t want to overrun my time. Therefore, I 
must be a little more precise in my question which is, are you sug- 
gesting that if we add these 3 additional groups and thus have 7 
groups that there be a further limitation which would prohibit more 
than 1 representative from each of the 7 groups? You see, you have 
just 7 members and if you have 7 groups plus a limitation, that is 
what you get. 

Mr. Gorprincer. I think this is worth some further discussion and 
study, and perhaps some further discussion and study by members 
of your committee. 

Perhaps a limitation of two should be placed on here. 

We believe the present condition of the Federal Reserve System 
should be changed. In other words, the present complexion of this 
system, not merely of the Board of Governors, but of the entire Sys- 
tem, should be changed. 

Mr. Reuss. I certainly agree with that general proposition and I 
wanted to see how elastic you were willing to be on working out the 
actual details and I am glad to hear that you are reasonably elastic 
on it. 

Mr. Gotprincer. We are basically interested in this System becom- 
ing a publicsystem. I mean that is our basic interest. 

Mr. Reuss. Thank you. 

Mr. Ruzey. If it took nine members, such as you have in the Su- 
preme Court, to accommodate the question and give this thing a try- 
out, maybe that would be an avenue. We are not mechanics in this 
thing. We are merely trying to call attention to things about which 
we have considerable concern. 

Mr. Parman. One comment, Mr. Chairman, just on the item of the 
directors. 

The Cuarrman. I think I will call the members around. 

Mr. Patrman. Certainly. It was just on what we brought up there. 
I wanted to make a brief comment on it but that can wait. 

The Cuarrman. Are there any questions, Mr. Betts? 

Mr. Berts. I have no substantial questions. I was rather interested 
in the statement about public disclosure—for my own information. 
Is most of this proposed legislation about public disclosure of labor 
finances—is that directed to public disclosures, or disclosures to the 





members ? 

Mr. Ritey. Do you mean the reference to “at this time” when there 
is a demand for certain things? 

Mr. Berrs. Well, on page 6. 
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In the proposed legislation you referred to at the end of your com- 
ment, is that directed to public disclosure of the financial conditions 
of labor unions or disclosure to the members ? 

Mr. Gotprincer. As I understand the proposal that has been sent 
to the Congress, it is for public disclosure, generally. You see, under 
the terms of the Taft-Hartley Act, there already is a provision in the 
Federal statute which requires disclosure to the members. And the 
current legislation, that is being proposed, calls for public disclosure, 
generally, because it has been claimed that the disclosure to the mem- 
ers alone hasn't been sufficient. 

Mr. Berrs. I thought there might be some parallel between the dis- 
closure of these examinations of the banks in general are the dis- 
closure of your affairs. 

Mr. Riney. We are talking about disclosure under legal processes. 
This would make it inviolate for anyone to see and know and be 
informed. 

Mr. Gouprincer. We are not afraid of public disclosure. We have 
been supporting public disclosure of welfare funds. 

Mr. Berrs. Yes. I wasn’t going into that angle of it but just the 
overall view of it. 

On page 5 you say States could be told that they could not effec- 
tively enforce their usuary laws. I didn’t quite understand what you 
meant by that. 

Mr. Ritey. Well, I think the fact that the Federal Government 
come in and occupies all the available space in this field is ample justi- 
fication for that statement, Mr. Betts. 

Mr. GoLprincGer. Let me add that under the provisions of this sec- 
tion here, section 51, this would make it impossible for the States to 
effectively enforce those State laws because this section 51 would pro- 
hibit the States from examining, licensing, or penalizing national 
banks. And since the national banks do most of the banking busi- 
ness, there would be a broad area which would not be subject to State 
enforcement. 

Mr. Berrs. Of course, violation of the usury law could be discovered 
without examination, couldn’t it / 

Mr. GotprinGer. I would think, sir, in order to effectively enforce 
this, it might well require some sort of examination. It may also re- 
quire some kind of penalty. 

In our reading of this section, it looks to us like the States would 
not be able to effectively enforce it. It is effective enforcement which 
is quite important here. 

Mr. Berrs. Thank you. I just felt further elaboration was nec- 
essary. 

Thank you. 

Mr. Brown. Mr. Riley, I want to compliment you on your comments 
with regard to the usury laws. 

That is all I have, Mr. Chairman. 

The Cuarrman. Mr. McVey 

Mr. McVey. Thank you, Mr. Chairman. 

I want tosay to Mr. Riley that I think he has made a very fine state 
ment and has touched upon a number of provisions we should con 
sider in this legislation. 


Mr. Ritry. Thank you, Mr. McVey. 
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Mr. McVey. I want to refer to your comment of awhile ago, Mr. 
Patman, and ask for a point of information. You drew the lack of 
parallel in the way the bonds are considered in the case of banks nd 
trust funds. Isn’t it true that if the banks faced an emergency and 
had to have additional funds from their Government bonds, they 
would have to sell them at the going rate of the market ? 

Mr. Parman. They can go to ‘the Federal Reserve bank and borrow 
the money on them, at 100 cents on the dollar. 

Mr. McVey. Suppose they had to sell them? 

Mr. Parman, They would have to sell them at the market but there 
would be no occasion to because they can borrow the money at 100 
percent. 

Mr. Ramey. They can hypothicate them and have them there until 
the price comes back. 

Mr. McVey. That is the information I want. I was going to say 
were it not for the fact you have mentioned, the two would be in the 
same position. 

Mr. Parman. The trust funds are not so protected. That is my 
point, they should be so protected. 

The Cuarrman. Mr. Breeding—— 

Mr, Berrprne. Thank you, Mr. Chairman. 

Mr. Riley, I want to compliment you on your remarks in the state- 
ment you have given here. 

Mr. Rinry. That is very kind of you, Mr. Breeding. 

Mr. Breeprnc. With regard to the usury law there, where you refer 
to eliminating this usury law—further over you say, in your opinion, 
adoption of this proposal would be a sad case of s special legislation that 
would bring actual or potential harm to a majority of American 
families. 

Mr. Rirry. Yes, sir. 

Mr. Breepinc. Do you mean you would have increased interest 
rates to the average American ? 

Mr. Rizey. We are living with a dynamic economy today, and some- 
times there is a demand for money. Sometimes there is more demand 
than there is money available. That will push up the price of money. 
When things get scarce—it is like a profiteer during time of war, 
if he has free rein he is apt to make the most of it and to his advantage, 
certainly, and not to the advantage of the fellow whose neck is in the 
noose, 

Mr. Breeptnc. Isn’t it true some States don’t have a maximum 
usury law ? 

Mr. Rirxry. I think there would be found to be on examination some 
10 or 12 States which have, in our opinion, good usable, worthwhile, 
beneficial laws on usury and from that point we are out in Indian 
territory, more or less. 

Mr. Breeptne. Thank you. 

The Cuatrman. Mr. Coad——— 

Mr. Coan. No questions. 

Mr. Parman. Mr. Chairman, I want to make one comment on the 
directors. 

I looked into this question one time, Mr. Riley, and I discovered 
that out of the 36 that the Federa] Reserve Board appoints—3 to 
each of the 12 Federal Reserve banks—not 1 has ever been representa- 
tive of labor. A few of agriculture but not one of labor. 
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The 24 branches, they have boards of directors, too, and not 1 of 
them has ever been a representative of labor, so I think you have a 
just complaint, a complaint that I have raised in the past, too, as 
you probably know. 

Mr. Rivey. Yes, indeed. 

The Cuarrman. Mr. Riley, we have been glad to have your views 
and I am sure they will be considered by the committee when this 
bill comes up. 

When it comes before the House it will be under open rules and 
all germane amendments may be offered. 

Mr. Rizey. We thank you for the hospitality you have shown us; 
we thank the chairman and the members. 

The Cuarrman. You may be dismissed and the meeting will ad- 
journ., 

(Whereupon, at 12:55 p. m., the committee adjourned to reconvene 
at the call of the chairman. ) 
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APPENDIX 


THE CasE AGAINST BANK INSURANCE—PREPARED BY INSURANCE AGENTS’ 
INTERNATIONAL UNION, AFL-CIO 


The debate over bank insurance is an old one. The arguments, pro and con, 
have been repeated many times. 

The Insurance Agents’ International Union, AFL-CIO, represents the indi- 
vidual whose elimination, it is argued, would bring about the public benefit 
claimed by the proponents of bank insurance. 

As a labor organization representing thousands of consumers and their fami- 
lies, the union has also had considerable experience in considering matters of 
policy from the viewpoint of the consumer. 

We are aware of the fact that, at times, a conflict arises between the require- 
ments of public interest and the interests of particular groups. We know, how- 
ever, that there are other circumstances where the conflict is only apparent and 
where, on the contrary, the real situation represents an underlying harmony 
between the public and the particular interests. 

Yet, so strong is the power of an idea that it persists long after the facts have 
proven it false. Such is the situation which we face now. 

The proponents of bank insurance clothe themselves in the garb of the public 
interest, although many of them in fact represent a strong particular interest, 
namely, the banks. 

There are others, however, more distinterested citizens, whose position on 
this issue arises out of an inadequate knowledge of the necessary function of 
the agent to the business. This is understandable. On the surface, it might 
appear that some savings would be achieved by eliminating the agent’s com- 
missions. 

What they do not realize, however, is that any such saving is a pseudosaving, 
because the policyholder receives a lesser product when he is deprived of the 
agent’s services. In point of fact, bank insurance is harmful to the best inter- 
ests of the policyholder. 

The life insurance policyholder requires the services of a trained underwriter. 
He requires such services, in the first instance, when he is purchasing his policy. 
He also requires them repeatedly after the sale has been made. 

Life insurance is complex. It takes many forms, and it is designed to serve 
a multitude of needs. Only the trained underwriter who has knowledge, time, 
and patience is qualified to give careful study to the requirements of a family 
and to tailor the amount and type of protection to the family’s income and needs. 
This is what he is precisely trained to do. 

In the life of a family, both income and needs change. The agent who has 
developed a personal relationship with the family is in the position to give sound 
advice on how to adapt insurance protection to new circumstances. 

Other problems may arise. A change of beneficiary becomes necessary, or a 
loan to prevent a lapse. <A policy is lost. A claim is made, death, maturity, or dis- 
ability. The agent readily provides numerous services to the policyholder for 
which he receives no extra commissions nor any other form of compensation. 

Today, in the 1950's the work of the agent has become more specialized, more 
varied, and more intricate. The number of types of policies in his portfolio have 
been considerably increased. The needs of the public have expanded greatly as 
the result of postwar inflation, rising standards of living, and vast social changes. 
For instance, the spectacular growth of mortgage insurance has resulted from the 
boom in individual home ownership. Special types of endowments are needed 
more than ever due to the increasing demand for higher education. Sickness 
and accident insurance has caught the interest of the public. The agent is the 
person who analyzes changing needs and income and translates them into insur- 
ance protection. As the insurance requirements of the public have grown, the 
function of the agent has become more essential. 
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Bank insurance, by eliminating the agent, deprives the policyholder of mobile 
and ever available service and advice. In this way, it is selling a lesser product 
and offering a pseudosaving which is contrary to the interest of the public and the 
policyholder. 

This is a judgment which has been made, not only by the agents and the insur- 
ance companies, but actually by the public itself. The public has demonstrated 
over the years that it is hardly interested in what bank insurance has to offer, 

The best illustration of this fact is the experience of the State of Massachusetts. 
Massachusetts pioneered this form of insurance nearly half a century ago. In 
1953 (the latest year for which we have statistics), total ordinary insurance in 
force amounted to $6.8 billion. Of this total, only 6.4 percent was in force with 
the savings banks. In the same year, $785 million of insurance was written, but 
only 5.2 percent of the total was written by savings banks. Massachusetts policy- 
holders paid a total of $196 million in premiums, with only 5.8 percent going to the 
savings banks. 

In other States, where the experience with savings bank insurance has been 
shorter, the results are even less impressive. In New York, it has been avail- 
able since 1939. Yet, in 1953, the savings banks’ share of the total insurance in 
force, the total written during the year and the total premiums received was in 
each case less than 1 percent. Connecticut made it available in 1941. In 1953, 
the savings banks’ share, in all three categories was one-half of 1 percent. 

Clearly, the judgment on bank insurance has been given by the public. It 
does not serve the public need. Life insurance cannot be sold over the counter. 
If it could, such means would long ago have been adopted by the companies 
themselves. The names of companies, such as Metropolitan and Prudential, and 
John Hancock, are known to everyone. Yet, in their advertising, these com- 
panies state, “See your agent.” The name is not sufficient to sell and service 
policies properly. 

The final judgment on bank insurance is the fact that it does not at all serve 
the needs of the lower income groups who can use cost savings the most. Only 
a minute proportion of the people in this eategory have used it. The reason is 
that they cannot pay for insurance by the methods required under the bank 
system. 

On the other hand, the debit system of week or monthly collections by an agent 
has proved to be the only successful means of bringing insurance to people with 
low income. Admittedly, debit insurance is more costly than ordinary. The 
alternative, however, has proved to be no insurance whatsoever. The great 
achievement of industrial insurance and the more recent modifications of it 
within the framework of the debit system has been that it has brought insurance 
to those who would otherwise be unprotected and has kept it there. 

The function of the agent among the lower income policyholders is crucial: To 
sell insurance in proper form and proper amounts and to keep it in force. His 
service is absolutely indispensable. 

In summary, the arguments against bank insurance are threefold : 

1. It is harmful to the long-run interests of the policyholder. 

2. It does not appeal to the public. 

3. It does not at all serve the needs of the lower income groups. 

A final word about the agent. His function may tend to be misinterpreted 
because of the basis on which he is paid. It should be made known and kept 
in mind that the agent performs more services for which he receives no pay than 
those for which he is specifically compensated. Furtermore, he is available at 
times that are most convenient to the policyholder. When necessary, he makes 
evening calls or comes on weekends. For such service, he receives no overtime 


pay. 

The agent gives his policyholder personal attention, expert knowledge, and 
convenient service. The agent also takes care of all necessary transportation 
and a considerable saving of time to the policyholder who need not step out of 
his house. What other trade or profession offers as much service at such 
moderate cost? 
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OFFICE OF THE SECRETARY OF THE TREASURY, 


Washington, D. C., January 8, 1958. 
Hon. BRENT SPENCE, 


Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHAIRMAN: The Department would like to take this opportunity 
to recommend an amendment to 8. 1451, the proposed Financial Institutions Act 
of 1957, which is pending before your committee. 

Section 14 (b) of the Federal Reserve Act, as amended, which would be re- 
enacted by S. 1451, contains temporary authority for the Federal Reserve banks 
to buy directly from the Treasury obligations of the United States in an amount 
not to exceed $5 billion outstanding at any one time, This temporary authority, 
however, will expire on July 1, 1958. 

We recommend that the temporary authority be extended an additional 2 
years. This could be accomplished by amending section 14 (b) (2) of title II of 
S. 1451, page 85, by striking out “1958’’ and inserting in lieu thereof “1960” in 
the two places it appears in the section. 

The direct purchase authority is of important assistance to the Treasury in 
smoothing out the effect of short-run peaks in Treasury cash receipts and dis- 
bursements so that the disturbing effect of their flow threugh'the banking system 
may be held to a minimum. Also, if the Treasury did not have the authority it 
would be necessary to maintain larger cash balances than is now the case. 

The authority is only used occasionally, primarily immediately preceding 
periods of heavy tax payments. However, it is an essential fiscal mechanism in 
avoiding unnecessary strains on the money market at such times and in handling 
the distribution and utilization of Treasury cash balances and holding them to a 
minimum. Any borrowing under the authority is, of course, subject to the stat- 
utory debt limit. There is attached a table showing the holdings by the Federal 
Reserve banks under the direct purchase authority from 1942 to the present time. 

Accordingly, we urge favorable consideration of the suggested amendment. 
Should other amendments, in addition to those that have been recommended in 
testimony by the Comptroller of the Currency, appear desirable as a result of 
further review of the bill by the Department, they will be made the subject of a 
separate communication. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committee. 

Very truly yours, 
Rosert B. ANDERSON, 
Secretary of the Treasury. 


Direct borrowing from Federal Reserve banks, 1942 to date? 


Maximum Maximum 
Days amount at Days am unt at 
Year used any time Year used any time 
(in millions) in milli-ns) 
1942... ee eset 19 $422 |] 1950... : 2 $108 
1943 48 1, 320 |] 1951.2... Katceteek 4 320 
1944. . poe | | 1952..... ‘ ‘ 30 Sil 
1945... 8 | 484 || 1953.......- 29 1,172 
1946... | | } 1954... 15 424 
1947... | BGR. stl aickcd odtmcho causal vectedid case hp ieaee 
1948 Ee : WONOS aici Helin ads emeeinach Re ieenela 


1949. | 9 220) , ee es . 


1 The last time this borrowing authority was used was on Mar, 17, 1954, 
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Direct borrowing from Federal Reserve banks, by days, from 1953 to date 


{In millions] 


Date Amount | Amount | Balance | Date | Amount | Amount Balance 
borrowed). retired borrowed) retired 

1953 | 1953 
Mar. 18. $110 | $110 || June 22 $84 $908 
Mar. 19 $6 104 |} June 23 300 608 
Mar. 20 85 189 || June 24 312 296 
Mar. 23 : 144 333 || June 25 296 : 
Mar. 24 147 186 
Mar. 25 123 63 1954 | 
Mar. 26. 14 49 || Jan. 14 $22 22 
Mar. 27.. 49 Jan. 15 147 169 
June 5 196 196 || Jan. 18 154 323 
June 8 178 374 || Jan. 19 101 j.. 424 
June 9 117 491 || Jan. 20 | 101 323 
June 10 40 451 Jan, 21 17 | 306 
June 11 93 358 || Jan. 22 23 | 283 
June 12 148 506 || Jan. 25 80 | 203 
June 15_. 493 999 || Jan. 26__. 200 | 3 
June 16 173 1,172 || Jan. 27 3 
June 17 349 | 823 Mar. 15 134 134 
June 18 459 364 Mar. 16.. 56 | 190 
June 19 628 { 992 Mar. 17 !__-. : 500. L.. costes 


! The last time this borrowing authority was used was on Mar. 17, 1954. 





ADMINISTRATIVE OFFICE OF THE UNITED STATES COURTS, 
SUPREME Court BUILDING, 
Washington, D. C., February 6, 1958. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN SPENCE: I am replying further to your request of May 15 
last to Mr. Whitehurst, Acting Director of the Administrative Office, for an ex- 
pression of the views of the judicial branch regarding the provisions of 8. 1451 
which relate to the standards for the judicial review of proceedings under the 
laws governing financial institutions and would provide that such review should 
be on the weight of the evidence and not under the substantial evidence rule of 
the Administrative Procedure Act. 

The Judicial Conference of the United States at the annual meeting in Septem- 
ber 1957, considered a report of its Committee on the Revision of the Laws, of 
which Judge Albert B. Maris of the United States Court of Appeals for the Third 
Cireuit is Chairman, that from the information secured the Committee was 
unable to determine that there is a substantial distinction between the proceed- 
ings which would be reviewed under this bill and the many other types of agency 
proceedings which are presently reviewable under the substantial evidence stand- 
ard of the Administrative Procedure Act. 

After a full discussion the Conference directed that the Committee on Banking 
and Currency be informed that it is of the view that the standards of the 
Administrative Procedure Act should be made applicable in full to the proceed- 
ings reviewable under this bill. 

The action of the Conference may be found at page 38 of the Report of the Pro- 
ceedings of the Regular Annular Meeting of the Judicial Conference of the United 
States, September 1957, just recently released, a copy of which is enclosed. 

Very sincerely, 
WARREN OLNEY III, Director. 


Los ANGELES, CALir., February 4, 1958. 


Hon. CLAIR ENGLE, 
House of Representatives, Washington, D.C.: 

Individually and on behalf of nearly 1,000 member firms of the Insurance 
Brokers Exchange of California, we respectfully request that it be recorded in 
the hearings of the House Banking and Currency Committee that we are un- 
alterably opposed to any amendments to S. 1451 permitting national banks to sell 
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insurance. Such amendments are inimical to the best interest of the insuring 
public by depriving the public of the services available from trained professional 
insurance producers and offer the way to the possibility of coercive practices on 
the part of the banks due to the nature of their relationship with borrowers. 
These amendments would represent further inroads on the small-business man 
and restrict free enterprise. 
BEN BREIT, 
President, 
M. I. GELLERT, 
Chairman, Southern California, 
SAM WEISBART, 
Legislative Committee, 
DAVE STEVENS, 
Legislative Committee. 


RESOLUTION OF THE GEORGIA BANKERS ASSOCIATION 


Whereas the Financial Institutions Act of 1957, S. 1451, introduced by Senator 
Robertson, after careful preparation and study, has passed the Senate; and 

Whereas the Financial Institutions Act of 1957, H. R. 7026, introduced in the 
House of Representatives, by the Honorable Paul 
visions to S. 1451, with slight modifications; and 

Whereas H. R. 7026 as introduced is desirable legislation and its enactment 
would be in the public interest, as well as in the interest of better banking; 
Now, therefore, be it 


Srown, is similar in its pro- 


Resolved, That the Georgia Bankers Association, in convention assembled, goes 
on record as supporting H. R. 7026; and be it further 

Resolved, That it is extremely fortunate that this important legislation has 
commanded the interest of our outstanding Georgia public servant and states- 
man—the Honorable Paul Brown. The Georgia Bankers Association expresses 
the hope that the House of Representatives will see fit, under this leadership, 
and with the particular assistance of our other Georgia Congressmen, to hold 
hearings without delay and to consider this bill favorably, in the interest of 
providing the public with a body of financial laws fitting today’s needs. 

Adopted Thursday, May 9, 1957. 


Youna, Arrp & Youna, 


Anniston, Ala., January 31, 1598. 
Hon. BRENT SPENCE, 


Member of Congress, Washington, D. C. 


DEAR MR. SPENCE: I wrote you on January 21 in reference to S. 1451 and 
H. R. 7026. Attached hereto you will please find a copy of a letter dated Janu- 
ary 24 from this writer to Hon. Albert Rains, Member of Congress. I shall be 
glad to appear before the full committee and present my views on this subject 
If that cannot be done then I should like for my letter of January 24 to Mr. 
Rains to be made a part of the record of the hearings on this subject. 

I realize that you are extremely busy at this season and I regret to trouble 
you with my views on this subject. However it will be greatly appreciated if 
you will consider my views and acknowledge receipt of same. 

Yours very truly, 
Ceci, H. Youna. 


Younac, Arrp & Young, 


Anniston, Ala., January 24, 1958. 
Hon. ALBERT RAINs, 


Wember of Congress, Washington, D. C. 

Dear Mr. Rains: I appreciate your taking the time to talk with me by tele- 

phone yesterday on the subject of the House 
on changes in the national banking laws. 

As I wrote you on January 21 and as I reiterated today it 
opinion that the new law should continue the mandatory 
lative voting in election of directors of national 
reasons are as follows: 


sjanking Committee's hearings 


is my strong 
provision of cumu- 
banking associations. My 


(1) Protection of minority interests requires mandatory cumulative voting. 
To the best of my knowledge the Comptroller of the Currency, the Federal 


953875 58 pt. 2 55 
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Reserve Board, and the Justice Department have passed no regulations rela- 
tive to protection of interests of minority stockholders in national banks. If 
that be correct then it follows that the only protection which the minority 
stockholder has is: (a) The existing mandatory provision for allowance of 
cumulative voting in the election of directors; (0) the right of a stockholder 
to examine the list or record of stockholders; and (c) the right of the stock- 
holder to examine the books of account. 

The most effective of these three provisions in the protection of the minority 
stockholder’s interest, as a practical matter, is the mandatory cumulative 
voting feature. Under the mandatory feature of existing law, management 
must consider the interest of the substantial minority, either through day-to- 
day management policies and/or through the inclusion of such minority inter- 
ests on the board of directors. 

In our own hometown we have observed a reluctance of the management of 
a local national bank to allow us, as stockholders, to examine the stocklist 
and a further reluctance to make known to us, as minority stockholders, the 
more important aspects of operation, management, and control of the affairs 
of the bank. Our financial stake in this matter is a sizable one to us, since our 
family is composed of people of modest means. The only consideration of our 
interest arises in connection with the annual stockholders’ meeting at which 
directors are elected. Our point of view is based on experience and not merely 
on theory. 

(2) Abolition of mandatory cumulative voting would vest greater control 
of community in smaller group. The abolition of the mandatory cumulative 
voting feature of the existing law would give management an opportunity to 
abolish cumulative voting in the election of directors, with the result that a 
majority group would exercise absolute control of the bank. In a small town 
this simply means an opportunity for the rich folks to get richer and the poor 
folks get poorer. It is ohvious that the economic and political life of the 
community revolves to a tremendous extent around the bank or banks. The 
degree of influence over affairs of the public generally which is exercised by 
a small-town banker is quite amazing. 

(3) Abolition of mandatory cumulative voting would result in more stock- 
holders’ fights, to the detriment of the public. It is my observation that since 
the mandatory cumulative voting feature was put into our law some years 
ago, there have been relatively few major stockholders’ fights in national 
banks. In large corporations in which cumulative voting has not obtained 
there have been bitter, widely publicized stockholders’ fights. For example, a 
few years ago there was a major hassle for control of the New York Central 
Railroad Co. Mr. Wolfson made a widely publicized fight against manage- 
ment of Montgomery Ward. Fairbanks Morse has been the subject recently 
of a similar fight. You may think of innumerable better examples in the 
business life of our Nation. It may not make any difference to the health of 
a community or the Nation for Wolfson to fight management of Montgomery 
Ward Co. But certainly the financial health of a community, especially if 
it be a small town, can suffer from the disruption of affairs likely to result 
from a vigorous stockholders’ fight in a national banking association. 

(4) Total, traumatic changes of management control are (a) not in the 
public interest, and (6) dangerous to the financial stability and health of 
the banking institution itself. 

Under mandatory cumulative voting there is unlikely to be a complete shift 
of managerial control from one year to the next. On the contrary, there is 
more likely to be a more gradual change of control, with a wider range of 
community voices being represented in the change. If, however, there is no 
cumulative voting then it is likely, under the winner-takes-all method of simple 
majority voting, that the entire directorate and management of the national 
bank would change overnight. Picture in your mind, if you will, the possi- 
bilities inherent in this situation for disruption of lines of credit and business 
dislocation generally that might result in the small towns where voluminous 
lines of credit are not available from numerous sources. It is one thing for 
there to be a complete shift of management and control of a bank in New 
York City, so far as its effect on the community be concerned, and quite another 
thing for a similar change to occur in a country town. 

So far as I know, the only publicized stockholders’ hassle for control of a 
national bank which has occurred recently under the existing laws is the change 
which has just occurred at the Mercantile National Bank of Chicago. Appar- 
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ently even in that situation 6 of the current directors were elected last year to 
the 17-man board, and out of this year’s 17 directors 4 or more represent former 
management. There is an example of the more gradual change over the period 
of 2 or 3 years, rather than a total change from one day to the next. The 
danger to the stability and financial health of the bank itself is evident. For 
example, large demand deposits could be withdrawn simultaneously, thus put- 
ting a strain on the overall operation of the bank, despite the flexible nature of 
our banking and financial system. 

(5) The Senate-passed bill would negate New Deal banking reforms. It is my 
understanding that the present clamor for abolition of mandatory cumulative 
voting in election of directors stems from big-city bankers, and that the “private 
advisory group” which appeared before the Senate, when it considered the matter, 

yas largely composed of metropolitan bankers. Apparently the president of the 
Mercantile Trust Company of St. Louis is spearheading the drive for changes in 
the law. St. Louis, of course, is hardly a country town, and said bank no 
doubt is one of the larger financial institutions of the country. 

My thoughts (if they can be dignified by such terminology), on this problem 
are no doubt characterized more by heat than by light. It appears to me, how- 
ever, that the instant problem is another example of the Republican administra- 
tion’s irresponsibility which, in this instance, stems proximately from its intimate 
association with the big-money interest of the Nation. : 

I earnestly hope that you will be able to help retain the mandatory cumulative 
voting feature of the existing law. 

With kindest regards, I am, 

Sincerely yours, 





Unitep States Crvit Service CoMMISSION, 
Washington, D. C., August 5, 1957. 
Hon. Brent SPENCE, 
Chairman Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 


DeaR Mr. SPENCE: Your committee has currently under consideration, S. 1451, 
a bill to amend and revise the statutes governing financial institutions and credit 
which passed the Senate on March 21, 1957. Your committee has not asked the 
Civil Service Commission for its views on this proposed legislation. There are 
two provisions in this bill, however, which relate to civil-service laws and which 
we believe should be called to your attention. 

The Civil Service Commission is not directly concerned with the primary pur- 
pose of 8S. 1451 which is to modernize the Federal laws relating to banking and 
credit. There are two provisions relating to personnel administration, however, 
which would constitute a change in current law. 

Section 19 (a) of title IV provides that the Federal Home Loan Bank Board 
would have the power to select, employ, and fix the compensation of such officers, 
employees, attorneys and agents as shall be necessary for the performance of its 
duties “without regard to the provisions of other laws applicable to the employ- 
ment or compensation of officers, employees, attorneys, and agents of the United 
States.” Section 403 (c) (5) of title VI provides that the Federal Savings and 
Loan Insurance Corporation would have the power to appoint and to fix the com- 
pensation of such officers, employees, attorneys, or agents as shall be necessary 
for the performance of its duties “without regard to the provisions of any other 
laws relating to employment or compensation of officers, or employees of the 
United States.” These provisions would have the effect of exempting these two 
agencies from the provisions of the Civil Service Act of 1883, the Classification 
Act of 1949, the Veterans’ Preference Act of 1944, and other laws relating to the 
employment and compensation of Federal employees. The Civil Service Com- 
mission believes this inadvisable. 

We do not believe that it was the intent of the Senate Committee on Banking 
and Currency or of the United States Senate in passing S. 1451 to exempt these 
two agencies from the provisions of the civil service laws. This language ap- 
pears to be simply a reenactment of provisions of current law which affect 
these two agencies. These provisions were initially contained in the statutes 
which established the Federal Home Loan Bank Board and the Federal Savings 
and Loan Insurance Corporation. They have since been superseded and rendered 
obsolete by later legislation. For example, the Ramspeck Act of 1940 authorized 
the President, by Excutive order, to bring into the competitive service many 
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positions in agencies which had previously been exempted by statute. Positions 
in these two agencies were brought into the competitive civil service by the 
President on January 1, 1942. Similarly, employment and compensation in 
these agencies have become subject to many other civil-service statutes. The 
original language establishing the two agencies has never been revised to reflect 
these changes. The reenactment of the original language, however, would have 
the effect of being a new statement of congressional intent which would operate 
to exempt these agencies from all civil-service laws to which they have becom 
subject since their original establishment. 

Both the Federal Home Loan Bank Board and the Federal Savings and Loan 
Insurance Corporation are agencies of the Federal Government carrying out 
its financial program. The Civil Service Commission believes that, as a matter 
of public policy, these agencies should be covered by the same basic civil service 
and personnel laws which apply to comparable Federal agencies. We therefore 
recommend very strongly that— 

(1) Section 19 (a) of title IV (p. 200 of the bill), be amended by striking 
out (a) the phrase “without regard to the provisions of other laws applicable 
to the employment or compensation of officers, employees, attorneys, and 
agents of the United States” at the end of the first sentence; and (b) the 
phrase “whose employment, compensation, leave, and expenses shall be 
governed solely by the provisions of this act, specific amendments thereof, 
and rules and regulations of the Board not inconsistent therewith” at the 
end of the fourth sentence; and 

(2) Section 403 (c) (5) of title VI (p. 216 of the bill), be amended by 
striking out the phrase “without regard to the provisions of any other laws 
relating to the employment or compensation of officers or employees of the 
United States” at the end of the first sentense. 

It is noted that the fourth sentence of section 403 (c) (5) authorizes the 
Corporation to “determine its necessary expenditures under this act and the 
manner in which the same shall be incurred, allowed, and paid, without regard 
to the provisions of any other law governing the expenditure of public funds.” 
If this section is amended by striking out the language authorizing the fixing of 
compensation without regard to the provisions of any other laws relating to 
compensation of officers and employees of the United States, the Commission 
would not construe the phrase authorizing expenditures “without regard to the 
provisions of any other law governing the expenditure of public funds” as 
exempting positions in the Corporation from the Classification Act of 1949, as 
amended. 

We are sending a copy of this report to the chairman of the House Committee 
on Post Office and Civil Service for the information of that committee. We are 
advised that the Bureau of the Budget has no objection to the submission of 
this report of your Committee. 

By direction of the Commission : 

Sincerely yours, 

HARRIS ELLSwortu, Chariman. 


UNITED STATES CIVIL SERVICE COMMISSION 
Washington, D. C., January 29, 1958. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives. 

DeaR Mr. SPeNcE: The Civil Service Commission, in its letter of August 5, 
1957, presented to your committee its views concerning the personnel provisions 
of S. 1451, a bill entitled “The Financial Institutions Act of 1957” which you 
currently have under consideration. However, in the course of your commit- 
tee’s hearings on this bill, Mr. H. BE. Cook, Chairman of the Board of Directors 
of the Federal Deposit Insurance Corporation, requested an amendment to its 
personnel provisions upon which we would also like to comment. 

Mr. Cook, in his testimony on August 13, 1957, (pp. 712-713 of hearings be- 
fore the Committee on Banking and Currency of the House of Representatives 
on “The Financial Institutions Act of 1957") requested that S. 1451 be amended 
to give the Federal Deposit Insurance Corporation authority to appoint, dis- 
miss, define the duties of, and compensate officers, employees, attorneys or agents 
“without regard to provisions of any civil-service laws relating to the em- 
ployment, separation or compensation of officers or employees of the United 
States.” 


| 
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The language of this proposed amendment presents the same problems with 

S respect to coverage of the civil-service laws as the Commission pointed out 
E regarding the personnel provisions of 8. 1451 relating to the Federal Home Loan 
A Bank Board and the Federal Savings and Loan Insurance Corporation. Not 
C only would it remove the corporation from coverage of the Civil Service Act of 
t 1883 but would also exempt it from coverage of all other civil-service laws to 
e which it is now subject, including the Veteran’s Preference Act of 1944. This 
c would place the Federal Deposit Insurance Corporation in an unusual posi- 
n tion aS compared with all other Government agencies. 
The Federal Deposit Insurance Corporation is an agency of the Federal 
n Government carrying out its financial program. The Civil Service Commis- 
. sion believes that, as a matter of public policy, it should be covered by the 
, same basic civil-service laws that apply to other comparable agencies. 
- Officials of the Federal Deposit Insurance Corporation, in their testimony, 
” justify this proposed amendment on the basis that the Corporation cannot satis- 
. factorily recruit qualified bank examiner personnel under present procedures. 
" Bank examiner positions are now in the competitive service and have been 
d filled effectively through civil-service procedures since March 1, 1941. The Com- 
e mission believes that it is unnecessary to remove the agency from coverage of 
e all civil-service laws in order to deal with problems that can be met by adjust- 
f. ments within the civil-service system. If particular problems arise in the re- 
2 cruitment of bank examiner personnel by the corporation, the civil-service system 
is sufficiently flexible to meet these situations. Even should it be found im- 
V practicable to examine competitively for these positions, the Commission has 
- authority under current law to except them from the competitive service. 
1e The Commission therefore objects very strongly to the amendment to S. 1451 
proposed by the Federal Deposit Insurance Corporation. 
he We are sending a copy of this report to the chairman of the House Com- 
he mittee on Post Office and Civil Service for the information of that committee. 
rd We are advised that the Bureau of the Budget concurs in the Commission’s 
ye objection to the proposed amendment and has no objection to the submission of 
of this report to your committee. 
to By direction of the Commission : 
on Sincerely yours, 
he Harris ELLsworrn, Chairman. 
as 
as 
ee NATIONAL ASSOCIATION OF MuTUAL SAVINGS BANKs, 
re Vew York, N. Y., January 13, 1958. 
of Re Financial Institutions Act of 1957, S. 1451 and H. R. 7026 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN SPENCE: By letter dated May 15, 1957, from our assistant 
general counsel to Mr. Robert L. Cardon, we requested the opportunity of pre- 
senting the views of this association on some of the provisions of two versions 
of the “Financial Institutions Act of 1957" which are now pending before your 
committee. 

We now wish to withdraw our request for an opportunity to be heard on these 
bills. 

With three exceptions to which we shall advert herein, our testimony of 

5, January 30, 1957, on the subject matter of this legislation before the Senate 

ns Banking and Currency Committee covers our position on the bills now pending 

Ou before you. We respectfully refer you to the record of the Senate hearings. 

nit- The three exceptions to the positions taken in our Senate statement of 

ors | January 80, 1957, follow. 

its 1. In his statement to the Senate Banking and Currency Committee, Mr. 
William A. Lyon, our spokesman, stressed the need for the establishment of 


be- 
ves 
ded 


(lis- 


a monetary and financial institutions commission to make a comprehensive 
study of our substantive banking laws. Since January of 1957, measures for 
this purpose have received no encouragement in either the Senate or the House 
of Representatives. Neither S. 1451 nor H. R. 7026 envision the creation of 
nts such a commission. In these circumstances, our support ot the creation of 
em- | such a commission in conjunction with the bills pending before your com- 
ited mittee would be untimely. We still believe that creation of such a commission 
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would be a great benefit to the country in that the work might lead to a 
better definition of the roles that various types of financial institutions should 
play in our economy. 

2. In our Senate testimony of January 30, 1957, we supported the Federal 
Savings and loan branch provisions which were ultimately incorporated in 
S. 1451, the Senate version of this legislation. But we have no objection to the 
adoption of the Federal savings and loan branch provisions contained in H. R. 
7026 if the House Banking and Currency Committee report on this subject could 
make clear that, in affording Federal savings and loan associations the least 
onerous branch restrictions applicable to State-chartered financial institutions, 
the Board must apply these least onerous restrictions uniformly within one 
State. It does not appear to be the intention of the branch section to permit 
Federal savings and loan associations within a particular State to pick and 
choose between branch privileges available to State institutions depending upon 
any local advantage that may be gained by such random selection. It would be 
appreciated if the legislative history were made clear on this subject. 

3. You might also wish to consider by amendment to H. R. 7026 a clarification 
to the effect that, in applying State branch restrictions to Federal savings and 
loan associations, these Federal associations should not be made subject to 
State laws and practices with respect to capital, surplus. and other financial 
prerequisites to branch establishment. 

It would be greatly appreciated if this letter could be included in the record 
of the hearings on S. 1451 and H. R. 7026. 

I wish to thank you for the many past courtesies of yourself and your staff 
which you have accorded to representatives of our association. 

Very truly yours, 
CHARLES J. Lyon, President. 


HoOuSsE OF REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C., January 30, 1958. 
Mr. JOHN W. CANNON, 
Secretary, First Savings & Loan Association of Danville, 
Danville, Til. 

DEAR Mr. CANNON: I have your letter of January 23, and I shall request that 
it be made part of the record of the hearings on 8. 1451 and H. R. 7026. You 
say you have definite evidence that the Federal Home Loan Bank Board wants 
to require all members to be insured by FSLIC. Whatever that evidence is, I 
can assure you that the bill does not contain that requirement; the Board in its 
testimony before the committee did not propose any amendment to that effect 
(although it did ask for an amendment to require associations admitted to mem- 
bership in the future to have such insurance) ; and the Chairman of the Board, 
when he was asked whether existing members would be forced to obtain FSLIC 
insurance, replied in the negative. Under the circumstances, I can see no 
grounds for either your fears or your charges. 

I have never stated to any members of the committee any other position than 
is stated in this letter. Your charges against me are just as erroneous as is 
your statement of what the bill contains. 


Sincerely, 
BRENT SPENCE, Chairman 


First SAVINGS & LOAN ASSOCIATION OF DANVILLE, 
Danville, Iil., January 23, 1958 
Re H. R. 7026 and S. 1451. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House Office Building, Washington, D.C. 

Deak Sir: Since we have definite evidence that the FHLB Board is more than 
interested in requiring all members of the FHLB System to have their shares 
insured by the FSLIC, we sent copies of the attached letter dated January 20, 
1958, to all members of the House and Senate Banking and Currency Commit- 
tees on January 14, 1958 (hearings started earlier than we anticipated). 

On January 15, 1958, we sent the following telegram to you, as chairman: 

“The FHLB has disregarded rights of a minority—the uninsured FHLB mem- 
bers. We request the privilege of appearing at any hearing before your commit- 
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tee where legislation is discussed regarding share insurance requisite for future 
FHLB members. See Senator Douglas concerning our sincerity.” 

On January 2, 1958, we received the following letter from you, as chairman: 

“TI have your telegram requesting an opportunity to testify on proposed legis- 
lation making share insurance compulsory for members of the FHLB System, 
and your letter of January 20, opposing such legislation. I cannot say at this 
time whether it will be possible to schedule your appearance. The committee 
has a long list of requests to testify on S. 1451 and H. R. 7026, and time is run- 
ning out. I will, however, give your request sympathetic consideration. 

“If it is not possible to arrange for a personal appearance, your letter (or 
any other formal statement you may wish to substitute for it) will be included 
in the record of the hearings.” 

On January 23, 1958, we sent the following letter to you, as chairman: 

“We are advised by members of your committee that you are opposed to our 
position regarding H. R. 7026. Does this explain your unreasonable delay in 
answering our wire of January 15, 1958, requesting appearance and your letter 
of January 20, 1958, discouraging our appearance at hearing? 

“As chairman, are you permitting or requesting any uninsured home loan 
bank members to appear at your hearings? 

“We are discussing our rights with counsel and shall advise you soon.” 

We wish to repeat the statement for the record that the uninsured home 
loan bank members have had no warning regarding legislation requiring share 
insurance. This has foreclosed any possibility of their preparing a thorough, 
intelligent, and resourceful defense. 

Thank you for including these statements as part of the record of your 
hearings. 

Yours truly, 
JoHN W. CANNON, Secretary. 


First SAVINGS & LOAN ASSOCIATION OF DANVILLE, INC., 
Danville, 1ll., January 20, 1958. 
Re House bill 7026 

Sir: A provision in the above bill would deny membership to new members 
of the Federal Home Loan Bank System unless their share accounts are in- 
sured by the Federal Savings and Loan Insurance Corporation. This provision 
was not in the bill approved by the Senate. 

The sponsors ure Messrs. Robertson, Hallahan, and Dixon who comprise the 
directing boards of the FHLB System and the FSLIC. 

This letter is sent to you by a small, State-chartered, non-metropolitan-area 
association, incorporated 1880, a noninsured FHLB member for 25 years, and a 
stepchild in the eyes of the above joint Board. Our shareholders have their own 
idea of what a fiduciary should be. 

If you approve this provision, the next immediate step by this joint Board 
will be compulsory cooperation for all members or get out. The 500 uninsured 
members of the FHLB System do not like to have anyone try to throw them out 
of any place. 

Congress created the FHLB System to become a discount system for savings 
and loan associations. An excellent idea. 

Congress should now want to determine whether that System has become more 
of a promotional outfit and less a discount system. 

Congress should not want this same joint Board to direct and control both 
the FHLB and the FSLIC. 

Congress should make the FSLIC autonomous—now. 

The Federal Reserve Board is autonomous. This is one of the Many reasons 
why it is difficult, even for its enemies to detract from its stature. The Federal 
Reserve System is a discount system for demand institutions—commercial 
banks. It is a distinct entity, properly separate, from the Federal Deposit In- 
surance Corporation. 

Savings and loan associations are not demand institutions. 

Congress created the FSLIC to insure the share accounts—not deposits—of 
savings and loan associations. Congress should now want to determine whether 
this joint Board, responsible for more than $45 billion of the people’s savings, 
knows what is going on and if it does whether it is going to do anything about 
it. 
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What is going on? Too many responsible people are saying today that over- 
commitments for mortgage loans, inadequate reserves, and insufficient liquidity 
are common practices. : 

When the FSLIC is autonomous, when it is able to face up to its tremendous 
responsibility in the economy of the country, it should then understand the 
position of this minority—the uninsured FHLB member. 

Until then, the shareholders of the First Savings & Loan Association of Dan- 
ville, Ill., do not want to insure their shares with the FSLIC. 

Please consider carefully the above provision in this bill. 

Yours truly, 


Joun W. Cannon, Secretary. 


House or REPRESENTATIVES, 
COM MITTEE ON BANKING AND CURRENCY, 
Washington, D. C., January 20, 1958. 
Mr. Joun W. CANNON, 
Secretary, First Savings & Loan Association of Danville, Danville. IU. 


DEAR Mr. CaNNoN: I have your telegram requesting an opportunity to testify 
on proposed legislation making share insurance compulsory for members of 
the Federal Home Loan Bank System, and your letter of January 20, opposing 
such legislation. I cannot say at this time whether it will be possible to schedule 
your appearance. The committee has a long list of requests to testify on S. 1451 
and H. R. 7026, and time is running out. I will, however, give your request sym- 
pathetic consideration. 

If it is not possible to arrange for a personal appearance, your letter (or any 
other formal statement you may wish to substitute for it) will be included in the 
record of the hearings. 

Very sincerely, 


DANVILLE, ILL., January 15, 1958. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House Office Building, Washington, D.C.: 

The FHLB has disregarded rights of a minority—the uninsured FHLB mem- 
bers. We request the privilege of appearing at any hearing before your com- 
mittee where legislation is discussed regarding share insurance requisite for 
future FHLB members. See Senator Douglas concerning our sincerity. 


First Savincs & LOAN ASSOCIATION 


First Savincs & LOAN ASSOCIATION OF DANVILLE, INC., 
Danville, [1l., January 20, 1958. 
Re House bill 7026. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House Office Building, Washington, D.C. 

Sir: A provision in the above bill would deny membership to new members 
of the Federal Home Loan Bank System unless their share accounts are insured 
by the Federal Savings and Loan Insurance Corporation. This provision was 
not in the bill approved by the Senate. 

The sponsors are Messrs. Robertson, Hallahan, and Dixon who compose the 
directing boards of the FHLB System and the FSLIC. 

This letter is sent to you by a small, State-chartered, non-metropolitan-area 
association, incorporated 1880, a noninsured FHLB member for 25 years, and a 
stepchild in the eyes of the above joint Board. Our shareholders have their 
own idea of what a fiduciary should be. 

If you approve this provision, the next immediate step by this joint soard 
will be compulsory cooperation for all members or get out. The 500 uninsured 
members of the FHLB System do not like to have anyone try to throw them 
out of any place. 

Congress created the FHLB System to become a discount system for savings 
and loan associations. An excellent idea. 


| 
| 
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Congress should now wart to determine whether that System has become 
more of a promotional outfit and less a discount system. 

Congress should not want this same joint Board to direct and control both 
the FHLB System and the FSLIC. 

Congress should make the FSLIC autonomous—now. 

The Federal Reserve Board is autonomous. This is one of the many reasons 
why it is difficult, even for its enemies to detract from its stature. The Federal 
Reserve System is a discount system for demand institutions—commercial banks. 
It is a distinct entity, properly separate, from the Federal Deposit Insurance 
Corporation. 

Savings and loan associations are not demand institutions. 

Congress created the FSLIC to insure the share accounts—not deposits—of sav- 
ings and loan associations, Congress should now want to determine whether this 
joint Board, responsible for more than $45 billion of the people’s savings, knows 
what is going on and if it does whether it is going to do anything about it. 

What is going on? Too many responsible people are saying today that over- 
commitments for mortgage loans, inadequate reserves, and insufficient liquidity 
are common practices. 

When the FSLIC is autonomous, when it is able to face up to its tremendous 
responsibility in the economy of the country, it should then understand the 
position of this minority—the uninsured FHLB member. 

Until then, the shareholders of the First Savings & Loan Association of Dan- 
ville, Ill., do not want to insure their Shares with the FSLIC. 

Please consider carefully the above provision in this bill. 

Yours truly, 
JOHN W. CANNON, Secretary. 


JANUARY 15, 1958. 
Mr. JoHN W. CANNON, 
Secretary, First Savings & Loan Association of Danville, 


Danville, Til. 


DEAR Mr. CANNON: Permit me to acknowledge your letter of January 20, 
in which you state your objections to H. R. 7026, now being considered by the 
House Banking and Currency Committee. 

Inasmuch as a companion bill, 8S. 1451, was reported by the Senate Banking 
and Currency Committee and passed by the Senate last session, I am taking the 
liberty of forwarding your letter to the House Banking and Currency Committee 
for their consideration in the present study of this subject. 

With kindest regards, I am 

Cordially yours, 
Harry F. Byrp, Chairman. 


SUBCOMMITTEE ON ExcIse TAXES OF THE 
COMMITTEE ON WAYS AND MEANS 
HOUSE OF REPRESENTATIVES, 
Washington, D C., January 22, 1958. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House Office Building, Washington, D.C. 

My Dear Mr, CHAIRMAN: I am in full agreement with the views of the Rhode 
Island Association of Insurance Agents as expressed in the attached telegram, 
and I would appreciate it if you would include in the printed record of your 
committee hearings both this letter and Mr. Lowrey’s telegram. 

Sincerely yours, 
AIME J. FoRAND, Member of Congress. 


PROVIDENCE, R. I., January 20, 1958. 
Hon. AIME J. FoRAND 
House Office Building, Washington, D. C. 

On behalf of the 346 member agencies of this association representing over 
1,000 duly licensed individuals I would respectfully urge that you oppose any 
amendment to S. 1451 now in the House Banking and Currency Committee which 
would allow expanded national bank insurance agency activities into townships 
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of over 5,000 population. This association firmly believes that it is detrimental 
to the best interest of the public to further extend the rights of national banks 
to carry on an insurance business. We also believe the public interest is best 
served when insurance functions are conducted by those who are primarily in 
the insurance business rather than by financial institutions constituted for the 
purpose of conducting a banking business. 
FRANK J. LOWREY, 
President, Rhode Island Association of Insurance Agents. 


CONGRESS OF THE UNITED STATES 
HOUSE OF REPRESENTATIVES, 
Washington, D. C., January 15, 1958. 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
Washington, D.C. 

DeAR Mr. CHAIRMAN: I am transmitting herewith a self-explanatory letter 
from Mr. Francis X. Cole, Cornwall Bridge, Conn., concerning the pending Senate 
Resolution 1451, a bill to amend the National Bank Act. 

I would appreciate it if you would incorporate Mr. Cole's letter in the proceed- 
ings of the current hearing on the above-referenced proposal. 

Sincerely yours, 
JAMES T. PATTERSON, Member of Congress 


CORNWALL BRIDGE, CONN., December 27, 1957. 
Re paragraph 45, chapter 6, title 1, National Bank Act bill, S. 1451. 
Congressman JAMES T. PATTERSON, 
Watertown, Conn. 

DEAR JIM: I find it necessary to write to you to register my sincere opposition 
to the above-mentioned paragraph 45 in Senate bill 1451. 

I have spent 30 years in the insurance business and feel qualified to speak 
from a professional standpoint that this bill is not in the interests of the public 
at large who are the buyers of insurance. The banking fraternity today has 
many problems to deal with and certain’y they should not be permitted to write 
all lines of casualty and property insurance. They do not have the training for 
this service which not only entails the selling of protection based upon the 
recognized need of the buyer but also the matter of service to the policy holder 
in the event of a loss. Banks as you know, keep 9 a. m. to 3 p. m. hours and 
are mostly closed Saturday and Sunday. 

As a general insurance agent I find myself in the same category of the family 
physician, available 24 hours a day and 7 days a week as are most agents of 
my knowledge. Can the insurance buying public expect any such consideration 
of their problems and service from a bank? I think you must agree that they 
cannot. 

Why should banks be given this opportunity to invade a field of business 
wherein they are not qualified? Has not the insurance fraternity always given 
their service insofar as any of the bank’s clients are concerned? Is there any 
great hue and cry on behalf of the general public that the insurance agents are 
not doing a job for the community and that the local national bank with its 
limited experience, its short hours, etc., can do better? I think that you will 
admit that there is no such public clamor. If there is, I am afraid that I have 
not been alert to the trends in our profession since I have not heard even a 
whisper. 

Such an act as is predicated in this bill cannot be termed as: needed to break 
a monopoly. We have teeming competition within our own ranks which is a 
good healthy sign and it does not warrant inviting the national banks into the 
picture. 

I have spent 4 years in the General Assembly of the State of Connecticut, 
having served on the insurance committee and on the bank committee, having 
been the house clerk of the latter. I know the demands that are placed on your 
time and I have some slight knowledge of the volume of correspondence that 
comes across your desk. I am reluctant to further burden you with this lengthy 
letter, but I feel so strongly on this subject that I believe that it should be 
brought to your attention. I am not in a position to speak officially for my fellow 
insurance agents in this area of the State of Connecticut, but from my contacts 
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in the 31st district as well as the 5th Congressional District, I know that many 
men are in full accord with my position. 

May I respectfully urge you to oppose paragraph 45 of Senate bill 1451 and I 
hope that we, the general insurance agents of Connecticut, may have your full 
support in defeating this measure. 

Sincerely yours, 
¥. X. Coe. 


UNITED STATES SENATE, 
COMMITTEE ON AGRICULTURE AND FORESTRY, 
January 18, 1958. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN SPENCE: I am attaching a letter I have received from 
Mr. J. H. Bodenheimer, New Orleans, La., relative to Senate bill 1451, the so- 
ealled banking bill. 

L would appreciate it if you would make Mr. Bodenheimer’s letter a part of 
the record of hearings on the bill which your committee is presently undertaking. 

With kindest regards and best wishes, I am, 

Sincerely yours, 
ALLEN J. ELLENDER, United States Senator. 


J. H. BoDENHEIMER & Son, INc., 
Vew Orleans, La., January 16, 1958. 
Re National Bank Act, paragraph 45, chapter 6, title 1. 
Hon. ALLEN J. ELLENDER, 
Senate Office Building, 
Washington, D.C. 

DreAR Mr. ELLENDER: We are informed that Senate bill 1451 is now being con- 
sidered by the House Banking and Currency Committee. When the Senate bill 
was passed the provision making available to national banks the privilege of en- 
gaging in insurance agency business was stricken out. 

Now, that the House is considering this Senate bill, we have been informed 
that an effort has been or will be made to reinstate the insurance agency privi- 
leges which were stricken from the Senate bill. 

An effort is being made by a large number of independent local insurance 
agents not to broaden the privileges of national banks so as to become competi 
tors of the many thousands of local insurance agents, mostly considered as small 
business men, as it would be impossible for them to compete with the influence 
which conld be exerted by the banks in controlling the insurance of their clients. 
We believe that many insurance agencies would be forced out of business and 
we therefore appeal to you to assist us by doing whatever is possible to prevent 
the reinstatement of that portion of the above Senate bill which was stricken 
from the bill while in the Senate 

The public is now able to purchase through well-established, responsible insur- 
ance agencies all the insurance which it requires or needs. 

We hope that you will understand our position and appear before the House 
Banking and Currency Committee as promptly as possible to speak up for us 
and your many other insurance friends in this State, if you agree with our 
position. 

Thanking you in advance, we are, 

Respectfully, 
J. H. BopENHEIMER, President, 


CONGRESS OF THE UNITED STATES, 
HousE OF REPRESENTATIVES, 
Washington, D.C., January 20, 1958. 
Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washington, D.C. 


Dear Mr. CHAIRMAN: Enclosed is letter from Mr. James R. Jinks, Post Office 
Box 4207, Shreveport, La., strongly objecting to the banks being in the insurance 
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business. I will appreciate this letter being made part of the record in the 
hearings being held on 8. 1451 and H. R. 7026, and your advising me. 
Thanking you for this courtesy, I am, 
Sincerely yours, 
OVERTON Brooks, Member of Congress. 


JAMES R. JINKS INSURANCE SERVICE, 
Shreveport, La., January 15, 1958. 
Representative Brooks, 
United States Capitol, Washington, D. C. 

DEAR REPRESENTATIVE Brooks: It has come to our attention that the House 
Banking and Currency Committee will begin considering Senate bill No. 1451 on 
January 15, 1958. 

As we understand this bill, it is very chaotic to the insurance business, and 
we would like to during this instance register our strongest objection to the 
banks being in the insurance business. 

We urge that you let our wishes be known to the members of this committee. 

Very truly yours, 
JAMES R. JINKS. 


CONGRESS OF THE UNITED STATES, 
HOUSE OF REPRESENTATIVES, 
Washington, D.C... January 22, 1958. 
Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. CHAIRMAN: I am enclosing a letter from a constituent protesting 
the proposed elimination of mandatory cumulative voting in stock of national 
banks. I would appreciate it if you would make this letter a part of the record 
in the hearings on the Financial Institutions Act. 

Sincerely, 
RANK M., COFFIN, 
Wember of Congress. 


CARRIGAN & CALLAHAN, 
Lewiston, Maine, January 15, 1958. 
THE CHAIRMAN, HOUSE BANKING AND CURRENCY COMMITTEE, 
Washington, D. C. 

DEAR Str: I am writing you as a small-town businessman to protest against 
the vicious un-American part of the banking bill which eliminates the provision 
of mandatory cumulative voting in stock of national banks. 

When we all invested money in stocks of national banks, we never believed 
that any such brazen attempt would be made by members of the American Bank- 
ers Association to take away what little rights a minority stockholder has and 
reduce the value of his investment. 

We are very gratified to learn that our opposition is shared by Governor Mar- 
tin, Chairman of the Federal Reserve Bank, and Governor Robertson, a member 
of the Board of Governors of the Federal Reserve Bank. 

Sincerely yours, 
WILLIAM F. CALLAHAN. 


OuI1O CREDIT UNION LEAGUE, 
Columbus, Ohio, August 14, 1957. 
Hon. JoHN E. HENDERSON, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN: The Ohio Credit Union League is interested in the 
changes to the Federal Credit Union Act contained in the “Financial Institutions 
Act of 1957,” Senate bill 1451. This bill was passed by the Senate, with amend- 
ments, on March 21, and is now in possession of the House Committee on Bank- 
ing and Currency. 

The league is generally in agreement with the provisions of this bill and 
we sincerely feel that certain changes should be brought up to date to make 
ours a more workable law. 
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Our views on certain provisions are as follows: 

1. No person other than the treasurer should be compensated for services 
rendered to the credit union. The credit union idea has been built by volunteers 
and any departure from that principle would destroy the initiative of people 
to do things for themselves, without compensation. 

2. The growth of credit unions has overburdened the supervisory commit- 
tees. The time has come when some committees need assistance. The law 
needs clarification on their right to employ persons to assist with the detail 
work. 

3. The loss ratio on credit union loans is the finest ever put on a record book 
by a financial institution. In light of the decreasing value of the dollar a 
maximum unsecured loan limit of $500 would place the credit union about even 
with the $400 ceiling in 1946. The law only establishes the maximum amount 
so each board of directors retains the option of setting a lower amount if it so 
desires. 

4. Dividends should be declared by the board of directors. Credit unions 
chartered by the State of Ohio have successfully used this provision for years. 
This change would prevent raids on the earnings of the corporation by people 
who are interested only in a high rate of dividend. A change such as this places 
the responsibility for sound operations on the board of directors who are re- 
sponsible for other phases of management. 

5. Credit unions should have the option of paying dividends on a semiannual 
basis. This is a distinct advantage to the member and the change is recom- 
mended. Ohio chartered credit unions have this right and many declare div- 
idends every 6 months. 

6. Credit unions should be permitted to consider share transactions received 
before the fifth day of the month when computing dividends. 

The reasoning behind the section providing that it shall be unlawful for any 
employee or former employee of the Bureau of Federal Credit Unions to accept 
employment with Federal credit unions only under certain limitations is not 
completely understood. The need for such legislation is questionable. Credit 
unions have employed examiners in the past as has the banking industry sought 
good employees among the bank examiners. The change would not prevent a 
State-chartered credit union from seeking the services of a Federal examiner. 

You represent the 477 Federal credit unions in Ohio. Your opinion on this 
important legislation will affect a quarter of a million members of Federal credit 
unions. The Ohio Credit Union League is anxious to have your support for these 
changes—both in the committee hearings and on the floor vote. All credit unions 
will be advised of the progress of this legislation and the position taken by our 
Representatives. 

Sincerely yours, 
WILLIAM G. WHITE, 
Director of Public Relations. 





CLIFFORD & CLIFFORD, 
ATTORNEYS AND COUNSELORS AT LAW, 
Lewiston, Maine, January 20, 1958. 
House BANKING AND CURRENCY COMMITTEE, 
Washington, D. C, 

GENTLEMEN : I am writing this letter as president of the First Federal Savings 
& Loan Association of Lewiston, Maine, as I am and have been president of this 
association for the past 15 or 16 vears. 

We would like to express our opposition to the pending Brown bill, so-called, 
which would restrict, in any way, the latitude of the Federal Home Loan Bank 
Board to grant branch permits to Federal associations and also we express our 
opposition to the elimination of the mandatory cumulative voting provision which 
we feel now acts as a protection to minority stockholders. 

We feel that this bill is sponsored by the big banking groups and discriminates 
against the Federal Savings & Loan Associations, 

We heartily indorse the position taken by Federal Home Loan Bank Board 
Chairman Albert J. Robertson before your committee. 

Very truly yours, 
CLIFFORD & CLIFFORD, 
W. H. CLirrorp. 
P. S. The bill referred to is the Financial Institutions Act. 
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MAINE ASSOCIATION OF INSURANCE AGENTS, 
Rockland, Maine, January 27, 1958. 
Mr. FRANK M. CoFFIn, 
House of Representatives, 
Washington, D. C. 

DEAR Mr. Corrin: It is my understanding that the House Banking and Cur- 
rency Committee is presently considering S. 1451. When this bill was before 
the Senate last year, it originally contained wording which would permit na- 
tional banks to expand their insurance activities. This portion of the bill was 
struck out by the Senate Banking and Currency Committee when it was pointed 
out that such expansion was not in the best interests of the public. 

Since it seems likely that some pressure will be brought to bear on the House 
Banking and Currency Committee to amend as opposing this move and cite below 
my reasons for so doing. 

1. It is unnecessary for national banks, in towns where the population is 
in excess of 5,000, to act as insurance agents since proper insurance cover- 
ages are readily available through established insurance agents in such 
areas. 

2. I do not feel the highly technical functions of an insurance agent can 
be properly carried on by bank employees who would have but “one foot in 
the business.” 

3. In the cases where banking and insurance go hand in hand, there has 
been a history of coercion of the public. A financing institution is in a 
position to influence the placement of insurance and, I feel, this is detri- 
mental to the public. 

4. Because of its rather heavy liability to the public for all its action, this 
office carries a rather heavy insurance policy to protect against its errors 
and omissions. This partially takes care of the question but there are many 
avenues in which there is no protection available. It does not appear to me 
that a bank should be permitted to jeopardize its assets in this manner. 

I would appreciate it if you would present this information to the House 
Banking and Currency Committee. 

Very truly yours, 

Epwarp R. Lapp, 
State National Director. 


CURRENCY CONTROLS OF THE FEDERAL RESERVE BANKS 


Mr. Parman. When Chairman Martin was before the committee 
in August of 1957, I submitted to him a number of questions per- 
taining to the methods used by the Reserve banks for counting and 
verifying currency, and for destroying worn or damaged United 
States Treasury notes. 

Answers to these questions were transmitted to me, accompanied by 
a letter from Chairman Martin, dated December 16,1957. This letter 
requested that certain of the answers not be made public. Specifically, 
Chairman Martin requested that the exhibits underlying the gener- 
alized statements given to questions 1 through 12, not be made public, 

and that no part of the answer to question 16 be made public. This 
latter question pertains to the sampling procedures which may be used 
with reference to the 5 percent basis on which counts of $1 bills are 
verified. 

I am offering for the appendix of the record, Chairman Martin’s 
letter of December 16, 1957, plus all of the answers to my questions, 
except for those answers and those portions of answers which Chair- 
man Martin has requested not be made public. 








o 


FINANCIAL INSTITUTIONS ACT OF 1957 1739 


BOARD OF GOVERNORS OF THe 
FEDERAL RESERVE SYSTEM, 
Washington, D. C., December 16, 1957. 
Hon. WRIGHT PATMAN, 
House of Representatives, 
Washington, D. C. 

DeaR Mr. PATMAN: Enclosed is a copy of a letter being sent today to Chair- 
man Spence transmitting the questions that you submitted to me in August at 
the hearings on the Financial Institutions Act of 1957 concerning the destruction 
of money, along with a set of the replies that have been prepared to these ques- 
tions. It will be noted that the attachments to the replies to questions 1 and 
12 are included only with the set being addressed to Chairman Spence, it being 
assumed that these will be available for the use of all members of the House 
Banking and Currency Committee and its staff. You will also note that these 
attachments to questions 1 and 12 are being supplied with the understanding that 
because of their nature they will not be made a part of the printed record. 
Question 16 concerns the sampling procedures used to select the currency to be 
verified under Treasury regulations, and because of the nature of this infor- 
mation, it is likewise requested that the replies to this question not be made a 
part of the printed record. 

Sincerely yours, 
Wma. McC. MartTIn, Jr. 

Enclosure 

BOARD OF GOVERNORS OF THE, 
FEDERAL RESERVE SYSTEM, 
Washington, D. C., December 16, 1957. 
Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. CHATRMAN: Enclosed is a copy of a list of questions relating to the 
destruction of Money that were submitted to me by Congressman Patman at 
the conclusion of my appearance before the House Committee on Banking and 
Currency last August in connection with the Financial Institutions Act of 1957. 
Also enclosed is a set of the replies to these questions, along with a copy of a 
letter being sent today to Mr. Patman transmitting to him a separate set except- 
ing for the attachments to the replies to questions 1 and 12. In the case of the 
attachments to questions 1 and 12, only 1 copy is being furnished—that being 
sent to you—and it is assumed that this will be available for the use of any 
member of your committee or its staff. 

Most of the information requested by Mr. Patman had to be obtained from 
the individual Reserve banks; in such instances the replies submitted are in the 
form furnished by the banks. 

I should like to call your attention to the statement made in connection with 
Mr. Patman’ request concerning these and other questions that he submitted 
to me, in which he indicated that the questions and replies thereto would be 
included in the printed record of the hearings. Question No, 1 relating to “de- 
struction of money” requests Treasury regulations regarding the verification 
and destruction of United States notes and silver certificates, and question No. 
12 requests copies of all Federal Reserve audit reports on the cash verification 
and destruction operations. For the reasons indicated in the responses to these 
questions, the data are being furnished for your committee’s information but 
with the understanding that because of their nature they will not be made a part 
of the printed record. Question 16 concerns the sampling procedures used to 
select the currency to be verified under Treasury regulations, and because of the 
nature of this information, it is likewise requested that the replies to this 
question not be made a part of the printed record. 

Sincerely yours, 
Wma. McC. MArrtTIN, Jr. 

Enclosures. 


1. “Treasury directives and regulations to the Board of Governors of the 
Federal Reserve System regarding the verification and destruction of United 
States notes and silver certificates.” 

Under date of June 24, 1953, the Secretary of the Treasury authorized, desig- 
nated, and requested the Federal Reserve banks and branches as fiscal agents 
of the United States, under the provisions of section 15 of the Federal Reserve 
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Act, to verify and destroy unfit United States paper currency. A copy of the 
regulations (as revised and amended) issued by the Treasury Department to 
“the Treasurer of the United States, Federal Reserve banks and branches, and 
others concerned” covering this operation is attached. As these regulations have 
been classified “‘for official use only” the Treasury Department requests that they 
not be printed in the record as they contain details of the internal checks and 
controls exercised on this operation. 

2. “Directives and regulations of the Board of Governors of the Federal Re- 
serve Svstem to the Federal Reserve banks and branches on verification and 
destruction of United States currency.” 

Since the Federal Reserve banks perform this work as fiscal agents of the 
United States at the direction of the Secretary of the Treasury, and since the 
Treasury has issued regulations covering the operation, the Board of Governors 
of the Federal Reserve System has issued no supplementary detailed instrue- 
tions to the Federal Reserve banks. However, at a joint meeting of the Presi- 
dents’ Conference and the Board, the presidents were generally instructed to take 
every precaution necessary to safeguard the operation. 

3. “Estimate of the number of employees within the Federal Reserve System 
who have access or knowledge of the above regulations.” 


Boston 


The use of the words “access to” and “knowledge of” raises a question as to 
appropriate answer. Under a broad interpretation it can be said that about 
7) members of the staff have knowledge that such regulations exist and that 
certain of their duties are carried out in accordance with portions of the 
regulations. This number includes all the officers, the auditing staff, and some 
members of the fiscal agency department and of the cash department. Includ- 
ing 15 auditors about 25 have direct access to the complete regulations. 


Vew York 


We estimate that 64 employees of this bank and its Buffalo branch office 
have access to or knowledge of the Treasury Department’s confidential regu- 
lations governing the redemption, verification, and destruction of unfit United 
States paper currency as revised effective November 19, 1956. This figure in- 
cludes 31 members of the staff of our Anditing Department who have access to 
or knowledge of these regulations in order that they may properly audit the 
work of our Currency Destruction Section, and 9 officers of our New York head 
office and Buffalo branch office who are directly concerned with the currency 
verification and destruction operation; it excludes, however, our 51 remaining 
officers who while technically having access to such regulations, are generally 
unaware of their existence and ordinarily have no occasion to review them. 


Philadelphia 


The distribvtion of regulations and directives on the verification and destruc- 
tion of unfit Untied States curency is controlled by the head of the United 
States Savings Bond Department. It has always been a bank policy to limit 
the distribution of this information to those employees who could not operate 
without this information. There are 24 employees, exclusive of officers, who 
1ave access to and knowledge of the directives and regulations. Ten of these 
employees are located in the cash division of the bank and were instrumental 
in organizing the Currency Verification Unit. Five employees are located in 
the audit department and are responsible for making periodic audits of the 
Currency Verification Unit as required by Treasury regulations. The remain- 
ing nine emplovees are assigned to the United States Savings Bond Department 
since the head of this department is also head of the Currency Verification Unit. 
Most of these nine employees act as substitutes during the absence of any of the 
employees regularly assigned to the unit. 

In addition, we have nine other employees who have limited knowledge re- 
garding the verification and destruction of the unfit currency. These employees 
do not have access to the regulations and directives, but receive instructions 
either orally or by writen memorandum from the head of the unit. Of these 
§ employees, 7 are assigned as destruction clerks who assist in the destruction of 
the unfit currency. These clerks are rotated weekly and when not used as 
destruction clerks are assigned to United States savings bond work. The re- 
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maining two employees are currency verifiers assigned to the unit. During slack 
periods they are also assigned to savings bond work. 


Cleveland 


The regulations described in question 1 are known to the following officers 
and employees of the Federal Reserve Bank of Cleveland: 


Position Number Salary grade 


Audit department (all 3 offices 
General auditor- . , ' 


Assistant general auditor l 16 
Branch auditors 2 15 
Audit supervisors 3 13 
Senior auditors 8 11 
Auditors 10 9 
Audit trainees 4 v 
Audit clerk 1 7 
Secretary to general auditor l 9 
Clerk-stenographers 9 - 
Do l 6 
otal 34 
Main office 
Vice presidents 2 
Assistant vice president l 
Assistant cashier l 
Department Managers ; 2 15 
Ass nt department manager l 13 
Administrative assistant 2 12 
Supervisors 3 12 
Do l ll 
Officer’s secretary l v 
Do 1 . 
stenographer l 6 
Total 16 
Cincinnati branch 
ce pres dent l 
Cashic l 
Ass stant cashie 2 
Det artment managers 4 15 
Ass'stant department managt I 13 
Senior clerk l Y 
Junior clerk l 7 
Clerk-typist l 6 
Cler l 6 
Total 11 
Pittsburgh branct 
Vi pre ent l 
(as lier l 
\ tant casiers 4 
1 irtment manage l 15 
Ass stant Cepartment manager I 13 
Supervy sor l 11 
“enior cle*| ] 7 
Total 10 
Grand total, all 3 offices 71 


! Officer 
2 Officers. 


Richmond 


Thirty-four members of the staff of this bank have access to or knowledge of 
the Treasury's regulations. 
Atlanta 


Main office (includes 12 auditors) ; il 22 
Birmingham branch ee ‘ eeiget es ‘ a ae ar ae 5 
Jacksonville branch_ ; cai 5 
Nashville branch “ Gevxleaacaa ahead aadGene Sessa aieeiaaeeeae coitanibas apie: Jae 
New Orleans branch 4 ; ‘ si a a aa Sites _ 4 

Total i Bi a a a ih a ial a i tel 38 


95375—58—pt. 2——_56 
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Chicago 
I a a ir Ea we Ta arcane csapnsins das mine aaheeen Helpman aby 11 
Employees assigned or previously assigned to the currency verification unit. 8 
INO ORT NU NG et sasceraien sega nance elimi eimai 45 
nnn TN Gs ante ins sncinin nee eas ese aap cies 24 
Tents oe Bae es eas eas ee etieue bbs tate iB _ 48 


Detroit Branch 


Fourteen employees in the Detroit branch have access to or knowledge of the 
Treasury regulations governing the redemption, verification and destruction of 
unfit United States paper currency, six of whom are officers of the branch. 


St. Louis 


The number of persons having access or knowledge of these regulations at this 
office and branches numbers approximately 53 officers and employees. No dis- 
tribution to unauthorized employees or the public has been made. The number is 
made up of officers, members of the audit staff and money department employees 
of this bank and three branches, as well as fiscal agency employees of the head 
office involved in the currency verification and destruction activity. In addi- 
tion to the above, the nine directors of the head office have knowledge of and 
access to the regulations in connection with their duties as directors of the 
bank, particularly those serving on the audit committee of the board of directors, 


Minneapolis 


We estimate that 31 officers and employees at our head office and Helena 
branch have knowledge of the regulations issued by the Treasury Department 
including the details of the internal checks and controls. 


Kansas City 


A total of approximately 23 personnel in this district have access to or knowl- 
edge of Treasury regulations regarding the verification and destruction of 
United States notes and silver certificates. 


Dallas 


The estimated number of officers and employees in this district who have 
access to or knowledge of the currency verification and destruction regulations 
is 69, of which 24 are employees assigned to the auditing function. Others are 
15 officers and 30 employees directly concerned with phases of the operation, 
either on a regular or relief basis. 


San Franciso 


Officers, auditors, accountants, head and assistant head of the fiscal agency 
departments, senior cash department personnel, verification and destruction 
custodians, and currency verifiers have access to the instructions. The currency 
verifiers are not informed as to test percentages. 

It is estimated that in this district a total of 100 persons are familiar with 
the complete instructions ; 39 with the abridged version as follows: 


, a 
| Complete | Abridged 
Office instruc- instruc- Total 
| tions | tions 
Head office _- 56 9 | 65 
Los Angeles___- s 17 15 | 32 
Portland 16 3 | 19 
Salt Lake City 4 5 | 9 
Seattle : 7 7 14 
Total-_ ; 100 39 139 


4. “What kind of police protection does the Federal Reserve System have at 
all stages of the handling of United States currency (i. e., in cash units during 
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transportation from one bank to another, verification units, at incinerators, 
ete.) ?”’ 

In general, the cash and currency verification operations are performed in 
secured areas. Entrances are protected by Federal Reserve Bank guards, and 
only authorized personnel ure admitted to such areas. Pertinent comments by 
the Reserve banks in reply to this question, with specific reference to the protec- 
tion provided during transportation, ete., are as follows: 


Boston 


Cash and currency verification operations are located within the maximum 
security areas of the bank, with armed guards at all entrance points of these 
areas and only authorized personnel permitted to such areas. The cash unit is 
on the first floor and the verification unit on the ground floor. The currency is 
transferred in a private freight elevator between the two arens. After verifica- 
tion the verified currency is moved a distance of about 50 feet from the verifica- 
tion unit to a chute which enters directly into an incinerator. This incinerator 
in the subbasement in the boilerroom is not used at any time for any purpose 
other than destroying currency. All openings in the chute system and the in- 
cinerator are fitted with doors and lock bars with dual sets of padlocks with 
separate keys which can be opened only under dual-control conditions by the 
supervisor of the operation and an assistant. After each burning the furnace and 
furnace pit are examined to determine that incineration has been completed. 
Whenever an audit is made an auditor is also present to witness this examination. 
The dual-control system is in effect at all times during the cycle of destruction 
and is believed to make access to currency under destruction impossible. 


New York 


Unfit United States paper currency to be destroyed is placed in trunks, equipped 
with dual key locks, by two currency tellers in the presence of each other. Each 
trunk is then locked and also block sealed with a paper seal bearing the signa- 
tures of each currency teller and is then transported by the tellers to the incin- 
erator, which is located in a locked room on D level (4 stories below street level) 
of our main bank building. All movements of the currency, i. e., to the remote- 
controlled security elevator, from the elevator to the incinerator, and while it is 
burning in the incinerator are within secured areas under the constant surveil- 
lance of armed bank guards. 

Philadelphia 


During working hours an armed guard is stationed in the lobby outside the 
currency verification unit. This unit is located on the fifth floor of the bank. 
The general public does not have access to this floor. 

The incinerator is located in a separate room on the same floor. The unfit cur- 
rency is transported from the currency verification unit through the lobby where 
the guard is stationed. The destruction clerks convoy the currency from the unit 
to the incinerator. The currency is stored in aluminum trucks secured by Yale 
locks with dual control. Only these two clerks and a porter, who assists in 
loading the incinerator, are permitted in the incinerator room, and no other bank 
business is transacted in this room. After the loading operation is completed, 
all doors and openings are secured with Yale locks. To open these locks, a regular 
key and a guard key are required. Each destruction clerk is responsible for his 
key and the keys are not interchangeable by the clerks. One of these keys, a 
guard key, is kept in a steel compartment which has 2 combinations and can only 
be opened by 2 other employees of the United States savings bond department. 
The combination to this compartment is not furnished the destruction clerks. 
Upon leaving the incinerator room, the witness having possession of the guard key 
returns it to the comparment before assuming any other duties. The other key 
is returned to the person in charge of the currency verification unit. After the 
money is entirely consumed, the ashes are removed, sifted, and examined in the 
presence of the clerks. The incinerator also receives a rigid inspection before 
the certificates of destruction (form 5533) are completed by the clerks. 


Cleveland 
Canceled unfit currency in locked and sealed containers is removed from tem- 


porary storage in the main vault by two cash department redemption tellers 
and transported via protected areas and a security elevator to the verification 
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eage on the main floor. The verification cage is located in the protected area 
where the Treasury issues cage is located. Entrance to this area is possible 
only through a locked door where a guard is continually on duty while any cash 
or securities are in the area. No one is admitted to the area except authorized 
officers or employees. The containers are unlocked and unsealed and opened in 
the verification cage (which is locked) where delivery is made to the currency 
verification and destruction unit. 

When currency has been verified and delivered (within the verification cage) 
to the two destructors, the latter lock the currency in containers which are 
sealed. The containers are then taken to the main vault for overnight storage 
over the route shown in the paragraph above. 

The following business morning the locked and sealed containers of verified 
currency are withdrawn from the main vault by the two destructors who had 
made the deposit the previous day. The two destructors then move the sealed 
containers under cover of an armed guard to the incinerator room on the sixth 
floor. On days when currency consists of other than $1 bills two anditors also 
convoy the shipments from the vault to the incinerator room. The incinerator 
room has only one entrance which is secured by a dual locking system ; the room 
is fireproof with a bulletproof door. No other movement of the unfit currency 
is made at the main office. 


Cincinnati Branch 

Movement from cash department is under dual control of two cash department 
employees from the time of cancellation until delivery to the currency verifica- 
tion and destruction unit. Movement is at all times in the restricted security 
areas of the bank under guard protection at all times. 

Movements of canceled unfit currency from the cash department or fiscal 
agency department to the main vaults for temporary storage are made in sealed 
containers under dual control of 2 cash department employees or 2 destructors 
from the fiscal agency department, respectively. All movements are via security 
elevators and through protected security areas. 

The feeder to the Shred-O-Matic is located in the currency verification and 
destruction cage; therefore, no movement of currency after verification and prior 
to shredding is required. 

When the shredding is completed and shreds are examined by the two destruc- 
tors, a porter puts the shreds into carts. The carts are covered with burlap 
cloth and left in the currency verification and destruction cage which is locked. 
During the winter months the shreds are taken to the furnace room in the base- 
ment and burned. This is witnessed by a fiscal agency employee. During the 
summer months the shreds are baled and the bales are wrapped with heavy 
brown paper. When 12 bales of shreds have accumulated they are taken in the 
bank truck to the city incinerator by a service department and fiscal agency 
department employee who witness the reduction of the shreds to ashes. 


Pittsburgh Branch 

Canceled unfit currency is delivered to the currency verification unit in locked 
containers by two cash department employees. Delivery to the two fiscal agency 
employees selected as destructors is via the security elevators and through 
restricted protected areas only. 

When temporary storage in main vaults is necessary currency is transported 
in locked containers via the security elevator and through restricted protected 
areas only by the two destructors. 

The Shred-O-Matie machine is located in the verification cage so that no move- 
ment from completion of verification to shredding operation is required. 

Shreds are baled daily by building department employees. About every 10 
days bales are taken to the city of Pittsburgh municipal incinerator by 1 fiscal 
agency department and 3 building department employees who witness the burn- 
ing of the shreds. (On September 10, 1957, the verified unfit United States cur- 
rency was burned for the first time in the new incinerator at the Pittsburgh 
branch. Subsequent to that date no further shredding and disposition of shreds 
will be required. ) 

Richmond 


In regard to the protection provided unfit United States currency during trans- 
portation to the incinerator, a guard precedes the buses to the incinerator area 
to see that the area is clear of any unauthorized personnel: the buses remain in 
the secured vault area until the all-clear signal is received from the guard. The 
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steel buses containing the verified currency, each of which is equipped with dual 
locks, are then moved from the vault to the incinerator room followed by a guard. 
When the buses reach the incinerator room, one of the guards is released, but 
one remains while the buses are emptied and the incinerator is loaded. The 
loading door is locked with 4 locks (2 sets of dual locks), and all other openings 
of the incinerator are locked with dual locks while under guard protection. The 
incinerator is fired and the door to the incinerator room is locked with dual locks, 
one of which can be opened only by a guard. The guard is then released. The 
door to the incinerator room remains locked during the burning process but is 
unlocked and remains unlocked after the currency has been reduced to ashes. 
All access doors to the incinerator remain locked until the next business morning 
when the ashes are removed, sifted, and inspected by 2 destruction clerks aided 
by 2 porters. 
Atlanta 


The incinerator used for burning all of the United States currency destroyed 
in the Sixth District is located in the annex building of the main office. This 
building is connected to the main bank building through a bank-owned parking 
garage for use by employees only. The currency is transported from the verifica- 
tion unit or from the vault, both located in the main building, to the incinerator 
room by pushing locked buses through the parking garage. Armed guards 
accompany the employees transporting the currency at all times. An armed 
guard is stationed in the locked incinerator room during the burning process. 
Incinerator is locked under dual control until ash is inspected. 


Chicago 


The currency verification operation in Chicago is located on the eighth floor 
not considered a secured area. The work is performed in a locked room and a 
buzzer alarm system has been installed in this room to our police room. 

A bank guard is used to transport the canceled currency from the cash depart- 
ment to the verification unit and when transporting the currency from the latter 
unit to the incinerator. The guard remains at the incinerator until the gas is 
ignited and the grill door is locked. A guard is also used in transporting the 
canceled currency from the currency verification unit to the strong room where 
it is stored each night. 


Detroit Branch 


Unfit currency that has been canceled in the cash department is delivered to the 
currency redemption division by employees of the cash department under double 
custody and guard protection. This same protection is furnished at the end of 
the working day when the verified currency is returned to the main vault and 
placed under double custody to be held until the following day when such 
currency is taken to the incinerator located on the ninth floor for destruction. 
This transportation is covered at all times by guard protection. During the 
work day, the area in which the verification unit is located is protected by guards 
and only authorized persons have access to this area. After currency is placed 
in the incinerator, combination locks are placed on the fire door and also on the 
two ashpit doors of the incinerator by the selective supervisor. The clerk in 
charge, who is responsible for the verification and destruction of this currency, 
also places combination locks on the three doors. After the currency has been 
placed in the incinerator and the three sets of combination locks are set, the door 
leading to the area in which the incinerator is located is locked. After the 
currency is destroyed, the same selective supervisor, together with the clerk in 
charge of the currency verification, examines the ashes being removed from the 
incinerator and certifies that all of the currency has been destroyed. 


St. Louis 


Protection is provided by the internal guard force of the bank. Guards are 
stationed in all corridors through which currency is transported from the 
Currency Verification Section to the chute of the incinerator. The public does 
not have access to the areas through which the currency is moved. The chute 
to the incinerator into which the unfit currency is fed is located in a locked area, 
the entrance to which is in view of the guards. 
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Little Rock, Louisville, and Memphis branches 

All cash operations are performed in secured areas of each branch under 
protection provided by the internal guard force. No currency is destroyed at 
branches. Canceled unfit United States currency is processed at the branches 
in secured areas and shipped to St. Louis office for destruction. 


Minneapolis 


The currency verification operations at this bank are not currently being 
conducted in a secured area and have not been conducted in such an area for the 
full period since this operation was assumed. 

Since April 1957 the currency verification operations at this office have been 
performed on the fifth floor of this bank in a separate room which is enclosed to 
the ceiling, and locked from the inside by the operators. However, no guard 
is stationed on this floor. A guard is in attendance while the currency is being 
transported to the currency verification area from the Currency Department. A 
guard is also in attendance while the currency is being transported from the 
currency verification room to the incinerator and remains in attendance until 
the currency is placed in the incinerator and ignited and the incinerator doors 
secured with the dual locks of the custodians and the auditors. Upon completion 
of caging enclosing the incinerator area which will permit the custodians and 
auditors to control access to the incinerator, the guard will not be required to 
remain with the currency until it is locked in the incinerator and ignited. 


Kansas City 


Access to the incinerator located at the head office is provided without leaving 
the secured area in which the cash and currency verification operations are 
performed. Therefore, the same protection is provided during transportation of 
the unfit currency to the incinerator and while at the incinerator as is provided 
for the cash and currency verification operations. 


Dallas 


Canceled curr: ncy is transported in locked containers placed in an enclosed 
money bus in a cured area. The bus is rolled into a freight elevator by two 
employees who are to destroy the currency. No one other than the elevator 
operator and those two employees is permitted in the elevator while the bus is 
in it, and no stops are made until the basement level is reached. 

The elevator entrance in the basement is directly in front of a regular guard 
station, and the guard observes the bus as it leaves the elevator and as the locked 
currency containers are taken from the bus at the entrance to the incinerator 
room. Unauthorized personnel are not permitted to enter the incinerator room 
while currency is present. After the incinerator is loaded, all doors to it and the 
adjacent flue are locked under dual control until the currency is burned and 
the ashes are examined. 


San Antonio 

Unfit currency is under dual control at all times from time of cancellation to 
final sifting of ashes after burning. Currency leaves the vault in a closed metal 
bus under dual custody and is under protection of a guard stationed in the vault 
lobby until the bus enters coin elevator for transport to the lower basement. The 
coin elevator operates only between basement and subbasement floors. Guards 
do not accompany the bus on the coin elevator between floors. Upon removal of 
the bus from the elevator in lower basement, a guard stationed in the lower 
vault lobby offers protection to the currency at this point. A guard does not 
accompany the currency from this point to the incinerator but it is under his 
surveillance. A guard is not stationed at the incinerator during the burning 
process, as all doors to incinerator have two locks, except main feeding door, 
when it is opened to deposit the currency. After the currency is deposited, that 
door also is immediately locked. Incinerator room door has dual locks. 

Incinerator is located in the lower basement in our building. 


San Francisco 


At all offices of this bank, except Salt Lake City which does not destroy cur- 
rency, the incinerator facilities are located in the banking house but outside 
the so-called restricted areas. To insure proper protection, screened omnibuses 
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wheeled to the incinerator are escorted by or are under the surveillance of an 
armed guard in addition to the regular custodians. Such protection is main- 
tained until the canceled currency is placed in the incinerator, set afire, and cus- 
todians’ locks applied to all access points of the incinerator. 

5. “With respect to the employees handling United States currency, what 
oaths, personal responsibility for stortages, insurance (personal or overall 
bank), security checks, bonds, and other personal financial security are re- 
quired.” 

Boston 


Blanket bond insurance in the amount of $500,000 is held by bank covering, 
among Other things, losses sustained by us through any dishonest, fraudulent or 
criminal act of any of our employees as well as mysterious unexplainable dis- 
appearance of money. No personal financial security is required but differences 
found by money handlers are carefully scrutinized and reviewed at all times. In 
addition, new employees are fingerprinted and given copies of this bank’s Secu- 
rity and Control Rules and Regulations. Annually each staff member engaged 
in the operation is required to submit to the president of the bank a confidential 
report of his personal indebtedness, liability as an endorser, outside employment 
and transactions for personal profit exceeding a certain amount. Frequent 
audits are also made and there are periodic reviews of the operation by the 
Board of Governors and Treasury Department representatives. 


New York 


Applicants for positions involving the handling of currency and securities in 
this bank are ordinarily subjected to a preemployment personal-character inves- 
tigation by an independent agency specializing in such service. This is in addi- 
tion to the checking of references that is made on all prospective employees by 
our personnel department. Employees who handle United States currency are 
not required to take or subscribe oaths or to provide fidelity bonds, personal in- 
surance or other financial security, and they are not held personally responsible 
for shortages. This bank does, however, carry purchased insurance in the form 
of a bankers’ blanket bond which projects it against any loss in an amount not 
exceeding $500,000 through, among other things, lack of fidelity of any employee 
and any loss of property through robbery, burglary, larceny, theft, holdup, mis- 
placement and mysterious unexplainable disappearance. 


Philadelphia 


tefore any employee is permitted to work in the currency verification unit, he 
must pass the same qualifications as he would if he were assigned to the bank’s 
cash department. 

With respect to employees handling United States currency, it is not a bank 
policy to require loyalty oaths or any other oaths of similar nature. Personal 
responsibility for shortages exists only to the extent of possible loss of job or 
criminal prosecution depending upon the nature of the shortage. Our insurance 
is limited to bankers’ blanket bond. 

As to security checks, we scrutinize references, request character checks 
through the Retail Credit Corporation of Philadelphia, and check fingerprints 
in Washington. We do not require any other bond, insurance, or financial checks 
for our employees. We require annual indebtedness statement from each em- 
ployee. Those of employees handling cash are examined more closely. 


Cleveland 


The following applies to all three offices : 

(a) No oaths are required. However, every applicant is required to answer 
the following question which appears on our employment application : 

“11. Are you now or have you ever been a member of a Communist organiza- 
tion or any organization which advocates the overthrow of our constitutional 
form of government or which deprives other persons their rights under the Con- 
stitution ?” 

(b) There is no personal responsibility for shortages. The bank takes the 
entire responsibility. (Your attention is directed to par. 13 of sec. III of the 
Regulations Governing the Redemption, Verification, and Destruction of Paper 
Currency Issued by the Treasury Department, the latest revision being dated 
November 19, 1956, which reads as follows: “A Federal Reserve bank will have 
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no liability in the performance of its duties under these regulations except for 
its own negligence.” ) 

(c) All employees are covered by a bankers blanket bond for a maximum of 
$500,000. Any losses beyond $500,000 are covered in full under the loss-sharing 
agreement of the Federal Reserve banks. A policy in an amount not to exceed 
$3 million in losses is carried on messenger deliveries of securities. 

(d) Security checks are made by United States Civil Service Commission on 
officers and other personnel dealing with classified information. However, regu- 
lations and instructions in connection with the verification and destruction are 
not classified. Preemployment reference checks are made on all employees, 
including those handling United States currency, as follows: 

Investigation of all former employments ; 

Local police check using fingerprint card 

Investigation by credit company involving complete work listing, personal 
history, court actions, credit standings, loyalty checks, ete.; and 

Examination of fingerprint cards by the Federal Bureau of Investiga- 
tion for reports on any illegal or subversive activities. 

(e) No personal bonds required. See (c). 

(f) Every employee is required to complete a confidential report of indebted- 
ness at the time of employment and annually thereafter. 


Richmond 


The employees handling United States currency are required to take no oaths 
nor are they held personally responsible for shortages. Records are kept of all 
discrepancies, both overages and shortages, found by and reported on all em- 
ployees. These records are frequently scrutinized by supervisory personnel 
and, at the time of audits, by members of the staff of the bank’s general audi- 
tor. Appropriate action is taken in each individual case where the number 
and nature of the discrepancies are unusual or questionable. <All bank em- 
ployees are covered under a $500,000 bankers blanket bond. At the time of their 
employment, their fingerprints are checked with the Federal Bureau of In 
vestigation for security purposes. In addition, all employees handling United 
States currency are required to file annually with the chairman of the board 
of directors a report of their personal indebtedness. 


itlanta 


All bank employees are investigated at time of employment through inquiries 
mailed to character references and through fingerprint reports. Also required 
to make oath of loyalty. All bank employees are bonded under overall coverage 
by bankers blanket bond. Key personnel, including all employees handling 
currency, are required to make annual reports concerning personal indebtedness, 
outside employment, and business connections or activities of a political nature. 


Ch icago 


In addition to the security checks made in accordance with the regulations 
issued by the Treasury Department, this bank, ineluding its Detroit branch, 
carries a bankers’ blanket bond in the amount of $500,000 which would cover 
losses of United States currency in the custody of or handled by employees; 
such losses in excess of the amount of the bankers’ blanket bond would be 
shared by the Federal Reserve banks under a loss-sharing agreement entered 
into by the 12 banks. 

Detroit Branch 


In addition to the security checks made in accordance with the regulations 
issued by the Treasury Department, the Federal Reserve Bank of Chicago, 
including the Detroit branch, carries a bankers’ blanket bond in the amount 
of $500,000 which would cover losses of United States currency in the custody 
of or handled by employees; such losses in excess of the amount of the bankers’ 
blanket bond would be shared by the Federal Reserve banks under a loss-shar- 
ing agreement entered into by the 12 banks. 


St. Louis 


Employees who are assigned to handle United States currency are not re- 
quired to make oaths and, save in cases of proven dishonesty, are not personally 
held responsible for shortages. The bank has a bankers’ blanket bond which 
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provides indemnity covering both mysterious disappearances and employee 
fidelity up to the amount of $500,000, beyond which the loss-sharing agreement 
between the Federal Reserve banks is available for the settlement of losses. 
Employees are not required to supply the bank with any personal insurance 
and are not required, at their own cost, to furnish bond or any other form of 
personal financial security. With respect to security checks, these employees 
furnish the same type of application information as is obtained from all poten- 
tial employees. In addition, such persons are subject to preemployment checks 
by the personnel department either by phone or letter and are further subject 
to security personnel selection reports from retail credit corporations for each 
city where such person was employed during the previous 10 years; this includes 
reference to police records. All employees are fingerprinted and the results 
checked with the FBI files. 

Minneapolis 












With respect to employees handling United States currency, no oaths are 
required. There is not special provision for personal responsibility for shortages 
but as a matter of general law the employee under both Federal and State statutes 
would be criminally liable for theft or embezzlement and would also be liable 
civilly to the bank for a tort against the bank. As to insurance, the bank is pro- 
tected by a bankers’ blanket bond in the amount of $500,000 and by the loss- 
sharing agreement of the 12 Federal Reserve banks as to any excess. Security 
checks are a matter of our standard personnel procedure. The background of 
every employee is carefully investigated at time of hiring including a check with 
local police authorities. Fingerprints are taken and are checked by the Federal 
Bureau of Investigation. Periodic reports are obtained from outside agencies 
with respect to employees handling valuables or occupying strategic positions. 
An annual disclosure of indebtedness is required of each such employee. No 
individual bond or personal financial security are required. 















Kansas City 
























All employees of this bank are carefully screened at time of employment and 
only employees with long service are used in the currency verification and destruc- 
tion operation. These latter employees are not subject to oaths or security checks 
but are required to submit an annual personal indebtedness statement. All 
employees are included in fidelity bond coverage under a bankers’ blanket bond 
policy carried with the Great American Indemnity Company of New York, which 
provides $500,000 coverage. Any loss over the above stipulated amount would 
be covered under the loss-sharing agreement of the Federal Reserve banks. 


Dallas 





Ordinarily, employees are not assigned to this type of work directly from 
outside the bank but are selected from those employees who have successfully 
performed other assignments in the bank for a reasonable period of times Their 
records are carefully reviewed by the management of the department to which 
they are to be assigned, by the personnel department, and, in many cases, by 
senior management of the bank. These records contain information relative to 
the employee’s family background, answers to reference inquiries made by the 
bank at the time of employment covering his personal, business, and school 
history, and performance records on jobs held in the bank. 

Each employee is covered by fidelity insurance under the terms of a $500,000 
bankers’ blanket bond issued by the Hartford Accident and Indemnity Co. A 
bond application covering each person employed is submitted to the bonding 
company at the time of employment. 

All employees assigned work involving the handling of currency and coin 
are required to submit annual statements of personal indebtedness and finan- 
cial liability. These reports are analyzed in detail by the first vice president, 
vice president in charge of personnel, and general auditor, and are reviewed 
by the president, who, in turn, makes a report to the bourd of directors. 


Nan Francisco 





Each employee who is assigned to this operation is required to read Treasury 
memorandum governing the handling of canceled United States currency and 
sign a statement that the requirements are understood. Custodians and super- 
visory personnel are permitted to study the unabridged regulations. Currency 
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verifiers are furnished with regulations from which percentages of verification 
have been expunged. In addition, employees are required to follow instructions 
promulgated by this bank. Failure to follow the Treasury requirements and 
the bank instructions exposes the employee to disciplinary action. 

Employees assigned to act as verification custodians are officially designated 
by the president or vice president supervising the operation at head office or the 
vice president and manager at the branches as authorized to witness the destruc- 
tion of United States currency. The men selected as regular custodians or 
to make periodical reliefs or to accomplish rotation of regular custodians are 


















































































1For the month of June 1957. 
2 None of these employees has served the bank less than 5 years. 


-apable, experienced individuals with a full realization of the importance of 1 er 
the operation and their responsibilities in connection therewith and are in no a 
way connected with any of the operations of the cash department. len 

Verifiers chosen for piece-counting the unfit currency are selected from fiscal Jen 
agency departments and are chosen with due regard to ability and dependability i 
to detect and report errors, differences, etc. They are not permitted to work len 
alone, but work two or more in each other’s presence in a guarded and restricted 
area which is not within or contiguous to the cash department. 

The human element of honest error is ever present: consequently, this bank 
does not hold personnel handling cash personally responsible for shortages, 

Records are maintained of each person’s shortages and overages; these are being 
constantly studied by the operating department and the general auditor to 7 
ferret out differences beyond the norm. Too numerous differences reported 

against an employee result in the employee being removed from this activity. 

All employees are bonded at bank expense and the bankers blanket bond, = 
carried by all Reserve banks, would also be applicable. Security checks pru- ur 
dently required, such as references, supplemented by checks of police records ta 
and FBI records, are the policy of this bank. 

Supervisory and senior personnel are required to submit statements of in- 
debtedness to the president of the bank, at least annually. Employees who ( 
might be heavily indebted are not assigned to operations involving the handling ‘ 
of cash. 4 

Any employee who might be hopelessly in debt as a result of injudicious living 
would be subject to dismissal as a poor moral risk. 

6. “Number of individuals at each bank and branch who participate in the ; 
verification and destruction process, and their salaries, as well as the estimated } 
percentage of their workweek which is allotted to these operations (include ( 
management and supervisory personnel), and length of service.” 7 

( 
Boston ; 

About 22 individuals participate to some degree each month in the verification : 
and destruction process. Their salaries, years of service, and percentage of time I 
allocation to this function are: ‘ 

= ee . — I 

Salary | Service Time | Salary Service Time || _ Salary Service Time 0 

Silieitaliciariihcnsitadetele caplaancitlatare-adhantiadaliceds Sitesi a — a a 7 “ wiestaieaiililes P 
Years Percent Years | Percent | Years Percent R 

$9,000__.- 33 4 || $4,470 14 | 1-7 || $3,390... .- 15 1-7 s 
$7,400____ 28 4 $4,380 __ ” 1-7 $3,360 6 | 1-7 P 
$4,490___- 34 100 || $4,350. _- 19 1-7 $3,360 14 | 1-7 P 
$3,780 __- 37 100 || $4,290... 12 1-7 || $3,240 14 1-7 k 
$4,800___- 16 1-7 || $4,020 13 1-7 || $3,210 14 1-7 S 
$4,700. __- 20 1-7 || $3,700 4 1-7 || $3,150 13 1-7 Si 
$4,590. __- 14 1-7 || $3,510_._- 12 1-7 || $2,940 5 1-7 v 
aes : — a : 
ni 

In addition, 5 percent of the time of the senior officer directly responsible for G 
the operation is allocated. P 

New York 
Cine 
Number of employees, including management and supervisory personnel *_ A 
Average annual salary_____--_-_- ptt lee es ke M 
Estimated average percentage of work-week allotted to currency verifica- = 
tion and destruction______________ =a ee Bees tered ae _. 48. 30 Sa 
Averaes. lonsth of service °..........._........ 21 years 7 months e 
il 
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Philadelphia 


NUMBER OF EMPLOYEES WHO PARTICIPATED IN THE VERIFICATION AND 
DESTRUCTION PROCESS 


Length of 


| Annual Percentage 


| 


Years 
1 employee $3, 400 
1 employee 4,941 | 
1 employee--_- | 4,141 | 
1 employee-- 3, 400 | . 659 | 
1 employee. a 5, 677 | 
1 employee. 4, 517 | 
1 employee 5, 934 | 
]1 employee_-_. 8, 600 


salary of workweek | service 
| 





Total (8 employees) -.. 


Cleveland 


Annual Percent of 
Job title salary rate | salury | Length of service 
charged 


Main office | 
Assistant vice president : $13, 000 | 
Stub examiner 2, 626 | 
Clerk-typist, record | 3, 640 
Settlement clerk 3, 614 | 
Clerk-typist, reissues 3, 172 
Order verifier 3, 172 
A pplication file clerk 3, 328 
Order verifier 3, 172 
Receiving clerk | 3, 614 
‘late clerk (basic workweek of 30 hours | 2, 067 
Senior clerk, proof and Federal taxes 5, 044 | 
Plate clerk 2, 626 
Bond-control clerk 3, 172 | 
Order verifier 3, 328 
Clerk-typist, taxes 3, 614 | 
[ypist, stub shipping 3, 640 
Clerk-typist, utility 3, 432 
Stub clerk | 3, 484 | 
funior tax clerk 3, 172 
Clerk-typist, receiving 3, 328 
Payment typist 3, 328 2 years. 

File clerk 3, 328 13 years 9 months. 
Graphotype operator 3, 484 1l years. 
Clerk-typist, consignment 3, 614 : 15 years 5 months. 
Plate clerk 2, 886 2 years. 
senior reissue clerk 4,680 | 37 years. 
Order verifier 3, 016 2 years 7 months. 

Plate clerk 2, 886 | | 2 years. 

39 years. 


Stockman 4, 342 | 

Remittance clerk 3, 432 | 6 years 9 months. 

Senior stenographer 4, 160 15 years 

Plate clerk | 2, 886 1 year 6 months. 
iyment clerk 4, 628 | 37 years 6 months, 

Reissue clerk 3, 172 1 year 5 months. 

Supervisor, Treasury issues | 6, 942 | 29 years. 

Senior plate clerk 3, 484 | 15 years. 

Manager, fiscal agency department 8, 476 31 years 6 months. 

14 years 9 months. 


File clerk 3, 484 
Stub examiner 3,016 2 years 6 months. 
secretary, junior officer 4, 680 10 years 7 months. 
Graphotype operator 3, 328 15 years, 
Plate-control clerk 3, 172 2 years 

42 employees, equivalent to the time of 1.09 full- 

time employer 

nnati branch 
Assistant cashier 10, 000 | | 38 years 
Manager, fiscal agency department 8, 476 2 | 30 years 
Assistant manager, fiscal agency 7, 020 : 27 years. 
Senior savings bond utility clerk 5, 070 | : 15 years. 
Savings bond remittance clerk 3, 354 2 years. 
Redemption clerk 2, 938 : 14 years. 
Savings bond stenographer... 3, 978 5 years. 
lreasury tax and loan clerk 3, 666 2 | 7 years. 
Savings bond utility clerk | 4,472 | 4 years, 
Junior fiscal agency clerk-typist 2, 678 ‘ 1 year. 
Addressograph and graphotype operator 2, 938 5 years. 
Junior fiscal agency clerk-typist 2, 678 | 3! 1 year. 


39 years. 

3 months, 

14 years 9 months, 
14 years 6 months, 
7 years. 

6 years. 

14 years € months. 
2 years 3 months. 
15 years. 

9 years 9 months. 
36 years 7 months. 
1 year. 

4 years. 

13 years. 

15 years. 

15 years. 

15 years. 

15 years. 

7 years. 

15 years 5 months. 
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Cleveland—Continued 


Annual Percent of 
Job title salary rate salary Length of service 
charged 


Cincinnati branch—Coontinued 

Reissue clerk-typist_- $3, 250 5 | 6 years 
Addressograph and graphotype operator 3, 094 14 years 
Fiscal agency accounting clerk 3, 510 ¢ 6 years 
Junior savings bond utility clerk 3, 692 ‘ 14 years. 
Consignment receiving clerk 3, 250 5 years 
Reissue clerk-typist 2, 938 4 1 year 
Savings bond control clerk 3, 666 14 years. 
Registered bond clerk 3, 874 : 13 years 
Treasury issues control clerk 3, 666 3 years 
Addressograph and graphotype operator 3, 094 ’ 6 years 
Senior Treasury issues clerk-typist 3, 692 ; 14 years 

3. 

3 

3 

3 


Jan. 
Oct 
Dec 
Dec 
Sep 
Jan, 
May 


Reissue clerk-typist 3, 406 3 | 3 years 
Commodity stabilization clerk-typist 3, 822 6 years 
Direct payment clerk 3, 562 3 | 3 years 
Reissue proof verification clerk 3, 822 6 years 
27 employees, equivalent to the time of 0.70 full- 
time employee. 
Pittsburgh branch 
Junior inscription plate file clerk 
Do 
Do 
Do 
Do 
Inscription plate file clerk 
Inscription verification clerk 
Do 
Do 
Do 
Federal tax clerk 
Bond imprinter 
Do 
Do 
Do 
Graphotype operator 
Do 
Do 
Spoiled bond and savings-stamp clerk 
Reissue typist 
Tabulating utility clerk 
Consignment clerk 


, 678 ; 11 months. 
, 678 ‘ 1 year 2 months 
SOS : 1 year 3 months 
938 < 1 year 9 months 
SOS } | 1 year 3 months 
, 042 4 years 9 months 
, 042 lL year 3 months 
, 042 5 Do 
354 } | 12 years 6 months 
198 4 years 9 months 
198 2 | 2 years 6 months 
S86 ‘ 1 year 3 months. 
042 ¢ Do. 
198 3 years 
, 198 2 years 6 months. 
458 é 3 years 
, 458 3 years 9 months 
458 Do 
, 302 3 years 3 months 
,770 14 years 6 months 
458 3 years 
406 4 years 3 months 
Control proof clerk , 952 14 years 3 months 
Application receiving clerk 952 ! 13 years 9 months 
Application receiving clerk 3, 952 14 years 3 months 
Treasury tax and loan clerk , 134 14 years 
Fiscal agency utility clerk , 926 3 years 9 months 
Senior supervisor, inscription section 5, 772 34 years 3 months 
Assistant manager, fiscal agency 6, 708 2 | 38 years 6 months 
Manager, fiscal agency department &, 476 2 | 29 years 3 months 
Assistant cashier 11, 000 1 | 36 years 9 months 
31 employees, equivalent to the time of 0.92 full- 
time employee. 
4th district total: 100 employees, equivalent to the 
time of 2.71 full-time employees 
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Richmond 


The verification and destruction of unfit United States currency is performed 
only at our head office. The requested information concerning personnel engaged 
in this operation is as follows: 


porter A 
Do 
Do 
D 
shipping clerk, fiscal agency 
er and mail opener 

lief clerk, currency division 
verification clerk : 

Do 
supervisor, redemption division 
recemption exchange and issue clerk. 
supervisor, currency division. 
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Atlanta 
MAIN OFFICE (MONTH OF JUNE, 1957): SUPERVISORY 


Date of employment Annual | Percentage 
salary | allocated 


Jan. 2, 1951 $5, 800 | 20 
Oct. 19, 1937 5, 700 | 100 
Dec. 10, 1951 3, 600 | 100 
Dec. 30, 1953 2, 820 | 100 
Sept. 4, 1956 2, 700 | 
Jan, 27, 1941 4, 800 | 
May 23, 1955 2, 760 | 


Chicago 


Month of June 1957 


Length of 
Job title Percent of | service in 
Annual workweek bank 
salary allotted to 
operation 


Assigned personnel 
Chief P $6, 360 
Senior clerk__. ‘ 5, 100 
Custodian ! , 4, 620 
Senior clerk ! 2 5, 515 
sctors 
Senior clerk ; 5, 680 
Subscription clerk __.._- 4, 720 
General bond clerk 5, 240 
Senior clerk 5, 420 
General bond clerk 540 
Senior clerk _. , 520 
Analyst and control clerk 020 
Senior correspondent 160 
Bond teller 300 

D» 070 
Correspondent , 460 
General bond clerk 115 
Seni or clerk 580 

Verifiers: 

Coupon counter 

Settlement clerk 

Control card K/P operator 
Inscription expediter 

1BM operator 

Control card K/P operator_. 
Teletypist 

Control card K/P operator_- 
Settlement clerk 

Savings bond examiner 
Stub verifier clerk 
Bookkeeper 

Senior typist 

Savings bond examiner 

Do 
Receiving teller 
Correspondence stenographer 
Clerk-typist 
Edit clerk 
Transmittal clerk 
Proof and control clerk 
Control card K/P operator 
Shipping clerk 
Correspondence clerk 
IBM operator 
Stub verifier clerk 
Shipping clerk 
Senior typist 
Block proof clerk 
Savings bond examiner 
Unclassified sales clerk 
Window examiner 
Savings bond examiner 
Adviser and reconditioning clerk 
Coupon counter 
Inscription expedituer 
Window examine! 

Transmittal clerk 
Assistant cashier 
Do 


mon On On on on on on or 


400 | 
920 
140 
140 
OG5 
, O65 
780 
040 
940 | 
700 
915 
900 
O95 
100 
300 | 
780 
035 
940 
990 
780 
290 
160 
030 
930 
, SO 
» 200 
, 000 
915 
990 
365 
020 
O95 
360 
465 
O20 
200 
140 
035 
800 
000 
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1 Relief for vacations and illness. 
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Detroit branch 


Following is a list of persons who were used in the currency verification unit 
during the month of June 1957. The job titles listed are those of their regular 
positions in the bank. and do not indicate the scope of their duties in currency 
verification. As there are no employees assigned directly to the currency veri- 
fication unit, all persons used are on a borrowed-help basis. 


Percent of | Length of 
Job title Annual workweek | service in 
salary allotted to bank 
operation 


Cashier _- : pitas 13, 000 
Officers’ secretary.-.......-..--- 5, 050 
Accounting clerk , 015 
Assistant supervisor . 5, 050 
Accounting clerk _-- vere , 850 
Do-. ee O15 
Assistant control teller___--__-- J 600 
Es 805 
Stub checker------ ask ; 3, 120 
Assistant supervisor - - -- st ie i, 025 
File clerk - : 3, 240 
Assistant supervisor : 5 R62 
Do : . a 5 , 291 
Unit head idee eter 5, 097 
Typist clerk : ; 3, 120 
Do ; = : 3, 308 
Stub checker , ; 3, 240 
Statistical clerk- Aone ; , 399 
Shipping clerk “ eines 3, 428 
Examination teller 3, 780 
Assistant supervisor - - - - -- ; 3, 400 
Technical adviser emainiea 3, 025 
General clerk -__- Ratcubl , 240 
Stub checker__._..-- = ; 3, 428 
Typist clerk - -_- ‘ é 2, 940 
3, 635 
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St. Louis individuals participating in currency verification and destruction 
process (including management and supervisory personnel) 


[St. Louis office only, June 1957 


Salaries | Percent of | Length of Salaries Percent of | Length of 
| workweek service workweek service 


Years Years 
‘ $3,240__. 1 

$3,420 

$3,540__- 

$3,180__. 

$3,840___. 

$7,200__. 

$12,500_... 
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Minneapolis 


A list of the employees at the Minneapolis office who participated in the 
currency verification and destruction process during June 1957, the extent of 
their time devoted to the activity, monthly salary basis, and length of service 
follows: 


| | | 
| Percent of | Salaries | Length of service 
month | 


. Vera Agerter j 0. 09 Jan. 9, 1956; 1 year 6 months. 
. Delores Allstot mS Feb. 21, 1956; 1 year 4 months. 
3. Diana Anderson .18 Jan. 28, 1957; 5 months. 
. Lyndon Benson ae 3! Aug. 20, 1951; 5 years 10 months. 
7 . Mavis Chamberlain .09 | June 14, 1954; 3 years. 
5 . Barbara Eysenbach 05 22:! Reentry; 2 ye 
6 Albert Hadley. -. . 04 5 June 12, If 
3 3. John Hendricks 23 June 15, 1§ 2 years. 
5 . Rosalie Kosel 01 June 11, 1956; 1 year. 
3 . Joan Lazarz M7 Sept. 6, 1955; 1 year 9 months. 
5; . Bert Olson . 01 Apr. 20, 1920; 37 years 2 months. 
6 . Rosalyn Rymanowski 09 5 | Sept. 7, 1955; 1 year 9 months, 
l 3. Ervin Spielman 16 Jan. 14, 1942; 15 years 6 months. 
4 Clarence Swenson .07 June 28, 1920; 37 years. 
2 Gail Valenta 05 Sept. 5, 1956; 9 months. 
9 
0 1. 47 
a 


Kansas City 


The information requested pertaining to individuals who participated in the 
verification and destruction of currency in the 10th district during June 1957, 
is as follows: 


crew ewe tot wm wre Sc 


Annual Percent of | Length of 
Job title salary workweek service 
allotted 


Manager, vault custody department ‘ $5, 940 

Vault custodian._-_.- 5, 100 | 14 | 
PG acxani 5, 040 30 | 
Do 5, 040 15 
Do 5, 580 28 
Do... i 5, 100 16 
Do-. 5, 112 14 | 


Dallas 


Requested information as to salaries, length of service, and percentage of 
workweek allotted of individuals participating in the verification and 
destruction process: 


Annual Percentage | Length of 
salaries of work- service 
week 


Dallas—Fiscal agency department: | Years 
Manager $8, 20 
Assistant manager . | 23 
Supervisor 5, 2 | 38 
Destruction teller | : | 56 | 14 
Destruction clerk 3, | 28 l 
Currency verifier  & 25 14 

Do 
San Antonio: 
Gereral utility clerk 
Cuurency verification unit teller 
Department manager 
Currency destruction clerk 
Assistant cashier 














ye 
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San Francisco 
Number | Monthly Percent of | Length of 
salaries workweek service 
Head office Years 
Officer in charge l 3 37 
Department head ] 7 38 
Currency verification and destruction custodians 2 OR 15 
9 15 
Currency verifiers 4 1 15 
7 ) 21 ll 
{ 14 14 
Los Angeles 
Oflicer in charge 1 791. 66 3 34 
Department head 1 600. 00 10 35 
Assistant department head l 475. 00 10 31 
Currency verification and destruction custodians 2 ~ a BF : 
280. 00 7 11 
275. 00 13 l 
300. 00 14 l 
Currency verifiers 7 5. OO 1 13 
». 00 22 ll 
295. 00 7 ll 
275. 00 7 1 
Portland 
Officer in charge 1 750. 00 3 38 
Currency verification and destruction custodians 2 oe of 
Currency verifiers 2 OE ro : a 
Seattle 
Officer in charge l 791. 66 3 37 
Supervision ! 540. 00 3 I 
{ 450. 00 17 36 
Custodians 3 450. 00 14 39 
| 410. 00 9 5 
. . { 320. 00 8 38 
Currency verifiers 2 \ oo 00 9 "7 


7. “Estimate the shortages of United States currency that have been detected 
“ach year, since 1953, by each bank.” 


Boston 
Ove ¢ Shortages 
Year 
Pieces A mount Pieces A mount 
1953 12 $36 | 26 $80 
1954 35 101 53 176 
1955 26 55 31 95 
1956 23 59 43 | 120 
} 
| ! 


Overs and shorts for which there were offsets the same day 
in above figures. 


are not included 


New York 


Shortages Overages 


Year S _— 


Amount | Number | Amount 

| 
1953 (July-December 41 $177 | 25 $107 
1954 | 79 462 44 272 
1955 | 72 337 44 186 
1956 73 251 44 114 


Total 265 1, 227 


200 | » aad 


157 679 





Numbe 
Amouc 


Clevel: 
196 
195 
195 
195 
Cincin 
198 
195 
195 
195 
Pittsbi 
195 
198 
196 
198 


1953 
1954 
1955 
1956 
1957 (J 





Main ¢ 
19% 
19% 
19% 
19 
19! 
Jackso 
New € 





FINANCIAL INSTITUTIONS ACT OF 1957 1757 






































Philadelphia 
NUMBER AND AMOUNT OF OVER AND SHORT DIFFERENCES 
th of = penance acreage —_— ——__— — — —— 
ice 
4 1953 1954 1955 | 1956 
iTS 
37 Over | Short | Over | Short | Over | Short | Over | Short 
38 Tae hn diesll saemsnpisillictnMacescacbeegsast seam eamietceiieta ee s [ow 
15 Number.- ‘ ham 122 143 279 281 235 244 245 254 
15 | Amount dit ie on aa $651 $887 | $1,549 | $1,559 | $1,029 | $1,204 | $1,081 $1, 299 
15 | 
1 1 ou ausent me ———S aaa = — — 
14 
Cleveland 
34 r : ~~ ae a 
35 
3l Shortages discovered; Overages discovered 
. Period sii Mi cenit Elita al iit ial 
1] Number | Amount | Number | Amount 
l 
: 7 i a at alee ee Seema iclicensiite 
13 Cleveland— Main office: 
ll 1953 (last 6 months) . -....---- inpeahitiamaiani a 18 $54 12 $24 
ll | 1954. ... ; i . 12 12 16 16 
1 BN Bed iincidnpnnaiel ; SE a ee : | 37 135 | 11 27 
1006... na ; abs ; ; | 12 34 ll 24 
38 Cincinnati Branch: 
38 1953 (last 6 months) __-_-- ee 2) 2 4 8 
11 1954__.. eed as a : noel 4 16 | 7 42 
2.4 1955 6 21 | 5 18 
2 (CF 1956 Ao ak ‘ 5 | 16 | 2 10 
“ Pittsburgh Branch: 
37 | 1953 (last 6 months) oe ; ae 10 28 8 | 20 
I] | 1954 a sac 20 | 47 17 41 
36 1955 Sa . a ee | 37 138 14 76 
39 1956 ; eee case anced ; 20 | 55 17 41 
Ps e 4 a aaa 
l . 
Richmond 
‘ted Shortages Overages 
(Osecicteiaintetinemicicinanal te eeasielliatilns eee ene — 
| 
| Number | Amount | Number | Amount 
1953 91 | $483 86 | $466 
1954 ee | 192 | 882 | 186 | 823 
1955 _...-- baa hiioanns 142 | 713 | 159 | 669 
punt 1956 cies , | 153 | 762 142 | 683 
1957 (January-July) ___- baie ees tis tit ee 86 | 408 | 104 | 450 
$80 — ae emia 
176 
A Atlanta 
Shortages | Overages 
ded Year a imma — 
| | 
Number Amount Number | Amount 
Main office: | 
DE GR 65, cc peninadteneasedawobetednbnaakiedddmasmman 93 $417 87 $398 
aaa Eb ait awd euabiceiars Lapubihihwataedeamnenaeddeddlabied 165 657 176 644 
IEA da" od cocci aeeteceeeeda et petnhniekheee eh kane kedeabdakionad 171 768 166 709 
ount Na a ae Dee Attend 141 610 154 579 
cae i RT OPES 166 766 161 529 
: Jacksonville Branch: 1953 (6 months)...........-....---------- | il 16 12 34 
$107 New Orleans Branch: 1953 (6 months)_...._-- Bidicéttackeddhas | 8 | 70 5 50 
272 
186 _ = ——— —_—- ee ee ee — —— _— se. ee _ 
114 
679 


95375—58—pt. 2——_57 
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1953 (July to December) ___- 
1954 a sind al 
1955_. 

1956 
1957 (January to June) 


Total for 4 years. 


1953 (July to December) --- 
1954__ ; 

1955 

1956 

1957 (January to August) 


Total for 4 years___- 


INSTITUTIONS ACT OF 1957 


Chicago 


| 
| Shortages 


Number Value 


96 
79 
63 
65 


41 


5265 
398 


296 
344 , 644 


Detroit Branch 


Shortages 


Number 


Value 


32 
49 
31 
36 


206 
196 
145 


436 | 


Overages 


Value 


Number 


$181 
301 
361 
260 
236 


70 
70 
62 | 
59 
45 


306 1, 339 


Overages 


| Number Value 


$102 | 


§ 4 j 


703 


164 


St. Louis 


DIFFERENCES DETECTED IN VERIFICATION SECTION 


1953 (last half) 
1954 
1955 
19°6 


1957 (1st half) 


Shortages 
prieeepaierieaniem 
| 


Number | Amount 


$174 
32. 

240 

»»9 


130 








Number 


1953 1__ 
1954___ 
1955__- 
1956 _ . . 
1957 3 


Total 


1 From July 1, 1953. 
2 Includes $60 shortage which 
Error was promptly adjusted. 
§ Through June 30, 1957. 


Short 


$ 55 
26 
23 


10 


119 


was offs 


Minneapolis 


l’s Other 


Number Over Number Short 


$44 
29 


285 


49 
29 
16 
11 : 
2 3 30 


208 


107 


et by ponding difference in the « 


4 corres 


20 | 


Overages 


Number | Amount 


110 
95 
64 
41 
24 


$200 
319 
238 
18] 


76 


than 1’s 


Number Over 


$47 
10 
35 
20 


25 


137 


uurrency department. 
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A 100 percent verification of all United States currency other than $1 silver 
certificates was made during this period and approximately a 25 percent verifica- 
tion of $1 silver certificates during the period July 1, 1953, through June 30, 1954, 
and slightly in excess of 5 percent during the period July 1, 1954, through June 
30, 1957. 

Kansas City 


The number and amount of over and short differences discovered by the cur- 
rency verification unit at the head office each year since the work was assumed 
on July 1, 1953, are as follows: 





Year Number of Total Number of| Total 
overages amount shortages | amount 


cine healed aoa aelees 40 $161 57 $199 
1954 ana 81 263 96 449 
Bi cnsensidtiorce cieadeitihe plaids vnesiaetiin 81 | 250 89 274 
Tl conesdhidtiliecscd ‘a npseelinaaieseliiomtansings 387 132 466 


| Figures cover last 6 months of 1953. 


Dallas 


Differences discovered by currency verification units at Dallas since July 1953 
and at San Antonio since January 1957: 


| | 

ee a 

| Number of | Over Short 
differences 





$183 

161 

111 

aiid 130 

1957 a = 2 23 


San Antonio (since Jan. l, 1957): 
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San Francisco 


SCHEDULE OF UNITED STATES PAPER CURRENCY DIFFERENCES DISCOVERED 
BY CURRENCY VERIFICATION UNIT 





| Number of| Short Over Net 
Period differences short 
Head office: | 
1953 (July-December) _- 132 $228 $209 $19 
1954 161 333 329 | 4 
IR sain _— 129 281 224 | 57 
1956 ; 154 357 284 | 7 
OF 82 5 seis. Le 113 236 209 | 27 
Total --- weed 689 1, 435 1, 255 | 180 
Los Angeles: 
1953 (November-December) 22 53 32 21 
1954 8S 461 377 84 
1955 90 468 444 | 24 
1956 . é 144 448 387 | 61 
1957 1. 139 205 188 17 
Total_--- . 483 1, 635 1, 428 | 207 
Portland: | 
1953 (July-December) -- 5 23 | 30 —7 
1954 : 24 59 33 26 
1955 21 76 33 43 
1956 6 10 5 5 
1957 ! . 6 10 6 4 
Total_-.- 72 178 107 71 
Salt Lake City: 
1953 (July-December 76 52 31 21 
1954 48 06 64 32 
1955 15 39 29 10 
1956 13 30 18 12 
1957 ! 1 5 —§ 
Total. __. 153 217 147 | 70 
Seattle: 
1953 (July-December) 30 30 60 —30 
1954 73 77 36 41 
1955 87 191 121 70 
1956 ; 46 104 153 —49 
1957 '. 29 55 54 1 
Total. -_..- : ; 265 57 424 33 
Grand total, all offices____ : 1, 662 3, 922 3, 361 | 561 


1 Part of 1957. 

8. “Annual quantities of United States currencies which have been canceled 
for 1951 and 1952, and quantities of currencies verified and destroyed for 
1953-56, by type of currency and denomination, at each bank and branch.” 





19) 


19% 


19; 


He 


Bui 


5's 
10's 


2's 
5's 


°h 
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Boston 
UNFIT UNITED STATES CURRENCY SHIPPED TO TREASURER FOR REDMPTION 


[Number of pieces} 


| | | 


| | 
} Silver certificates United States notes Total | Total 
| iinet eee ht Se i i ai Ri ee a at yieces | dollar 
| | shipped | value 
l’s | 5’s 10’s_ | 2’s | 5’s shipped 
1951..--- _..| 49, 343,000 | 4,412,200 | 404,000 | 4,499,000 | 2, 808, 400 | 61, 466, 600 | $98, 484, 000 
1952 .| 56, 589, 000 4,128,400 | 448,500 | 4,675,000 | 3,093, 200 68, 934, 100 | 106, 532, 000 
9153 (Ist 6 months) _| 30, 677, 000 2,1 | 665, 064, 000 
| 


11, 800 148,000 | 2,163,500 | 1, 604, 200 36, 704, 500 | 


UNITED STATES CURRENCY VERIFIED AND DESTROYED AT BOSTON 


65, 000 138, 000 1, 819, 000 


1953 (last 6 months) -| 23, 485,000 | 2,2 1, 476, 000 | 29,183,000 $47, 208, 000 
1954 57, 675, 000 4, 373, 000 224,000 | 3,587,000 | 2,585,000 | 68,444,000 | 101, 879, 000) 
1955 60, 526,000 4, 334, 000 158, 000 3, 084,000 | 2,271,000 | 70,273,000  101,.299, 000 
1956 | 56, 600,000 | 3,716,000 | 159,000 | 2, 285, 000 | 1, 986, 000 | 64, 746,000 | 91, 270, 000 
' | 
New York 
{In thousands] 
Silver certificates | United States notes 
Year es = in Se eA 
l’s 5's 10's ’s | 2’s 5’s 

ae 

Head office: } | | | 
1951__. — 154, 696 13, 386 3, 144 420 | 2, 244 | 3, 302 
1952... hs 211, 848 17, 048 | 1,792 | 244 | 2, 152 | 4,312 
1953—January-June....-_.- ae 115, 772 10, 200 | 660 | 64 | 1, 116 2, 636. 
July-December - cir 1 103, 221 10, 795 624 | 76 | 1, 127 | 2, 494 
1954... | 288, 794 21,771 | 973 | 40 | 2,083"! 4, 189 
1955... | 265, 579 22, 879 | 886 | 14 | 1, 560: | 4, 681 
1956... 208, 062 16, 881 | 849 | 6| 1,598 | 4,078 

Buffalo branch: | | } 
1951__. 10, 882 1, 216 | 71 | 83 | 472 
1952 | 9, 983 S48 67 | 79 | 304 
1953—January-June 5, 493 | 480 | 30 | 41 | 18% 

| } 





1 Of the $1 silver certificates destroyed since July 1, 1953, 5 percent thereof have been verified. 
Philadelphia 
QUANTITIES OF UNITED STATES CURRENCY VERIFIED AND DESTROYED 


1951 1952 1953 (ist 6 | 1953 ' (last 1954 1955 1956 
months) 6 months) 


Number of silver certificates 


l’s ; 76, 400,000 , 80,720,000 , 39,748,000 | 33,958,000 | 79, 685, 000 2 86, 786, 000 72, 744, 000 
5's 8, 000, 000 7, 296, 000 3, 816, 000 3, 687, 000 | 2 9, 518, 000 8, 501, 000 7, 315, 000 
10's . 600, 000 | 648, 000 252, 000 179, 000 | 419, 000 408, 000 338, 000 


Number of United States notes 


qs... 700, 000 712, 000 296, 000 281,000 | 484, 000 385,.000 396, 000 
6's - | 1,800, 000 2, 048, 000 1, 132, 000 936,000 | 1,967,000 | 1, 971,.000 | 1, 680, 000) 


' On July 1, 1953, the Federal Reserve banks first started verifying and destroying United. States currency. 
? Includes 8,500,000 silver 1’s (special reserve account). 
? Includes 1,300,000 silver 5’s (special reserve account). 








1762 


FINANCIAL INSTITUTIONS ACT OF 1957 


TREASURY DEP 





Cleveland 
UNITED STATES PAPER CURRENCY CANCELED AND FORWARDED TO THE 


ARTMENT FOR REDEMPTION 


[In thousands of dollars] 








Silver certificates United States 














notes 
Year lh es a Ee Diicstictin manele a . 
i { 
l’s | 5’s | 10’s 2’s 5’s 
— ce I —_—_—— -—_——_—_—— et — — |——__—— 
Main office: | 
ar caccinininabiincs ae 22, 748 12, 780 | 1, 090 172 | 3,350 
eb wees cece | 24, 940 | 12, 420 | 950 100 | 2,790 
1953 (1st anata 14, 903 7, 360 490 88} 1,220 
Cincinnati branch: 
Ap ee ee anne 16, 755 | 9, 535 | 580 218 | 4, 105 
ea | 20, 120 | 9, 540 | 520 184 | 3,220 
I acd ren: ennieeos 9, 452 | 4,140 200 80 | 1,060 
Fpeeren branch: | 
cl rd sl - 26, 613 16, 524 | 2, 324 837 | 5, 210 
1952. cenaabesiaioad 29, 710 | 14, 925 1, 490 648 4, 650 
| SS rae eee ena Se 15, 956 8, 015 690 314 2, 010 
| 
UNITED STATES PAPER CURRENCY VERIFIED AND DESTROYED 
Main office 
1953 (last half)_...- $11, 598 $6, 370 $390 | $72 | $1,500 
1954 a 20, 340 11,545 568 104 | 2,440 
1955_ _- 23, 716 7, 028 32 | 94 | 2, 195 
1956. . 23, 153 11, 390 | 504 84 | 3, 185 
Cincinnati branch: 
1953 (last half 10, 829 4, 385 220 | 74} 1,200 
1954 _- 17, 299 &, 865 | 340 94 2,070 
1955_- - = 19, 574 6,815 339 | 100 | 2, 070 
1956 BE to Sinnem abl 0, 281 10, 110 400 84 » 745 
Pittsburgh branch: | 
1953 (last half) - 4 6, 660 480 | 452 1, 600 
ODL. cBbaad ie bab bine Sey nan oe RaS 8, 580 | 570 | 256 | 1,945 
1955_ iodseon é Dated 9, 190 | 540 232 | 2,845 
Schad scmsendngiehncs 3 9, 510 | 490 234 2, 685 
| 
Federal Reserve Bank of Richmond 
UNITED STATES CURRENCY FORWARDED TO WASHINGTON FOR REDEMPTION 
Sis - T nae enaeianiachon eS ae 
Number ss ce 
i} TAtic.s AU oa. ie ee 
Year Office ; Amount | Silver certificates United States notes pieces 
Sra an ie 
| | 
| | l’s S's | 10's a I’s 2’s | 5's 
| 
| | | | 
1951....| Richmond. -. $92, 345, 000} 53, 094, 000) 5, 132,600) 350, 000/___._|1, 249, 500/1, 517, 800!) 61, 343, 900 
| Baltimore. 43, 759, 600) 22, 415, 600) 2,600,000) 399, 400 255, 500} 767,800) 26, 438, 300 
Charlotte. .--- a 43, 208, 000! 24, 723, 000) 2, 082, 800 190, 400)1, 000} 161, 000/1, 168, 800) 28, 327, 000 
Y Potebsi is 179, 312, 600 100, 232, 600! 9,815, 400) 939, 800 011, 000! 1, 666, 000/3, 454, 400) 116, 109, 200 
| — — — < 
1952... Richmond-. r 93, 706, 000 6, 352, 000) 4, 797,600) 327, 200 1, 177, 000) 1, 548, 000) 64, 201, 800 
Baltimore. | 44, 198, 450) 24, 384, 150) 2,380,000 367, 000 312,050! 724, 040) 28, 167, 240 
| Charlotte- : 43, 321, 000) 26, 847,000) 2,118,400) 140, 200 110. 500} 851, 800) 30, 067, 900 
Total.... 1181, 225, 450107, 583, 150) 9, 206,000) &34, 400 1, 599, 550/3, 123, 840/122, 436, 940 
1953 1_.'| Richmond 48, 093, 000) 30, 237, 000) 2,332,800) 159, 100 515, 500) 714, 000) 33, 958, 400 
Baltimore | 22, 651, 000! 13, 240, 000) 1,056,400! 216, 500 172, 000! 324,000) 15, 008, 900 
| Charlotte. -- | 23, 410, 000) 14, 950, 000) 1, 156, 000 76, 000 60, 000) 360, 000! 16, 602, 000 
a jem , - on aemeith 
Total... . 94, 154, 000) 58, 427,000) 4,545,200) 451, 600 747, 500\1, 398, 000! 65, 569, 300 


eS 
ra 


Jac 
Ne 
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Federal Reserve Bank of Richmond—Continued 


UNITED STATES CURRENCY VERIFIED AND DESTROYED AT FEDERAL RESERVE 
BANK OF RICHMOND 





| | | | | 
1953 2 idee |sss, 759, 100} 51, 488, 000) 4, 942, oo0| 461,000} 100 633, 000/1, 337, 000) 58, 861, 100 
1954_. _...|178, 158, 600] 99, 597, 000/10, 868, 000} 816,000] 600] 968, 00/2, 825, 000/115, 074, 600 
1955_. a ...../|179, 804, 100] 110, 393, 000} 9, 417, 000! 792, 000| 100} 848, 000/2 2) 542, 000) 123, 992, 100 
1956....| --|172, 978, 000|103, 549, 000) 9, 259, 000| 869, 000)... 857, 000|2, 546, 000|117, 080, 000 
j |—__—— penn jnieen hostels neni semencentetepionnimemtbaenes snasipietlitenli 
| Total_..... 619, 699, 800/365 ;, 027, 000): 34, 486, 000! 2, 938, 000 "a0, 306, ee 250, 000/415, 007, 800 
| 
| | | } 
1 ist 6 months, 2 2a 6 months, 


Atlanta 


Quantities of United States paper currency forwarded for redemption for years 
1951, 1952, and for the first 6 months of 1953: 


{In thousands of dollars] 


Silver certificates United States notes 














1’s 5’s | 10’s Total 2’s 5’s Total 
| 
Main office: | | | 
1951 y . 25,772 | 13,685 2, 140 | 266 | 7,750 8, 016 
1952 | 31,000 | 13, 880 | 1, 360 | 344 6,160 | 6, 504 
1953 (6 months) - .- 15, 679 | 5, 540 440 216 1, 580 1, 796 
3irmingham branch | | | 
1951 ‘ } 12,022 5, 830 420 | 18,272 380 | 4, 130 4, 510 
1952 |} 19, 464 280 | 27,024 344 | 2, O80 2, 424 
1953 (6 months) | 8, 660 | 3, 220 | 120 | 12,000 216 820 1, 036 
Jacksonville branch: } | } | | 
1951 | 25,510} 13,400 2,810 | 41,720 | 260 | 6,220 | 6, 480 
1952 j 27,136 | 13, 640 1,920} 42, 696 310} 5,380 | 5, 690 
1953 (6 months) — 14, 448 | 7, 615 1,010 | 23,073 | 145 | 2.335 | 2,480 
Nashville branch: } | 
1951 £. ; | 14,946 | 6,185 | 420 | 21, 551 208 | 2,335 | 2,548 
1952 | 15, 228 5, 275 330 20, 833 234 | 1, 635 1, 869 
1953 (6 months)... oes 7, 517 2, 775 160 | 10,452 | 126 700 | 826 
New Orleans branch: | | 
1951 ; . | 18, 956 11, 245 600 | 30,801 | 184 4,750 | 4,934 
1952 ; 4 24, 316 10, 740 440 | 35, 496 | 176 | 3,600 | 3,776 
1953 (6 months) - -.. biaetcl 11, 320 5, 180 200 | 16, 700 64 | 1, 380 1,444 


Quantities of United States paper currency verified and destroyed for the last 
6 months of 1953, and for the years 1954, 1955, and 1956: 


{In thousands of dollars] 


Silver certificates | United States notes 
7 | , | | 

l’s 5’s 10’s | Total | 1’s on... ee Total 

Main office: 
1953 (6 months) 28, 709 | 13, 960 770 | 43, 439 | | 404] 3,465 | 3,860 
1954 , 108, 787 | 59,480 | 3,160 171, 427 | .| 1,176 | 13,455 |14, 631 
1955. . : 126, 353 | 53,100 | 3, 450 182, 903 | | 1,024 | 14, 145 /15, 169 
1956 107,432 | 45,125 | 3,510 156, 067 | 1 998 | 14,315 |15, 314 
Jacksonville branch: 1953 (6 months) 10,480 | 4, 960 520 15, 960 96 | 1,220 | 1,316 
New Orleans branch: 1953 (6 months).| 4,568 | 1,910 | 70 | 6, 548 ‘ 24 535 559 

| 


Sener nner 
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Federal Reserve Bank of Chicago (head office only) 
SILVER CERTIFICATES FORWARDED FOR REDEMPTION 


[Dollars and pieces in thousands] 























1’s | 5’s 10’s Total 
Period Ft ae nll To ee ae a ‘ 

| Dollars | Pieces | Dollars | Pieces | Dollars | Pieces | Dollars | Pieces 

iaieeania | ae a a -| 
ethane --| 115, 728 115, 728 62, 820 12, 564 4, 040 404 182, 588 128, 696 
1952_ |} 140,212 140, 212 57, 360 11, 472 3, 120 312 200,692 | 151, 996 
1953 (ist 6 months) 65, 888 65, 888 28, 900 5, 780 1, 280 128 96,068 | 71,796 

i 
UNITED STATES NOTES FORWARDED FOR REDEMPTION 

2’s 5's Total 

Period et eee a 
Dollars Pieces Dollars Pieces Dollars | Pieces 
CE Re ta ed | on 572} 11,880 2,376 | 12,025] 2,948 
EEnncabenigiiviinhteabveimnocabenasceehinpednd 1, 281 640 11, 760 2, 352 13,041 | 2,992 
ee nnecpacnn 504 252 6, 900 1, 380 7, 404 1, 632 


RECAPITULATION—SILVER CERTIFICATES AND UNITED STATES NOTES 
FORWARDED FOR REDEMPTION 


1’s 2’s 5’s 10’ Total 

Period paella aasceng agian aoaicetiatal sissies: sa ities eatin liad eciltcinetaalabiinliiianata ae 

Dollars | Pieces Dollars} Pieces | Dollars| Pieces | Dollars} Pieces | Dollars | Pieces 

a } -—|— 7 a - - - — 

4951__........} 115,728 | 115,728} 1,145 572 | 74,700 | 14,940] 4,040 404 | 195,613 | 131,644 

1952 | 140,212 | 140, 212 1, 281 640 | 69,120 | 13, 824 3, 120 312 213, 733 | 154, 988 
1953 (1st 6 | | 

months 65, 888 65, 888 504 252 | 35, 800 7, 160 1, 280 128 103, 472 73, 428 





SILVER CERTIFICATES VERIFIED AND DESTROYED AT FEDERAL RESERVE BANK 
OF CHICAGO 











<i ee = om —o _— a a enaaeeecatioes a 
1’s 5's 10’s Total 
Period ft a he + he si a eee ee See ee eee as 
| 

| Dollars | Pieces Dollars Pieces Dollars Pieces Dollars | Pieces 

oe - | | a il lace Se es 
1953 (last 6 months)_..} 64,381 | 64,381 | 28, 751 5, 750 1, 240 124 | 94,372 | 70,255 
Ss — --| 119,302 | 119,302 51, 607 10, 321 2, 080 208 | 172,989 | 129, 831 
SII hits cent inaaninicpicch | 121, 802 53, 795 10, 759 1,820 182 | 177,417 | 132, 743 
PD etecticcst sarin 118, 378 118, 378 56, 170 11, 234 1, 850 185 176, 398 | 129, 797 

| 





UNITED STATES NOTES VERIFIED AND DESTROYED AT FEDERAL RESERVE BANK 
OF CHICAGO 


2’s 5’s Total 

Period chars a ea Ta Shien ae me 

Dollars | Pieces {| Dollars Pieces Dollars | Pieces 

eS sialic . ——— iiceascliietst teadilenseain ae a ince 
1953 (last 6 months)... --- ie . 836 418 7,415 1, 483 8,251 | 1,901 
1954... Saclay ‘ ‘é 830 415 12, 070 2, 414 12, 900 | 2, 829 
elit atieenicll ; i 854 427 11, 050 | 2, 210 11, 904 | 2, 637 
Peahes ccscaue 5 988 494 11, 034 2, 207 12, 022 | 2, 701 





es 


901 
829 


701 


FINANCIAL INSTITUTIONS ACT OF 1957 1765 


Federal Reserve Bank of Chicago (head office only)—Continued 


RECAPITULATION—SILVER CERTIFICATES AND UNITED STATES NOTES VERIFIED 
AND DESTROYED AT FEDERAL RESERVE BANK OF CHICAGO 





















































l’s 2’s 5’s 10’s | Total 
Period c es ——- meds . 7 
Dollars Pieces (Dollars | Pieces Dollars | Pieces Dollars | Pieces | Dollars | Piece Pieces 
- —| - | 4 [ences | = ——_|-——|— Eee 
1953 (last 6 | LS | | 
arden 64,381 | 64,381 | 836 418 | 36, 166 Z 283 1, 240 | 124 102,623 | 72,156 
1954 --| 119,302 | 119,302 830 415 | 63,677 | 12, 73 2, 080 | 208 185, 889 | 132, 660 
1955.....---.-| 121,802 | 121,802| 854 | 427 | 64,845 | 12, 969 1, 820 | 182 | 189,321 | 135, 380 
BIG. -ncstsnceel HERBS | 118, 378 | 988 | 494 67, 204 | 13 441 1, 850 185 | 188,420 | 132, 498 
| | } | | | 
Detroit branch 
ANNUAL QUANTITIES OF UNITE STATES CURRENCY CANCELED AND 
FORWARDED TO U. S, TREASU oY DEPARTMENT FOR REDEMPTION 
1928, 1934, and 1935 silver certificates 
leone a | tiksdessinctigeiendcanencatiinhailtagetatindicasia dallas ining ladiiadimcaiiiniiniicianlalacinsitapeaiie 
Year | l’s } 5’s 10’s | 
ia ciiideliiaciaiatacatind ceili fea : “ J | Total | Total 
| | | pieces | dollars 
| Pieces | Dollars Pieces | Dollars | Pieces| Dollars | 
| | | | 
ae tee ie |) Beis ey ive: i) esac rs ia: cL e rt a ee 
1951. 20, 733, 000 | 20,733,000 | 2, 140,000 | 10, 700,000 | 64, 200 | 642, 000 22, 937, 200 | 32,075, 000 
1952___ 23, 892,000 | 23, 892,000 | 2, 148,000 | 10, 740,000 | 64, 100 | 641,000 | 26, 104, 100 | 35, 273, 000 
1953 (34). 12, 812,000 | 12,812,000 | 1, , 026, 000 5, 130, 000 | 29, 900 | 299, 000 0 | 13, 867, 900 18, 241, 000 
Total 57, 437,000 | 57, 437, 000 , 314, 000° 26, 570, 000 |158, 200 | 1, 582, 000. 62, 909, 200 | 85, 589, 000 
| | i | | 
United States notes 
Year 2’s 5’s | | 
ee nad a ae! Total Total 
| | pieces F dollars 
Pieces | Dollars Pieces | Dollars | 
| 
ie ate oe Bel i ee ee J aleiiory sca 5 a as ase | | 
ME ton tis sens “ fa Saeiel 76, 000 152, 000 506, 000 2, 530, 000 582,000 | 2, 682, 000 
1952 — | 62, 000 124, 000 | 484,000 | 2, 420, 000 546, 000 | 2, 544, 000 
a o)......... 2 40, 000 80, 000 | 256,000 | 1, 280,000 | 296, 000 | 1, 360, 000 
ae oe Bi te ls ai pace 178, 000 | 356, 000 | 1,246,000 | 6, 20,000 | 1, 424, ono | 6, 86, 00 
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Detroit Branch—Continued 


ANNUAL QUANTITIES OF UNITED STATES CURRENCY VERIFIED AND DESTROYED 
AT THE DETROIT BRANCH, FEDERAL RESERVE BANK OF CHICAGO FOR LAST 
6 MONTHS OF 1953 AND FOR THE YEARS OF 1954, 1955, AND 1956 














1928, 1934, and 1935 silver certificates 




















| 
Year l’s | 5’s 10’s | 
Poe I A at oe Total | Total 
pieces dollars 
Pieces Dollars | Pieces Dollars Pieces | Dollars 
| 
peer ~ oe — — — — - — | ——$—_________. 
1953 (July- | | 
Dec.).....- 12, 365,000 | 12,365,000 | 943,000 | 4,715,000 | 25,600 | 256,000 | 13,333,600 | 17,336, 000 
Sika 32, 124,000 | 32, 124,000 |2, 612,000 | 13,060,000 | 50, 300 503, 000 | 34,786,300 | 45, 687, 000 
1955__._..___| 36, 292,000 | 36, 292,000 |2, 953,000 | 14,765,000 | 49, 900 499, 000 | 39,294,900 | 51, 556, 000 
| 
a aaa it) | 40, 586,000 | 40, 586,000 (3,058,000 | 15, 290,000 | 56,500 | + 65,000 | 43, 700, 500 56, 441, 000 
WRcasne 1121, 367,000 |121, 367,000 |9, 566,000 | 47,830,000 |182, 300 |1, 823,000 /131, 115,800 | 171,020, 000 
| i 
| United States notes 
|—— sina ihimapiomiiacaie sdiiaisinipnisilla alloc es j - 
Year 2’s 5’s 
es ae ae ee er ee Total rotal 
| | i pleces llars 
| Pieces | Dollars Pieces Dollars | 
bed . ~ | fa * T oe A | _ ae =t a = ee me avrem 
a 33, 000 | 66, 000 | 229,000 | 1,145,000 | 262, 000 1, 211, 000 
1954 | 80, 000 160, 000 | 664,000 | 3,320,000 | 744, 000 3, 480, 000 
1955__- on | 96, 000 | 192, 000 | 782, 000 3, 910, 000 878, 000 4, 102, 000 
1956__. re | 93, 000 186, 000 889, 000 4, 445, 000 982, 000 | 4, 631, 000 
a — ~ - i = eee — +. _ ‘ ' > 
Total aioe | 302, 000 604, 000 2, 564,000 | 12, 820, 000 2. 866,000 | 13, 424, 000 
| | | | 


St. Louis 


Answer: Information regarding the United States currency forwarded to 
Washington for redemption for the years 1951, 1952, and the first 6 months of 
1953 is not available for this office and its branches since the Board report 
forms FR 160 series have been destroyed under a 1-year destruction schedule. 

Report of United States paper currency verified and destroyed for the last 6 
months of 1953, the years 1954, 1955, 1956, and the first 6 months of 1957 is as 
follows: 


UNITED STATES PAPER CURRENCY OF HEAD OFFICE AND BRANCHES VERIFIED 
AND DESTROYED AT ST. LOUIS 


[Pieces] 





Silver certificates United States notes 
Year = 1 

, ’ i ’ | , re? 

l’s 5’s | 10’s 2’s 5’s 
1953 (last 6 months)_......._.- 33, 261, 000 3, 159, 000 | 53, 000 107, 000 741, 000 37, 321, 000 
1954 oer : ....| 63, 065, 000 7, 611, 000 92, 000 | 244,000 | 1, 467, 000 72, 479, 000 
1055.... ace _| 71, 008, 000 7, 178, 000 95, 000 | 210, 000 1, 545, 000 80, 036, 000 
1956_____ = a __...| 59, 600, 000 4, 709, 000 70. 000 57, 000 982, 000 65, 518, 000 
1957 (1st 6 months) 7 on 34, 424, 000 2, 926, 000 | 42, 000 | 84, 000 638,000 | 38, 114, 000 

| 
| ' | | 
Minneapolis 


The annual quantities of United States currency cut, canceled, and forwarded 
for redemption during the period January 1, 1951, through June 30, 1953, and 
canceled, verified, and destroyed at this office during the period July 1, 1953, 


through December 31, 1956, were as follows: 
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{In thousands of dollars] 








Silver certificates United States notesk 
l’s en 2’s Sey doe 5’s 
SSS EE | — 
1951: 
DN 8, an cccnciapeinibhebasiiameumiencees 18, 517 10, 876 691 63 1, 764 
- PG ct ccceousccucapamedudanceentbartestecns 847 853 34 10 255 
1952: 
Minneapolis... .--- Sheds ees ects eas 22, 008 11, 895 580 99 1, 993 
Da Modewindscddgant tb S0tenachenvows eed 2, 154 2, 212 81 ll 559 
1953: | 
January-June: | 
nA Soro, oe enebaenbebien 10, 472 5, 745 270 45 1, 167 
UN on OS, oe Be eons cee ee 756 749 24 2 160 
July-December: 
DNR Go 6 oe bee et abeeeeeee 8, 679 4, 365 275 72 905 
Helena. -.......- midueekasieeteneteduaie 1, 143 690 25 9 186 
1954: 
Minneapolis... srgakiccecaewhe eas 16,521 | 110,110 370 87 1, 825 
Helena. ......- Si cigasaaiaeen eaten ee eee 1, 836 1,178 7 8 382 
1955: 
DE MODOED : coninns canes pendbicdeceeutaweninamiad 2 21, 361 9, 250 310 132 1, 965 
UL, cals uinuan icwhigewadudibacesheodsaaaes 1, 637 1, 130 | 30 6 400 
1956: 
rN 0h 37s sige ear cae 18, 003 10, 665 360 104 2, 240 
Bs een i a tebene setae er Le eae 1, 346 940 40 6 350 








1 Includes $1,800,000 unfit 5’s established as an unfit currency reserve in 1951, 
2 Includes $3,100,000 unfit 1’s established as an unfit currency reserve in 1951. 


Note.—The Helena Branch does not verify and destroy United States paper currency but forwards such 
currency to the Minneapolis office where this operation is performed. 


Kansas City 


8 (a) The total amount of each type and denomination of United States cur- 
rency forwarded for redemption from each office in this district during the year 
1952 and the first 6 months of 1953 are presented below. Records pertaining to 
shipments of unfit United States currency to the United States Treasury from 
all offices prior to 1952 have been destroyed in accordance with current destruc- 
tion schedules. 

[All amonnts in thousands] 








11953 | < 


Silver certificates tifeates | United St United States notes 
Office eer to) ee ee 
1’s | 5’s | 10’s » | ws | 2 | 5’s 

Kansas City ; iertaineiiimaeatate a asia cee! ol 1952 $20,644 | $9, 500 | $390 $64 | $2, 160 
| 1 1953 10, 359 5, 205 | 200 36 | 1, 060 

Denver. jitédeteimdetieesrenasel Oe 4 13, 216 8, O80 | 290 | 102 2, 040 
/11953 | 6,680} 3,640 | 120 48 860 

a ee 6, 508 | 2, 920 | 80 48 860 
} 11953 3, 108 1, 280 80 | 14 | 345 

NOR 6c eniinwenvecnatatocl e eautiass sail 1952 | 6,714| 3,810 | 160 | 32 | 950 
| 3, 556 | 1, 540 80 24 | 360 





1 Figures cover lst 6 months of 1953, 


(b) The total amount of each type and denomination of United States cur- 
rency verified and destroyed at this bank during the last 6 months of 1953 and 
the years 1954, 1955, and 1956 was as follows: 


[All amounts in thousands] 


| 
Silver certificates United States notes 














Office ey ee eee eee oe jaa — 
} | 
| | 1's | ss | 10's | 2’s 5's 
iia 3! te 8 | cecal $10, 785 $400 $160 $2, 635 
| 1954 | 43,666] 25,460 690 322 5, 315 
1955 | 48,262| 19,570 530 244 5, 135 
1956 46, 972 | 19, 845 580 | 276 5, 225 





} Figures cover last 6 months of 1953. 
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Dallas 


FINANCIAL INSTITUTIONS ACT OF 


8. United States currencies canceled during 1951, 1952, 


1957 


and first half of 1953: 

















Year Type Denomination | Number of 
notes 
Dallas: | 
Be htehicd iii patience Diited States motes... ....-.-.-......-. ats aeseowe 32, 000 
-do.-. 5’s ace 1, 008, 000 
Silver certificates_- l’s -----| 21,918, 000 
Te cieai ls etlete tdenmeean 5’s 2, 455, 200 
| ee iia 10’s ‘ | 52, 600 
ee. ee ae United States notes--_.-- 2’s ; 48, 000 
a a 5’s 856, 000 
Silver certificates_. l’s | 31, 948, 000 
ce 5’s | 2,800, 600 
" . 10’s ‘ | 44, 500 
1953 (Ist half).....- United States notes 2’s | 20, 900 
.do... f | 167, 200 
Silver certificates_- 13, 553, 000 
RS 5’s 610, 400 
DR i iran nila Agia qdeebt atibinaios mabe 10’s " 11, 100 
E] Paso: 
Pe acnescoe United States notes 2’s onan 20, 000 
| JG0i.<0 - 5’s 192, 000 
Silver certificates. l’s 4, 160, 000 
| OO ne 5’s 360, 000 
| do... 10’s 11, 000 
BG Bctnnnncscnnnewsusnsewn | United States notes 2’s ‘ 20, 000 
| eo. ‘ 5’s 184, 000 
| Silver certificates-__.- l’s ; ----| 5,224,000 
cams 5’s.. ‘ ves 560, 000 
pies iicshn | 12, 000 
1953 (1st half). United States notes._...-.-..-- Bist wets z 12, 000 
SMO wens 5’s | 84, 000 
Silver certificates._.......-.- . | 3,100,000 
Sees | 216, 000 
Eilts paginas Sen Shiai tes 4,000 
Houston: 
1951... United States notes 2’s 7, 000 
|____.do- 5's | , 200 
| Silver certificates _. rao | 758, 000 
_do 5’s 5, 000 
do 4 10’s , 000 
1952... . United States notes 2’s | , 000 
do 5’s , 000 
| Silver certificates _. l’s | , 000 
_do 5’s | , 000 
do : 10’s 3, 500 
1953 (1st half). ._.| United States notes. _- 2’ aie | 8, 000 
| .do 5’s 5, 000 
Silver certificates _. l’s ae 4, 000 
do. 5’s | 8, 000 
| .do . 10’ 5 | 5, 000 
San Antonio: | | 
3961..... | United States notes_-__ 2’s eo .| 32, 000 
do a 5’2 a | 348, 000 
Silver certificates .- l’s | 8, 064, 000 
MRO st 5’s } 820, 000 
| do ‘ we... | 16, 000 
1952_.. United States notes 2’s 26, 000 
| do 5’s 404, 000 
| Silver certificates l’s ‘ 9, 336, 000 
OO 254% 5’s | 940, 000 
do t 10’s__. 20, 000 
1953 (Ist half). United States notes 2’s 8, 000 
.do . 5’s | 136, 000 
Silver certificates _- 1’s | 4 456, 000 
do 5’s 372, 000 
.do 10’s | 8, 000 





1! 


19, 
19, 





FINANCIAL INSTITUTIONS ACT OF 1957 1769 


United States currencies destroyed (all at Dallas) during the last half of 1953 
and during 1954, 1955, and 1956: 





| 
Year Type | Denomination | Number of 
| notes 

ee at Sahel ———_——-~ -|- —— -_—- - ------- 
1953 (last half). .| United States notes. -.- . Wiha ues ad 53, 900 
a : | ae ia 558, 400 
Silver certificates_. eal eA cans when .--| 23,403, 000 
eOO.nocda a cle : aac 2, 018, 000 
Mc iae Se iiaiintints epee 31, 400 
1954... — United States notes--- — — naleuiilede 100, 000 
El. oe a i aera 1, 120, 700 
Silver certificates_- Bn 3 ss orate 50, 162, 000 
Dsnene : MSS 5, 231, 400 
.do aon Bic cieiachbaiiang aul 58, 100 
1955_. United States notes... : ATi Winn o-oo eee 82, 000 
MOO - die . eh is aaciawebhitedek | 1,006, 900 
Silver certificates pata Me smite Raia 52, 260, 000 
. ee : \ | Wie aa 3, 552, 200 
OO csx0 wet Sec neace fi 53, 000. 
1956 United States notes- .- hit wigiete pare 78, 700 
on -| | EP a 1, 049, 800 
Silver certificates gg; =e ; 46, 476, 000 
A a el ata a 4, 122, 600 
“do -| es 53, 200 


Federal Reserve Bank of San Francisco 
TWELFTH DISTRICT 


UNITED STATES PAPER CURRENCY FORWARDED TO TREASURY DEPARTMENT FOR 
REDEMPTION 


{In thousands] 





Silver certificates 
Year l’s 5's | 10’s Total 


se ; ; | 
Amount Pieces | Amount Pieces | Amount Pieces Amount | Pieces 








1951 . — $80,612 | 80,612 | $59,041 | 11, 808 $2, 318 232 | $141,971 | 92, 652 
1952... 91, 664 91, 664 57, 980 | 11, 596 1, 880 188 151, 524 | 103, 448 
1953 (January-June)...| 54, 707 54, 707 22, 172 | 4, 434 826 83 7 59, 224 
Total.... 226, 983 226, 983 139, 193 27, 838 | 5, 024 503 371, 200 | 255, 324 
United States notes 
2’s 5’s Total 
Amount Pieces Amount Pieces Amount | Pieces 
i a eens cist aticniacciiaamamieh tata ss 
od $860 430 $16, 981 | 3,396 | $17, 841 3, 826 
1952 944 472 18, 681 | 3, 736 | 19, 625 4, 208 
1953 (January-June) 592 296 10, 436 2, 087 | 11, 028 2, 383 
Total. 2, 396 1, 198 46, 098 9,219 | 48,494 10,417 
| 

Grand total, 

certificates 

| and notes 

| 

} — = —» 
| Amount | Pieces 
Scarica i 
1951__ . ; ‘ ben oe aos , ae bbs eigick $159, 812 | 96, 478 
1952 171, 149 | 107, 656 
1953 (January-June) ees ‘ - 88, 733 61, 607 
Total aecednon | 419, 694 | 265, 741 
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UNITED STATES PAPER CURRENCY VERIFIED AND DESTROYED BY FEDERAL RESERVE 


BANK 


Pieces 
Year cet ek, re 
| $l silvercer-| Allother | Total pieces 
tificates 

1953 (July-December). --_-..-- ‘ 46, 899 | 5, 804 | 52, 793 
1954... a ian taadnmieanitiees 91,172 | 1 13, 342 | 104, 514 
1955....... wine wows 2 108, 575 13, 463 122, 038 
1956... weak ‘ 101, 422 11, 256 | 112, 678 
its seni ds ‘ 348, 068 43, 955 392, 023 








Includes 1,925,000 pieces of special reserve stock held account Treasurer of the United States 
2 Includes 12,610,000 pieces of special reserve stock held account Treasurer of the United States. 


HEAD OFFICE 
UNITED STATES PAPER CURRENCY FORWARDED TO TREASURY DEPARTMENT FOR REDEMPTION 


{In thousands] 








Year l’s 5's 10’s Total 
Amount Pieces Amount Pieces Amount Pieces Amount | Pieces 
1951 $28, 892 28, 892 $23, 700 4, 740 $1, O80 108 | $53,672 | 33,740 
968........ | 30,028 30, 028 20, 800 4, 160 720 72 51,548 | 34, 260 
1953 (January-June | 19, 32¢ 19, 326 6, 887 1, 377 22¢ 23 26,439 | 20,726 
Total | 78,246 | 78,246 1, 387 10, 277 2, 02% 203 | 131,659 | 88,726 

| 7 + 
] S ALCS notes 

2’s 5's Total 
Amount Pieces Amount Pieces Amount | Pieces 
1951... | $564 282 $5, 160 | 1, 032 1,314 
1952. ; 568 254 6, 680 1, 336 1, 620 
1953 (January-June 344 172 3, 611 722 894 
Total.... 1, 476 738 15, 451 3, 090 16, 927 3, 828 

Grand total, 
certificates 
and notes 
| 

|} Amount | Pieces 
s | 7 
pGdakdewhperweninres $59,396 | 35,054 
er i a a i eae ie an AP i atic So is 58, 796 | 35, 880 
1053 (January-June)....................... seal eeh eek pieced | 30,394} 21,620 
Total : utataiee re 148, 586 92, 554 

' i cientuamitapiidcantadminia konipoee 





195 
195 
195 


1951 
1952 
1953 


1951. 
1962. 
1953 





sf) 
A) 


4 
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UNITED STATES PAPER CURRENCY VERIFIED AND DESTROYED BY FEDERAL RESERVE 








BANK 
Pieces 
Year $1 silver cer- All other Total pieces 
tificates 

ri ay... wsitdbinceewdewsdeudeuwadldeddon dead 336, 631 4, 565 | 41, 196 
i cocscscawtil Lieceeddekenintasie Kedijadaicut deinen 33, 302 45,755 39, 057 
Ditbjciansesaceetncnen nabininde aise aman aad iieltacbatanen 537, 129 5, 541 42, 670 
.. inncaosbibidadhdé céuddeehdddesstenbiausnksdeedetwasons 32, 454 4,353 36, 807 
Dili ccnnumtaenands vinthaeesniateie — | 139, 516 | 20, 214 | 159, 730 





3 Includes currency forwarded by branches up to following dates: Los Angeles, Nov. 10, 1953; Seattle, 
Dec. 2, 1953 Salt Lake City, to present time. 

4 Includes 920,000 pieces of special reserve stock held account of the Treasurer of the United States. 

§ Includes 4,500,000 pieces of special reserve stock held account of the Treasurer of the United States, 


LOS ANGELES BRANOH 


UNITED STATES PAPER CURRENCY FORWARDED TO TREASURY DEPARTMENT 
FOR REDEMPTION 


[In thousands) 

































































aieiacaeeneninneninaneni — penensiansistaas ne sence 
| Silver certificates 
; Drees © seh omen 1 Sess 
Year l’s 5's 10’s Total 
ett ace eee eee a ee 
Amount | Pieces ; Amount) Pieces | Amount | Pieces | Amount Pieces 
Sebhesteeenrenestnssentiinhetennneniteies jem EE gs aman dt lenecccnnpctentige iaipame: ee 
1951.......---.........] $30,856} 30,856 | $19,540] 3,908 | $760 | 76 | $51,156 | 34,840 
RE ee ee ee 35,100 | 35,100 21, 000 4, 200 640 64 56, 740 39, 364 
1953 (January-June)... 22,620 | 22,620 8, 400 1, 680 360 36 31, 380 24, 336 
incdiuadeods 88, 576 88,576 | 48,940 | 9, 788 1, 760 | 176 | 139, 276 | 98, 540 
| | 
United States notes 
2’s | 5’s Total 
Amount | Pieces Amount | Pieces Amount Pieces 
| aa aa i | Pet cee | 
I, cnsntitdedevnatBhs $176 | 88 | $4, 500 | 900 | $4, 676 O88 
1952. .... son 224 | 112 | 5, 420 | 1, 084 5, 644 1, 196 
1953 (January-June) --. 158 | 79 | 3, 765 | 753 3, 923 832 
Sbktdncakanne 558 | 279 | 13, 685 | 2, 737 14, 243 3, 016 
| | | 
| Grand total, 
certificates 
and notes 
| Amount Pieces 
atest staid 
Sg io AU ich ccc cen ss escaping ei trephine eile $55, 832 35, 828 
Dinukdl ciceitcednenequnetenautnnaiobiiebeduien a acicmbins nhendeusaietetnknenediogund 62, 384 40, 560 
Se aU OTINUE UID sic sissies tines ren nee ei ads sete inched dtl etiaatlininiatiilaadaiaaetlia 35, 303 | 25, 168 








i a ea i cartes orm 153, 519 | 101, 556 
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UNITED STATES PAPER CURRENCY VERIFIED AND DESTROYED BY FEDERAL RESERVE BANK 


| Pieces 





Year 
$1 silver All other Total pieces 
certificates 
1953 (July-December) &___ 712 } 5, 992 
1954... _- 7 4, 696 | 43, 896 
1955... . 5, 615 56, 268 
1056_..-. 4,849 55, 969 
146, 253 15, 872 462, 125 





¢ Destruction by branch began on Nov. 10, 1953. 
7 Includes 760,000 pieces of special reserve stock held account of the Treasurer of the United States 
8 Includes 6,500,000 pieces of special reserve stock held account of the Treasurer of the United States. 


PORTLAND BRANCH 


UNITED STATES PAPER CURRENCY FORWARDED TO TREASURY DEPARTMENT FOR 
REDEMPTION 


{In thousands] 


Silver certificates 


Year l’s 5's 10's Total 
4 
| Amount Pieces Amount Pieces Amount Pieces Amount | Pieces 
1951... a $8, 431 8, 431 $6, 660 1,332 $120 12 $15, 211 9,775 
1952... 10, 288 10, 288 5, 900 1, 180 200 20 16, 388 11, 488 
1953 (January-June) -- 4, 084 4, 084 2, 180 436 40 4 6, 304 4, 524 
Total... | 22,803 22,803; 14,740 2, 948 360 36 | 37,903 | 25,787 
s 5 
United States notes 
2’s 5's Potal 
Amount Pieces A mount Pieces Amount | Pieces 
1951__. : — $40 20 $2, 500 500 $2, 540 520 
1952. ... 56 28 2, 200 440 2, 256 468 
1953 (January-June). 24 12 1, 140 228 1, 164 240 
otek: si.. 120 60 5, 840 1, 168 5, 960 1, 228 
Grand total, 
certificates 
and notes 
Amount | Pieces 
te $17, 751 10, 295 
1952. -- : 18, 644 11, 956 
1953 (January-June) -_.-..---- : 7, 468 4, 764 


Total. ‘ 43,863 | 27,015 


19. 
19. 


195 
195 
196 


offi: 
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' 
UNITED STATES PAPER CURRENCY VERIFIED AND DESTROYED BY FEDERAL RESERVE 
BANK 
S : socal deglascapeeasldiaapianiani ictal 
Pieces 
Your Pere ere perenne 
$isilver | Allother | Total pieces 
certificates 
1953 (July- December) 4.183 467 | 4, 650 
1954 7, 843 9 1, 134 | 8, 977 
1955. | 10 8, 854 | 905 9, 759 
1956 | 6, 754 | 704 7, 458 
Total 27, 634 3, 210 | 30, 844 
! 
¥ Includes 18,000 pieces of special reserve stock held account of the Treasurer of the United States. 
10 Includes 110,000 pieces of special reserve stock held account of the Treasurer of the United States. 
SALT LAKE CITY BRANCH 
UNITED STATES PAPER CURRENCY FORWARDED TO TREASURY DEPARTMENT FOR REDEMPTION 
[In thousands} 
Silver certificates 
Year | l’s 5’s 10’s Total 
Amount Pieces Amount Pieces Amount | Pieces Amount | Pieces 
aes ae = ; $2, 992 2,992 | $2, 700 | 540 $120 12| $5,812) 3,544 
. 1952 4, 240 4, 240 3, 220 644 120 12 | 7, 580 | 4, 896 
< 1953 (January-June 3, 033 3, 033 1, 785 357 80 8 4,898 | 3,398 
. Total... | 10, 265 10, 265 7, 705 | 1, 541 320 32 18, 290 11, 838 
: ! ; 
United States notes 
2’s 5’s Total 
- Amount Pieces Amount Pieces | Amount | Pieces 
vs 1951 $24 12 $960 192 | $984 204 
» 1952 24 12 1, 160 232 1, 184 244 
38 1953 (January-June) - 20 10 600 120 620 130 
) - 2 . 
0 Total 68 34 2, 720 544 2, 788 578 
28 ° i 
Grand total, cer- 
tificates and notes 
| Amount | Pieces 
. 1951_. $6,796 | 3,748 
7 1952 8, 764 5, 140 
1953 (January-June 5,518 | 3,528 
Total... 21,078 | 12,416 





UNITED STATES PAPER CURRENCY VERIFIED AND DESTROYED RY FEDERAL RESERVE BANK 


Verification and destruction not performed at this branch. Currency canceled and forwarded to head 
office for processing; hence volume included in head office figures, 
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SEATTLE BRANCH 
UNITED STATES PAPER CURRENCY FORWARDED TO TREASURY DEPARTMENT FOR REDEMPTION 


[In thousands] 





Silver certificates 
i iene aioe ins iineilisiiliaib nic enincars 
Year l’s 5’s 10’s Total 





: | | | ; | | 
Amount | Pieces | Amount Pieces | Amount | Pieces | Amount | Pieces 





ad ciacechemaciall $9, 441 9,441 | $6, 441 1, 288 | $238 | 24 | $16, 120 10, 753 
RE nncecokdiilnd« 12,008 | 12,008 7,060 | 1,412 | 200 | 20 | 19,268} 13,440 
1953 (January-June) .-- 5, 644 5,644} 2,920 | 584 | 120 12 8,684} 6, 240 
Detihies ac. 27, 093 | 27,093 | 16, 421 | 3,284 | 558 | 56 | 44,072 | 30, 433 

i | 


United States notes 




















2’s 5's Total 
Amount | Pieces Amount | Pieces | Amount | Pieces 
i | 
ae pn —j|— — —_———_——_ 
teeta sate concasiniaichene oven $56 | 28 | $3, 861 | 772 $3, 917 800 
I it ee tai einisns bees | 72 | 36 3, 221 | 644 | 3, 293 | 680 
1953 (January-June) _-- 46 | 2 | 1, 320 264 1, 366 287 
| 
IIE i icecticatson 174 | aa ae 8, 402 1,680 | 8, 576 1, 767 
——E ee 
Grand total, 
certificates 
| and notes 
Amount | Pieces 
a5 Pasa a aes See tn . eae co | $20,037 | 11, 553 
rere erenrtrsar Smite — ene a erie ode ox ..-| 22,561 | 14,120 
i EN ie a lok bnik ikea sides widen sorianteaeeig Arnis ae 6, 527 
Ps siteciwastenme ek: Para catace once ee oie «SOT ee 


UNITED STATES PAPER CURRENCY VERIFIED AND DESTROYED BY FEDERAL RESERVE 





BANK 
| ; 
| Pieces 
Year a a ee ee ae 
| $1 silver All other Total 
certificates pieces 
1953 (July-December) !!____- 805 150 955 
iste iie ie nae e a ae 2 : 10, 827 121,757 | 12, 584 
ea ies Sn 13 11, 939 1, 402 13, 341 
ican Aa ce ca cnectnciann stints Sa ‘ | 11, 094 1,350 | 12, 444 
EE CE ee eel ee 34, 665 4, 659 | 39, 324 


ul Destruction by branch began on Dec. 2, 1953. 
®8 Includes 227,000 pieces of special reserve stock held account of the Treasurer of the United States. 
%8 Includes 1,500,000 pieces of special reserve stock held account of the Treasurer of the United States. 
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9. “Explain the methods which have been employed by each bank and branch 
in the destruction of United States currency, what equipment was used and the 
date of installment and utilization, including facilities not on the bank’s premises, 
by each type of equipment since the inception of the program in July 1953, and 
name the branches and banks where this equipment is located.” 


Boston 


At the time the function was assigned consideration was given to various 
methods of destruction and proposals were received from manufacturers of 
different types of equipment. Incineration was felt to be the most practical 
and the building superintendent of the bank, an engineer, was sent to Washington 
to observe and gain knowledge of the manner in which destruction was handled 
at the Treasury Department. He then designed a special furnace for the sole 
purpose of burning currency. This furnace was constructed in the boilerroom 
of the bank by the Jarvis Engineering Co. and went into operation on July 24, 
1953. The furnace requires no fuel other than the currency to be destroyed, 
has many safeguards to prevent access to currency under destruction, and has 
proven very satisfactory in operation. No other facility at any time has been 
used to destroy currency at Boston. 


New York 


From July 1953 to March 29, 1956, currency was destroyed exclusively in the 
firebox of one of the steam boilers located on E level (five stories below street 
level) of our main bank building. Prior to the inception of the currency-de- 
struction program, special alterations were made to adapt this boiler for tem- 
porary use as an incinerator. 

From March 29, 1956, when installation of the present equipment was com- 
pleted, to the present time currency has been incinerated in a Morse Boulger 
currency destructor installed on D level (four stories below street level), except 
in occasional instances when the volume of currency to be destroyed exceeds 
the capacity of the destructor. In such instances both incinerators are used. 


Philadelphia 


During the time a new incinerator was under construction at this bank, we 
secured the use of 2 incinerators belonging to an undertaking establishment 
located about 414 miles from the bank. These twin incinerators were Morse 
Bolger destructors. They were gas fired and had a capacity sufficient to de- 
stroy 600,000 notes in 21% hours. At first, when transporting the unfit currency 
to the undertaking establishment, we used our armored car and bank guards. 
Later, in order not to weaken our force at the bank, we secured the services 
of the Protective Motors Service Co,, Inc., of this city to transport the unfit 
currency. They used an armored car which was accompanied by two of their 
armed guards and our destruction clerks. As a safety measure, different routes 
were used to reach the incinerator. Also, the time of departure was changed 
frequently. The armed guards and destruction clerks remained at the incinera- 
tor until the money was completely destroyed and the ashes examined. The 
head of the unit also made periodic inspections. 

This method of destruction continued until we completed our incinerator on 
the bank’s premises. On April 18, 1954, we advised the Treasury Department 
that we were placing a new incinerator in operation for the destruction of unfit 
United States currency and have been using it ever since. Our incinerator is 
a Morse Bolger destructor and is gas fired. This is a special model and the 
first of its kind ever built. It was designed principally for the burning of unfit 
United States currency. Once the money is placed on the lift, its door is locked 
and the lift working in conjunction with an automatic feeder gradually passes 
the unfit money into the furnace. The incinerator has a capacity of 600,000 notes 
and it takes approximately 314 to 4 hours to completely consume the currency. To 
comply with city ordinances, no soot, dust, or smoke leaves the chimney. The 
incinerator is under the supervision of the head of the currency verification unit. 
Repairs are performed in the presence of authorized clerks. 


O5275 58— pt. o— 59 
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Cleveland 
Main office 

All unfit United States paper currency destroyed at the main office has been 
by incineration since the start of the program July 1, 1953. The destructor 
described below was installed and placed in use on August 14, 1953. All the unfit 
canceled currency which had been verified since July 1 was stored in the main 
bank vault under the control of the two responsible destructors until the in- 
cenerator was placed in use. The backlog was destroyed as quickly as possible. 

Description and cost of incinerator and special room.—Model 2~A, Nash, 
Cadmus and Voelker heavy-duty destructor. Size: 8 feet long, 3 feet wide, 6 
feet high. Weight: Approximately 7 tons. 

The furnace is gas fired and develops about 2,800° F. of heat. It will hold up- 
ward of 80,000 bills at 1 loading but appears to operate most efficiently with a 
load of 50,000 to 60,000 bills which are reduced to a powdered ash in 40 to 50 
minutes. The destructor is located in a specially constructed fireproof room ap- 
proximately 13 by 15 feet in size. The flue which leads directly to the bank build- 
ing main stack has several special baffles with fine screening which prevents any 
pieces from escaping up the flue. There is only one entrance to the room, which 
is an armorplate door with a bulletproof glass peek hole. The door is locked by 
two heavy duty Yale-type locks separately keyed. 

The cost of construction was as follows: 


Destructor, including installation__________-__-______- eae ___.. $3, 434. 00 
Construction of room, including architect’s fees, reinforcement of floor 

beam, partitions, firewall, floor covering, insulation and air-duct 

a saptemanainineta @s spate alana ened ss eenetiaca: comics te ee 
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Cincinnati branch 

July 1 through July 28, 1953, verified canceled currency was transported in 
locked pouches to the city incinerator under armed guard. Special combustion 
chamber reserved for the branch’s use by the incinerator superintendent was used 
for destroying unfit currency. Burning and inspection of ash was made by the 
two assigned destructors and other bank employees. 

July 29 through October 16, 1953, canceled verified currency was shredded by 
use of a Shredmaster which was used on a trial basis. This method was deemed 
unsatisfactory because of the length of time taken by the two destructors in per- 
forming the shredding operation. The shreds were burned in the bank building 
boilers under the supervision of 1 building department and 1 fiscal agency depart- 
ment employee. 

October 19, 1953, through September 9, 1954, canceled verified unfit currency 
was placed in locked sealed pouches and forwarded to the main office at Cleveland 
by registered mail where the bills were destroyed by destructors appointed by the 
fiscal agency department officers. The destructors certified to the incineration 
of the currency. 

September 18, 1954 to present time (September 1957), the installation of a 
shredding machine was completed by September 18, 1954. The description and 
cost of the machine are as follows: 


Model S-10 Shred-O-Matic machine, serial No. S—1081754, manufac- 

tured by Lee and Henry Manufacturing Co., San Francisco___-~- $4, 000. 00 
Extra set of cutters and combs (total cost of $2,160 was shared by Cin- 

cinnati and Pittsburgh branches as they both used extra set when 


their blades were being sharpened ) __--- je jWwistJenkbwwesin! 11,38 
Freight charges___~—_-. pe EAS duit iets enh ies A inary 114. 53 
en gee eS ess to es i te ates 5 Fes 5 5, 199. 93 


Cincinnati branch has withheld placing an order for an incinerator pending the 
outcome of present study being made by the Board of Governors and the Treasury 
Department. The city of Cincinnati building code has only recently been revised 
to make this possible. The shreds are disposed of as described in the answer to 
question 4. 


Pittsburgh branch 

The canceled unfit currency verified on July 2, 3, and 6, 1953, was shredded 
by use of a Shredmaster machine on July 28, 29, and 30, respectively. The Shred- 
master, No. 233, was secured on the basis of a trial order. The shreds were 
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placed in bags for delivery to the boilerroom of the bank where they were burned 
under the supervision of the representatives of the building and fiscal agency 
departments. 

Currency verified July 8, 9, and 10 was taken on July 31, 1953, to the city incin- 
erator. The bills were canceled but in whole note form. In addition to 2 building 
department employees, an armed guard and 2 fiscal agency destructors accom- 
panied the shipment and witnessed its destruction. This was a test made after 
eareful examination of the facilities and discussion with Treasury Department 
representatives. 

Currency verified July 13 and 14 was handled on August 3, 1953, as described 
in the first paragraph above. 

Currency verified July 15 to 31, inclusive, was handled on August 13, 1953, 
as fully described in the answer to question No. 11. 

Currency verified August 3 to 17, inclusive, was shredded by use of the 
Shredmaster machine and on September 1, 1953, the shreds, which had been 
placed in bags, were taken to the city incinerator by a building department 
representative and a fiscal agency department representative who witnessed 
the burning of the shreds. 

On September 4, 1953, the canceled currency which had been verified in the 
period August 18 to September 2, inclusive, was transferred (in whole note 
form) to Cleveland by use of the main office armored truck, for incineration. 
This shipment, which included 1,400,000 pieces of silver certificates and 60,000 
United States notes, having a face value before cancellation of $2,126,000, was 
made in accordance with the approval dated September 2, 1953, of Fiscal 
Assistant Secretary of the Treasury E. F. Bartelt, which approval included 
insurance under the Government Losses in Shipment Act. Three armed guards, 
a building department representative, and a senior fiscal agency clerk rode the 
armored truck containing the currency from Pittsburgh to Cleveland. 

Currency verified September 4 to October 8, inclusive, was handled as de- 
scribed in the first paragraph above. This was the last time the Shredmaster 
machine was used due to its unsatisfactory performance. It was returned to 
the manufacturer. 

From .October 9, 1953, through September 7, 1954, the canceled, verified 
unfit currency was shipped in whole note form to the main office for incinera- 
tion. Two main office destructors made a package and bundle count prior to 
destruction. (These shipments to main office were made by registered mail.) 

From September 8, 1954, to September 9, 1957, inclusive, canceled verified 
unfit currency was destroyed by shredding. The shredding was done by use 
of a Shred-O-Matic machine as described below : 


Model S-19 Shred-O-Matic machine, serial number S—1081854, made 

by Lee and Henry Manufacturing Co., San Francisco, cost installed. $3, 980. 00 
Extra set of cutters and combs (total cost was $2,160 which was 

shared by Cincinnati and Pittsburgh branches as they both used 

the extra set when their blades were being sharpened) —__-----_~ 1, 074. 60 


falas SFisiestrarseapibvesxiacnabencs caus wx ala dorecnctes Gasves ab eainseiac Goad abhdiireniaialk) a 


Shreds were disposed of as described in the answer to question No. 4. 

Starting with the unfit currency verified September 10, 1957, the currency has 
been destroyed in the incinerator which has just been instalied in the branch 
building. A description of the machine follows: 

Incinerator especially designed for the available space by Joseph Goder, Inc., 
Chicago. The capacity of the furnace is 500,000 pieces of currency which is 
destroyed at the rate of 100,000 pieces per hour. 

Some of the features are: visual type smoke indicator, inspection openings 
into each chamber fitted with Pyrex glass with flap covers, each access door 
is secured by two Yale type locks, primary and secondary gas burners permit 
preheating, electric ignition, pilot flame protection, automatic shutoffs, and 
dump type grates which permit ashes to be dumped into a removable pan. 

Total cost including installation was $7,900. There were no construction 
costs for the room as the incinerator was placed in the same room with the 
regular incinerator which is used for burning waste paper. 


Total cost 


Richmond 


Unfit United States currency accumulated at all three of our offices is deliv- 
ered to the verification and destruction unit of the fiscal agency department 
at our head office where it is verified and destroyed by incineration. This 
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method has been used since the inception of the program in 1953. The head 
office incinerator was installed in the fall of 1953 and was first used in October 
1953. It is a gas-fired furnace designed by Nash, Cadmus & Voelker, of New 
York and is used exclusively for the destruction of unfit currency. Although 
incinerators designed for the destruction of currency were installed at both 
our Baltimore and Charlotte branches in 1956-57, no change has been made 
in our procedure of shipping unfit United States currency accumulated at the 
branches to the head office for verification and destruction. 


Atlanta 


During the last 6 months of 1953 all United States currency canceled (by four- 
hole perfection) in the currency departments at the main office and at Birming- 
ham and Nashville branches, was destroyed by burning in the Atlanta city in- 
cinerator. Currency canceled at the Jacksonville branch was burned in the 
Jacksonville city incinerator and currency canceled at New Orleans branch in the 
New Orleans city incinerator. 

After verification in the currency verification unit all of the currency was cut 
in half and the upper and lower halves were sealed in separate bags. The cur- 
rency was delivered to the city incinerator under guard and was placed in the 
incinerator by bank employees. Burnings were scheduled so that the upper and 
lower halves were destroyed on different days. 

Destruction by burning in the city incinerators was discontinued in December 
1953. 

In April 1954 construction of an incinerator in the annex building at the 
Atlanta office was completed. 

All United States currency canceled by this bank and its branches during 1954, 
1955, 1956, and 1957 has been destroyed by burning in this incinerator. 


Chicago 


The only method used by this bank for the destruction of United States cur- 
rency since the inception of the program has been by means of incineration. 
When the program started on July 1, 1953, our preesnt incinerator was rebuilt 
and a grill door with dual combination lock constructed thereon, as a temporary 
means of burning money. In September 1953 a Brule incinerator purchased from 
the Goder Incinerator Corp. was installed. The equipment has always been lo- 
cated in the third basement of our bank and no outside facilities have ever been 
used. 

Detroit Branch 


The branch was authorized to verify and destroy currency as of July 1, 1953. 
The incinerator was installed in the latter part of 1953 and was placed in use 
on February 4, 1954. From the date of the inception of this program until the 
incinerator was in operation all verified currency was taken by truck under guard 
protection to the Detroit Edison Co. powerplant in Detroit and currency de- 
stroyed in their furnace under the supervision of the currency redemption 
division. 

St. Louis 


The method employed by this bank for the destruction of unfit United States 
paper currency of this office and branches is that of incineration. A gas fired 
Plibrico designed incinerator was constructed in the subbasement of the head 
office bank premises in St. Louis in 1953. The equipment was not ready for use 
at the time the program was started July 1, 1953, but was first used for the 
destruction of currency October 2, 1953 (being released by the contractor shortly 
before that date). Unfit canceled United States currency for all offices of this 
district had been accumulated in the main vault at the St. Louis office from 
July 1, 1953, to October 2, 1953, and was subsequently destroyed by incineration. 


Minneapolis 


At the inception of the program in July 1953, and continuing until September 
1954, the canceled currency was destroyed by burning in one of the bank’s burn- 
ers which had been previously remodelled to assure safe destruction of our Fed- 
eral Reserve notes with the gold clause, a number of years ago. Beginning Sep- 
tember 1954, we destroyed the canceled currency by shredding, using a shredder 
manufactured by Lee & Henry Manufacturing Co., San Francisco, After 
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shredding, the waste was burned in the above-mentioned furnace until comple- 
tion of a new currency incinerator in May 1956. However, for the period 
May 1956 to January 1957, we continued to shred the canceled currency, but 
burned the waste in the new incinerator as it was not feasible to deliver the can- 
celed currency in whole note form to the incinerator under proper protection 
during this period of our building alteration and construction program. Since 
January 1957, destruction of United States currency has been accomplished by 
burning in canceled whole note form in the new incinerator, which was con- 
structed to meet our specifications by the Pioneer Power Sales Co., St. Paul, 
Minn. 
Kansas City 


Currency destruction in the 10th District is centralized at the Kansas City 
office. The method of destruction is by incineration and the original facility used 
consisted of an incinerator located in the basement of the building. This in- 
cinerator was adapted for use in destroying currency by installing refractory 
material, forced feed gas burners, special locking devices and electronic controls, 
and was first used for this purpose on July 2, 1953. Subsequently, a new in- 
cinerator containing additional safeguards was installed and first used on May 
1, 1956. Access to the new incinerator is provided without leaving the “secured 
area” in which cash and currency verification operations are performed. 


Dallas 


Methods, equipment, and facilities employed since July 1953 in destroying 
United States currency: 


Dallas 


When the destruction of currency was started at the head office a Shredmaster 
shredding machine was used to shred the currency after which the shreddings 
were burned in an incinerator in the head office building. The Shredmaster 
machine was installed July 20, 1953, and it was placed in use on July 22, 1953. 
After a short period of time, it was found that the machine could not handle 
our volume of currency and was not adequately shredding the bills. Its use was 
discontinued on September 25, 1953. Since September 26, 1953, the currency 
has been destroyed by incineration, in accordance with Treasury Department 
regulations. The incinerator is located in the basement of the head office 
building. 


San Antonio 


San Antonio undertook the destruction of currency in January 1957. A heavy- 
duty incinerator, which was installed during the construction of the present 
branch building in 1956, is being used. Canceled currency, under the dual con- 
trol of two employees assigned to the destruction work, is destroyed by in- 
cineration, as outlined in Treasury regulations. 


San Francisco 


At each office of this bank, except Salt Lake City, which does not have adequate 
facilities, destruction of canceled United States currency has been accomplished 
by burning in incenerators which were already on the bank premises and were 
originally designed for destruction of wastepaper and burnable refuse. It was 
necessary, therefore, to adapt the incinerators for use of currency destruction 
by the addition of safety and locking devices, such as flue screens of appropriate 
small mesh, combustion chamber grills, locking devices on hearth and settling 
chamber doors, and installation of locked grill mesh doors at access points where 
necessary. 

The cost of adaptation was nominal and, in most instances, installation was 
undertaken by our own mechanics. However, in connection with enlargement 
of the building in Los Angeles, completed in 1956, a separate incinerator for the 
exclusive use of the currency destruction division was provided. 

We are now faced with cost of replacement of our incinerators, other than 
at Los Angeles, due to the accelerated deterioration of the equipment as the 
result of the intense heat generated and maintained during the operation, the 
frequent burnings, and the increased draft required to insure complete destruc- 
tion in a reasonable time, all of which the incinerators were not originally 
designed to withstand. 
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10. “Explain, step by step, the procedure which is followed in each of the 
branches where there are no destruction facilities, from the time the currency 
is determined unfit, until it reaches the Federal Reserve bank where it is to be 
destroyed (i. e. who handles the currency at each point, their job title and 
salary, what security methods are employed, how it is shipped, controls during 
transportation, whether it is canceled prior to shipment, etc.).” 


Boston 
No branches in Boston. 
New York 


On the day a shipment of unfit currency is to be made to our New York head 
office by our Buffalo branch office, its vault custodian (salary, $5,340) and 
group 1 representative (salary, $6,200) withdraw the unfit United States cur- 
rency from the vault and deliver it to the shipping teller (salary, $4,800) and 
the general money clerk (salary, $4,050), who receipt for the currency and place 
it in a locked trunk under their joint control. The currency is then taken to 
the currency canceling room where each package is canceled by the mechanical 
performation thereof jointly by the shipping teller and general money clerk. 
After the entire shipment has been so canceled, the currency teller (salary, 
$5,025), representing the currency counting section, in the presence of the ship- 
ping clerk and general money clerk, verifies the cancelation by means of 
“needling” each bundle to ascertain that it has been properly perforated. The 
canceled currency is then placed in pouches jointly by the shipping teller and 
the general money clerk, locked with rotary locks, and taken to the shipping 
cage where it is held under their dual control and delivered to a representative 
of the United States Trucking Corp. to be transported by armored car to the 
Buffalo post office where it is shipped fourth class, treated as registered mail, 
to the head office, where it is received in the registered mail section of our 
post office division. 

Philadelphia 

No branches. 

Cleveland 


As both the Cincinnati and Pittsburgh branches have adequate destruction 
acilities this question does not apply to the Federal Reserve Bank of Cleveland. 


Richmond 
Baltimore 

Unfit United States currency is received by the shipping teller (clerk No. 1) 
and the currency and coin shipping clerk (clerk No. 2) from the sorting section 
of the cash division. The currency is immediately verified by strap count by 
these receiving employees and remains under dual control of 2 of the 3-num- 
bered clerks until delivered to the registered-mail section. After the strap-count 
verification, the curency is punched on an automatic feed machine which takes 
bundled packages of 100 bills. The currency and coin shipping clerk (clerk 
No. 2) feeds the bills into the machine, and the shipping teller (clerk No. 1) 
receives the cut currency and passes it to the currency and coin shipping clerk 
(clerk No. 3) who assembles it into bundles of 10 packages totaling 1,000 bills. 
Each bundle is immediately tied with cord on an automatic typing machine, after 
which 4 bundles are tied together. This same employee (clerk No. 3) needles the 
currency by passing a rod completely through the bundles to establish the fact 
that all bills have been punched. 

The currency is then placed in canvas mailpouches by the currency and coin 
shipping clerk (clerk No. 3) and one of the clerks at the cancellation machine 
(either clerk No. 1 or 2). The pouches are then locked with post-office rotary D 
locks, and the lock numbers and rotary numbers are checked to see that they 
agree with previously prepared registered mail sheets. The pouches are then 
delivered against receipt to the registered-mail clerk who affixes postage. The 
registered-mail clerk accompanied by a porter and a guard then delivers the 
pouches to the post office, using the underground tunnel which can be entered only 
from a controlled area within the bank. An elevator at the post-office end of 
the tunnel brings post-office registry clerks down who sign for the pouches and 
take them up into the registered-mail section of the post office. 
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The job titles and salaries of the employees responsible for the cancellation, 
needling, tying, pouching, and delivery of the currency to the registered-mail 
shipping section and to the post office are as follows: 


Salary 
Bhinoing teller. (CLARK: Os A béiecncbin tie terriiiddndidin cthiwthtiaeduaieden bis $4, 797 
Currency and coin shipping clerk (clerk No. 2) ~-..---------.---------- 3, 484 
Currency and coin shipping clerk (clerk No. 3) -....--.--.------------ 3, T70 
Registered- LT | CHINE os ca nate ich ete cain sisein detainee taken tdi dinbbinbesh ied dien 8, 016 
OREO un wiiuratitsaicbuddestebiptnncuaend ebliieis debotbeabbittinadabod 2, 730 
Re ee ee ee Ft eS ee ee 3, 627 


Charlotte 


Unfit United States currency is received by the currency shipping teller (clerk 
No. 1) in the presence of one registered mail clerk-currency shipping clerk A 
(clerk No. 2) from the sorting section of the cash division. The currency is 
immediately verified by strap-count by the 2 receiving employees (clerks Nos. 1 
and 2) and remains under the dual control of 2 of the 3-numbered clerks until 
delivered to the armored motor service company. After the strap-count verifica- 
tion, the 2 employees perform the cancellation operation. The registered mail 
clerk-currency shipping clerk A (clerk No. 2) feeds the currency into the auto- 
matic feed canceling machine, which takes banded packages of 100 bills, and the 
machine punches 7 clean-cut holes entirely through each package. As the cur- 
rency leaves the machine, the currency shipping teller (clerk No. 1) receives it 
and assembles it into bundles of 10 packages totaling 1,000 bills. The bundles 
are delivered to the registered mail clerk-currency shipping clerk A (clerk No. 
8) who sight-checks for proper cancellation, strap-counts as a further verifica- 
tion, and assembles in bundles of 4,000 notes each for shipping. This clerk 
(clerk No. 3) aided by the currency shipping teller (clerk No. 1), who receives 
the currency at the cancellation operation, places the currency in rotary locked 
pouches and sees that the pouches are properly locked. The pouches are then 
delivered to the armored motor service company against receipt for delivery to 
the post office. The currency is shipped by insured mail, treated as registered 
mail, at fourth-class rates as provided under Treasury regulations. During this 
entire operation, there is a guard stationed at the rear door of the money area 
where the money is picked up by armored truck in a loading area secured by 
closed steel doors. Another guard is in a catwalk overlooking the shipping sec- 
tion, and two or more guards are in the money area outside the shipping cage 
but behind closed doors with bulletproof glass. 

Job titles and salaries of the employees engaged in this phase of the operation 
are: 

Salary 
GCarrency shipping teller: (clerk: Now 1)ic sna. ok oie abe we dis $4, 710 
Registered mail clerk-currency shipping clerk A (clerk No. 2). ebb iecieb laa 3, 810 
Registered mail clerk-currency shipping clerk A (clerk No. 3) ----.-.... 38, 720 
Atlanta 
Birmingham Branch 

United States paper currency determined unfit by sorters is turned in to the 
unit head—currency verifier and sorters (salary $3,480) who, with the assistant 
receiving teller (salary $3,720), places the currency in a locked wood and metal 
bus under 2 locks whose keys are controlled by an officer and the vault teller 
who is alternately the assistant manager (salary $5,200) or utility clerk (salary 
$3,720). The bus is lodged in the main currency vault overnight and its contents 
removed the following morning and placed in vault chest under dual control of 
officer and vault teller. 

The unfit currency is withdrawn from the vault chest in the presence of an 
officer by the vault teller—alternating assistant mans iger (Salary $5,200) and 
utility clerk (salary $3,720)—and turned over to 2 assistant shipping tellers. 

The 2 assistant shipping tellers (salaries $3,300 and $3,480) manually strap- 
count each bundle of unfit money to insure its accuracy and a receipt is signed 
for same and given to the vault teller. 

The unfit currency is then transported to the cutting room by the 2 assistant 
shipping tellers (salaries $3,300 and $3,480). 

This money is placed in front of a cancellation machine where assistant ship- 
ping teller (salary $3,480) places individual straps of unfit money in the cancel- 
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ing machine where 4 holes are punched in the money—2 in the upper half and 2 
in the lower half. It is then removed from the machine and placed on a table 
beside the tying machine. 

The unit head of the shipping and coin unit (salary $4,080) then places aq 
white slip of paper with the lot number of the shipment on top of the bundle 
(10 straps) of money and ties each end of the money and once lengthwise. 

The unit head currency verifier and sorters (salary $3,480) then places each 
bundle (1,000 bills) in the needling machine which inserts 4 metal spindles 
through the holes in the canceled money to insure that it is properly canceled, 

After the money is checked for cancellation, one of the assistant shipping 
tellers (Salaries $3,300 and $3,480) binds these bundles (3,000 bills) with a web 
strap and continues this operation until all of the money is strapped. 

Then under the joint control of the unit head (salary $4,080) and 2 assistant 
shipping tellers (salaries $3,300 and $3,480), they place 6 bundles (18,000 bills) 
in a mailpouch and locked with K lock with shipping tag attached, consigned 
to the Federal Reserve Bank of Atlanta, then transport to the shipping depart- 
ment where postage is affixed to the tag and recorded in an insured mail book. 

These pouches are then transported to the Registry Division of the United 
States Post Office through the tunnel under the surveillance of 2 assistant ship- 
ping tellers (salaries $3,300 and $3,480) and 1 armed guard (salary $3,660), 
and a receipt is obtained from a clerk of the Registry Division for our files. 


Jacksonville Branch 

Immediately upon opening the currency vault each morning (Monday through 
Friday) the manager of the currency department, together with the officer in 
charge and other responsible employees, removed from the vault for transfer 
to the shipping room, unfit United States notes and silver certificates in amounts 
and denominations as reported in telegram to the Treasury Department. 

Upon reaching the shipping room, which is located in same general security 
area, the currency was removed from a locked bus and placed on table in readi- 
ness for cancellation by 4-hole perforation through the use of the Cummins 
perforating machine. 

Before cancellation of this currency, two responsible employees made an in- 
spection of all $5 and $10 denominations (by fanning each strap) for possible 
misassorts in order to minimize and correct such errors. 

After the currency was canceled and it was determined (by needling) that 
the 4-hole perforation was cut clear though each strap, the Bunn tying machine 
was used in binding, with string, 10 straps into a bundle. Every bundle was 
double wrapped at each end and cross wrapped lengthwise making it secure 
while in transit and bank custody (head office) awaiting final verification and 
destruction. These bundles were packed carefully in currency-shipping bags. 
Bags containing not more than 30 bundles were placed in No. 2 United States 
mailpouches which were locked with special series rotary K locks. Shipping 
tags and pouch labels affixed to the mailpouches were checked for correctness 
in name of consignee and address. Required postage was affixed to shipping 
tag on each pouch, serial number of each K lock, and the rotary number was 
recorded on Form 3881 prepared in triplicate as furnished by the United States 
Post Office Department. Shipments were delivered to our armored car contract 
carrier upon receipt for transportation to post office. The contract carrier upon 
delivery of said shipments to the post office, obtained signatures of two respon- 
sible employees and the time of acceptance. This receipt was returned to the 
Jacksonville Branch as a permanent file. 

The transfer of unfit currency from vault to shipping where cancellation of 
the notes was carried out was under supervision of John Cowart, head teller, 
grade 9 ($4,620); James Brown, shipping teller, grade 7 ($4,140); and other 
responsible employees. 

During the month of June 1957, employees named below alternated with 
respect to certain duties in connection with cancellation, packing and shipping 
of unfit currency to head office : 

The inspection of $5 and $10 denominations (by fanning) was performed by 
Miss Joan Lackey, receiving teller, grade 8 ($3,900) ; and George A. Yates, Jr., 
shipping teller, grade 7 ($3,240). 

The strap feeding of all denominations into the Cummins perforating machine: 
Robert A. Conner, shipping teller, grade 7 ($3,300); and George A. Yates, Jr., 
shipping teller, grade 7. 

Receiving the straps as they pass through perforator: Mrs. Gladys Wood, 
miscellaneous paying teller, grade 7 ($3,420) ; and Mrs. Mussette Lowe, assistant 
receiving teller, grade 7 ($3,720). 
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The needling to determine that the 4-hole perforation was cut clear: Mrs. 
Jan Vickers Sumner, clerk-typist, grade 5 ($3,300) ; Mrs. Gladys Wood, miscel- 
laneous paying teller, grade 7. 

The binding of 10 straps with the use of the Bunn tying machine: Mr. Val J. 
O’Donne)l, coin clerk, grade 6 ($3,540), and Mr. Ronald W. Sutton, coin clerk, 
grade 6 ($3,060). 

Packing full bundles (10 straps) into currency bags: Mr. John Cowart, head 
teller, grade 9: Mr. James B. Brown, shipping teller, grade 7; Mr. Robert 
Conner, shipping teller, grade 7; and Mr. George A. Yates, Jr., shipping teller, 
grade 7. 

The 4 employees named also placed into No. 2 United States mailpouches, 
bags containing 30 bundles of unfit canceled United States currency. The 
sealing of these pouches with special series K rotary locks was performed by 
these employees. 

In each step described above, the currency was properly accounted for by a 
strap and bundle count. As a further security measure, the procedure outlined 
requires that dual supervision be maintained at all times. 


Nashville Branch 

All steps of the cancellation are under the direct supervision of the depart- 
ment manager (salary $6,900) and the officer in charge. 

Currency to be canceled on any day is removed from the vault (under double 
control) by the assistant manager (salary $5,200) and delivered to the head 
shipping teller (salary $3,960), who strap counts the bundles and places them 
in a money truck in the presence of the officer in charge. 

The contents of the bus are verified by the officer in charge, the assistant 
manager and the head shipping teller. 

The unfit currency is transported in a locked bus, accompanied by a guard, 
to the shipping cage. The shipping cage is kept locked at all times when any- 
thing of value is in it and only authorized employees are allowed to enter the 
cage. 

When the head shipping teller places the locked bus in the shipping cage, the 
contents of the bus are verified by the unit supervisor (salary $4,600) and the 
assistant shipping teller (Salary $3,420). This amount is checked to see that 
it agrees with the amount shown on form 5533. 

The currency is removed from the bus and placed on the tray beside the 
cancellation machine. One clerk will insert the currency (100 bills at a time) 
into the cancellation machine, another clerk will remove and inspect the 
straps of 100 bills each, assembling them into 1,000 bill bundles and place 
them on the tying machine for another clerk to tie. Prior to tying the bundles, 
a blue label with the name Nashville branch and the lot number (corresponding 
to the lot number on form 5533) stamped on it, is placed on top of the bundle 
and the bundle is tied three ways. The bundle is again strap counted and 
stacked on a table. 

Three people in the department have been designated to needle the canceled 
currency to assure that all bills have been canceled. Those people designated 
do not help in the cancellation of the currency. The authorized persons to 
needle the canceled currency are the head sorter (salary $3,780), paying teller 
(salary $4,200), and the receiving teller (salary $3,900). Double control is 
Still maintained by the unit supervisor and the head shipping teller or an 
alternate. 

A bundle count is made of the canceled currency and the currency is packed in 
a mailpouch (inspected for holes, ete. prior to use) and locked with a K-lock. 

Prior to locking the pouch the unit supervisor and the chief shipping teller 
or an alternate check the lock and rotary number of the lock from form 5533. 
(Lock and rotary numbers are listed on the reverse side of form 5533.) The 
proper copies of the form 5533 are locked in the pouches and the lock and 
rotary numbers are recorded on the registry dispatch sheet. 

The pouch is signed for by an employee of the post office when the registered 
mail is dispatched. 

At all times, the unfit currency is under double control. All transportation is 
in a locked bus accompanied by a guard, and the currency is kept in a locked 
cage until dispatched to the post office. 

Immediately after cancellation, the canceling machine is emptied into a strong 
paper bag, sealed with gum tape and locked in the vault. The confetti is burned 
approximately once every 2 weeks in an incinerator, witnessed by an armed 
guard and another employee of the bank. 
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On the afternoon prior to a shipment of unfit United States notes and silver 
certificates a coded wire, giving the amounts by ciassifiation of currency, is 
sent to the Treasury Department. 


A returned receipt (form 5533) from the currency verification unit, Atlanta, 
is reconciled by the branch auditor. 


New Orleans Branch 

All of the cancellation of unfit currency and preparation of such currency for 
shipment is performed in the shipping division of the currency and coin depart- 
ment. The currency and coin department is completely enclosed and guards are 
stationed at the only two entrances to the department. The shipping division is 
enclosed within the department and the keys to the door leading into the en- 
closed area are kept by employees assigned to the division. There are 6 em- 
ployees assigned to this division and at least 2 of these employees must be in 
the area at all times. (Salaries $3,300, $3,600, $4,020, $4,140, $4,260, $4,320.) 
The cancellation and shipment of unfit currency processes are usually performed 
by any 4 of the 6 employees assigned to the division and are performed in a 
rectangular area occupying approximately 75 square feet. The employees are 
so stationed in this area that each can observe the actions of the other three. 

Upon receipt of the unfit currency, it is strap counted by two employees of the 
shipping division and balanced to the totals furnished to them and which amount 
had been wired to the Treasury Department on the previous day. 

An assistant shipping teller passes the unfit currency strap by strap through 
a Cummins cancellation machine which punches 4 T’s out of each bill in each 
strap—2 at the top and 2 at the bottom, approximately 2 inches from each end. 
It is then replaced in bundles of 10 straps by another shipping teller and placed 
on a table. The same teller places on each bundle a slip which bears the name 
of the branch, the date, and an assigned lot number. Another teller ties cord 
around each end of the bundle and also around the length of each bundle. One 
of the currency verifiers and sorters, who had no part in the cancellation process 
is then called into the shipping division, and she passes a rod through the holes 
punched in to the currency to be certain that each bill has been canceled. Three 
of these tied bundles are then double strapped together by another teller. Ten 
of the large packages, or 30 bundles, of unfit currency are placed into a post office 
pouch No. 2 by one of the shipping tellers and a rotary lock is placed on each 
pouch. 

On each shipment, six copies of Treasury Form 5533 are prepared: 1 copy 
is sent to the bookkeeping department so that the charge to the Treasury De- 
partment can be made, 2 are sent to the currency verification unit of the Federal 
Reserve Bank of Atlanta, 1 is placed in the pouch with the currency, 1 is retained 
by the auditing department to be checked against a receipt to be obtained from 
the currency verification unit, and 1 copy is forwarded to the security files at 
the records center. On this form the destination, lot number, denominations, 
number of bundles and total amount of currency shipped are noted. On the 
reverse of the form, the numbers of the rotary K-locks used and their numbers 
are listed. 

After all the pouches have been locked, one of the tellers prepares a Post 
Office Form 3852 which shows the numbers of the K-locks and rotary numbers, 
the date, the destination of the shipment and the name of this branch. All three 
copies of this form are receipted by representatives of Armored Car, Inc., New 
Orleans, at the time the shipment is turned over to it for delivery to the post 
office. Armored Car, Inc., uses three armed men on their trucks carrying ship- 
ments to and from this branch and the post office. All such shipments are handled 
as registered mail by the post office. 

Chicago 


Does not apply as our Detroit branch performs this operation. 
Detroit Branch 
Not applicable to Detroit branch. 


St. Louis 
Little Rock Branch 
Any 3 of the 5 following employees receive unfit United States currency from 
the sorting teller for canceling and preparation for shipment. 





mrs 


AS 


nn a 


2 Hh 


Ss) 


1! 





FINANCIAL INSTITUTIONS ACT OF 1957 1785 


Job title Annual salary 

Coin supervisor 
Senior coin counter 3, 240 
3, 300 
2, 880 
2, 880 

Whenever at all possible 3 of the first 4 listed above handle the cancellation 
and pouching operations. These three employees cancel the unfit currency, bind 
it, needle the punchings to be sure all bills have been punched, pack the cur- 
rency in the mail pouches, and affix K-locks. The locked pouches are then de- 
livered to the shipping teller, annual salary $4,140, who in turn delivers the 
pouches to the registered mail clerk, salary $2,880 per annum. The registered 
mail clerk gives the shipping teller a receipt for the locked pouches. He then 
takes the pouches, along with other registered mail, to the post office in an 
armored car owned by the branch, accompanied by two armed guards in addition 
to a driver. 

At the post office one armed guard descends from the armored car and stands 
guard while the armored car is being parked and the other guard remains inside 
to open the rear doors of the armored car. Both guards cover the registered mail 
clerk while entering the post office. At the post office the registered mail clerk 
delivers to the appropriate registry section of the post office the pouches, for 
which he takes their receipt. 

The cancellation operation and the delivery of the locked pouches from hand 
to hand within the bank are all performed in a “security area’’ which at all times 
is protected by and visually covered by various armed guards of the Little Rock 
branch protection force. 

The canceled currency is shipped by insured parcel post, handled as registered 
mail. 


Louisville Branch 


The United States currency that is determined unfit at the Louisville branch 
is under the constant supervision of the supervisor coin teller during the 
cancellation operation. The actual handling of the currency during this opera- 
tion for the month of June 1957 was performed by four employees working in 
the presence of each other which have the following job titles and salaries: 


Job title Annual salary 

$3, 660 

3, 180 

3, 060 

2, 700 

The steps of this operation are: (1) punching; (2) receiving and checking 

for proper cancellation, kinds and denominations, and (3) tying and needling. 

These three steps are carried on in a continuous operation. After cancellation, 

the currency is verified by strap count, pouched, and locked for shipment to the 

currency verification unit by two employees. For security reasons, the em- 

ployees are rotated in the duties of the various steps. At all times two or more 

persons are in the room when currency is being processed. The locked pouches 

are then delivered to the registered mail division and receipted for by anyone of 

the following: General supervisor, salary $4,620; shipping clerk, salary $3,660; 
shipping clerk, salary $8,840; or utility clerk salary $3,960. 

The canceled currency is shipped by insured parcel post, handled as registered 

mail. 


Memphis Branch 


The employees handling the cancellation of unfit United States paper cur- 
rency and their job titles and salaries for June 1957 were as follows: 


Job title Annual salary 
Supervisor of shipping division 

SSRN CONE aia shin it a and ig ttc dead bidy ht tein tntichioehinep end ks 8, 000 

3, 780 

United States currency determined unfit for further circulation is received by 

supervisor of shipping division, against receipt. The canceling operation is per- 

formed in a secured area of the bank and at all times two or more persons are 
in the area during the cancellation operation. 
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After cancellation each bundle is inspected, strap counted, and needled. The 
canceled currency is then pouched for shipment to the head office, under post office 
K-rotary lock. The locked pouches are delivered by the supervisor of shipping 
division through the registered mail clerk against receipt for delivery by the 
guards to the post office. 

The canceled currency is shipped by insured parcel post, handled as registered 
mail. 


All branches 


Audit control of shipments from the branches is maintained by the following 
procedure : 

When a shipment of canceled currency is dispatched from a branch office a tele- 
gram is sent to the general auditor by the money department of the branch inform- 
ing him of the lot number and amount of the shipment. In the event the shipment 
is not received in due course, we are in a position to take immediate action. 


Minneapolis 


At the Helena branch unfit United States currency is accumulated and held by 
a currency teller. Approximately once a week the accumulated unfit United States 
currency is turned over to three employees who cancel the currency and prepare 
it for shipment to the currency verification unit at the head office. The 3 em- 
ployees at the Helena branch who handled the unfit United States currency during 
June 1957 were: 





Name Job title Salary level 
I a icin ele Currency, coin and stockroom clerk....-.-.- $4, 000 
Uo 4 ae .-| Coin proof clerk Sere ee ne ce , 540 


ee eee ices dieses Registered mail clerk et eae LRDAL 3, 540 





These 3 employees, after preparing the shipments, insert them in United States 
mail pouches and lock them with Post Office Department series K locks. The 
shipments are trunsported by armored car to the Helena post office accompanied 
by a guard and are forwarded by insured mail treated as registered mail. The 
shipments are receipted for at the Minneapolis post office by a registered mail clerk 
and transported to the bank in a Brink’s armored car accompanied by guards. 
The registered mail department obtains receipts from the currency verification 
custodians for the shipments, and the verification and destruction operations are 
performed on the same basis as for head office currency. 


Kansas City 


The step-by-step procedures followed at each branch bank in canceling and 
shipping United States currency to the head office, together with the job title 
and annual salary of each person engaged in the operations, are shown below. 


BRANCH PROCEDURES FOR CANCELING AND SHIPPING UNFIT UNITED STATES 
CURRENCY TO HEAD OFFICE 


DENVER BRANCH 


A. Obtain and cancel unfit United States currency 
Receiving teller, annual salary $4,476: 

1. Obtain single copy of advice of shipment (form 6600) and copies 2 and 
5 of Treasury Department forms 5533 together with K-locks from money 
department typist and blotter clerk and proceed to currency sorting and 
verification unit to obtain United States currency for cancellation. 

2. Verify total amount of United States currency by package count and 
prove with amounts listed on currency ticket forms 724 and advice of ship- 
ment (form 6600). 

3. Acknowledge receipt of United States currency by initialing currency 
ticket forms 724 and return to sorting teller. 

4. Place currency on truck and deliver together with copies of forms 
6600 and 5533 and K-locks to currency cancellation room. 
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Assistant receiving teller, annual salary $4,008: 

5. Remove rubber bands from each bundle of bills and cancel 10 pack- 
ages of currency at a time on the perforating machine. Process bundles in 
denominational sequence by type of issue and keep bundles bearing the 
Same currency sorter’s identification stamp together. 

6. Remove packages of canceled currently from canceling machine and 
place on table in order in which canceled. 

7. Place 10 packages of same type and denomination of currency in tying 
machine and secure bundle... Reassemble bundles on table. 

Receiving teller, annual salary $4,476: 

8. Count packages of canceled currency by denomination and type and 
prove with amount on advice of shipment (form 6600) 

Note.—Assistant receiving teller cancels currency on perforating ma- 
chine and ties the packages. Receiving teller verifies the number of 
packages contained in each bundle and total amount of currency after 
packages have been tied. 

B. Prepare canceled currency for shipment to head office 
Assistant receiving teller, annual salary $4,008: 

1. Place bundles of canceled currency in mail pouches and enclose sec- 
ond copies of TD forms 5533 in last pouch containing bills of largest de- 
nomination. 

2. Secure mail pouches with K-locks and place in vault pending delivery 

on following day to currency and coin shipping unit. 
3. Send form 6600, signed by both receiving teller and assistant receiving 
teller together with fifth copies of TD forms 5533 to currency and coin 
shipping unit. 
Receiving teller, annual salary $4,476: 
4. Prepare registered mail form 3854 in duplicate covering canceled cur- 
rency shipment to the head office and include the following information: 
(a) Destination. 
(b) Number of pouches in shipment. 
(c) Lock and rotary number. 
(dad) Office of origin. 
(e) Signature of person preparing form. 
5. Load mail pouches onto armored car for delivery to post office. 
Nore.—Currency is sent to head office via parcel post treated as reg- 
istered mail. 
OKLAHOMA CITY BRANCH 


A. Obtain and cancel unfit United States currency 


Unit head, coin, annual salary $4,140: 

1. Obtain currency to be canceled from vault. 

2. Inspect each package of currency and place any packages containing 
other than United States currency aside for subsequent return to paying 
teller. 

3. Cancel each package of United States currency on perforating machine 
which punches four holes through each package of bills. 

Currency sorter, annual salary $3,060: 

4. Sort canceled packages of silver certificates and United States notes into 
separate groups and arrange by denomination within each group. 

5. Return packages containing other than United States currency to the 
paying teller and exchange them for equivalent number of packages of unfit 
United States currency. Cancel currency on perforating machine and ar- 
range in same manner as described in step 4, above. 

6. Assemble currency in bundles of 10 packages each and fasten together 
with rubber bands. 

Coin clerk, annual salary $3,840: 
7. Record the following information on memorandum entitled “Unfit United 
States Currency.” 
(a) Lot number of shipment. 
(b) Lock and rotary number of K-type lock to be used on mail pouch. 
(c) Type of currency in shipment (e. g., silver certificates and/or 
United States notes). 
(d) Number of bundles of each type and denomination of currency. 
(e) Amount of each type and denomination of currency. 
(f) Total amount of all currency in shipment. 
(g) Initials of individuals preparing shipment. 
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8. Deliver canceled currency to currency and coin-shipping unit. Tie 
bundles of currency on tying machine and place tied bundles in mail pouch. 


B. Prepare canceled currency for shipment to head office 
Unit head, Coin: 
1. Deliver memorandum entitled “Unfit United. States Currency” to money 
department control clerk for preparation of Treasury Department forms 5533 
in 5 copies for each type of currency included in shipment and for preparation U 
of telegram to general auditor at head office. 
2. Examine telegraphic advice of shipment of unfit currency to head office 
general auditor and forms 5533 prepared by money department control clerk 
for correctness and process each as follows: 4 
(a) Telegram: U 
(1) Initial both copies of telegram and send by messenger to tele- 
graph operator for dispatch. 
(2) Return date and time-stamped duplicate copy of telegram to 
paying teller for file. 
(b) Forms 5533: 
(1) Initial original copies and return to money department control 
clerk for delivery to accounting department after obtaining super- 
supervising officer’s signature on form. 
(2) Place second copies in mail pouch containing canceled cur- 
rency. 
(3) Return copies 3 and 4 to money department control clerk for 
mailing to currency verification unit, Federal Reserve Bank of Kan- 
sas City. 
(4) Imprint coin teller’s stamp on fifth copies, initial and return 
to control clerk for posting to money department block sheet and 
subsequent delivery to accounting department. 
3. Return memorandum entitled “Unfit United States Currency” to coin 
receiving and vertification unit for file. 
Coin clerk : 


4. Lock mail pouch, weigh pouch to determine amount of postage necessary Ur 
and write amount on address tag. 
5. Prepare registered mail form 3854 in duplicate covering canceled cur- ! 
rency shipment to the head office and include the following information : 
(a) Destination. 
(b) Number of pouches in shipment. 
(c) Lock and rotary number. 
(d) Office of origin. 
(e) Signature of person preparing form. 
5. Load mail pouches onto armored car for delivery to post office. 
Nore.—Currency is sent to head office via parcel post treated as registered mail. 
OMAHA BRANCH 
A. Obtain and cancel unfit United States currency Ste 
Unit head, coin sorting and counting unit, annual salary, $3,912: iM 
s a teehee . t Pa 
1. Withdraw unfit United States currency from vault. A 
2. Prepare forms 724 in three copies to include the amount of silver certifi- cates 
cates and United States notes by denomination which are withdrawn from of $2 
vault. and d 
3. Make disposition of form 724 as follows: B 
(a) Deliver original copy to supervising officer. papel 
(6b) Retain second copy for subsequent delivery to blotter clerk. (a) 
(c) Deliver third copy to paying teller. (b) 
: 2 enn (ce 
Coin counter, annual salary, $3,396 : C 
4. Check each package of unfit United States notes and silver certificates the h 
to assure that allare of the same denomination and type. cash 
5. Return packages containing other than United States currency to the kinds 
paying teller and exchange them for equivalent number of packages of unfit D. 
United States currency. Treas 


This » 
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6. Cancel each package of United States currency on perforating machine 
which punches four holes through each package of bills. 


Norre.—aA sight or needle check is made to assure that all bills have 
been punched by the cancelling machine. 


7. Assemble canceled currency by denomination in bundles of 10 paek- 
ages each and tie bundle on string-tying machine. 


Unit head, coin sorting and counting unit: 


8. Count the number of bundles of canceled currency by denomiation and 
type and prove with amount reflected on form 724. 


B. Prepare canceled currency for shipment to head office 
Unit head, coin sorting and counting unit: 


1. Place bundles of canceled currency in mail pouch and weigh each 
pouch. 

2. Prepare shipping tag for each pouch to include the following informa- 
tion and affix to pouch: 


(a) Number of bundles of currency in pouch. 
(bv) Total amount of each type of currency in pouch. 
(c) Weight of pouch. 


3. Obtain second copies of TD forms 5533 prepared by money department 
typist for each type of currency included in shipment and place in pouch 
with currency. Disposition of the remaining copies of TD forms 5533 is 
made in the same manner described in section B-2 (b) of the Oklahoma City 
branch procedure by the money department typist. 

4. Lock mail pouch containing currency with assigned rotary K lock and 
deliver to registered mail unit. 


Norte.—Telegraphic advice of each shipment is prepared and sent to 
the general auditor at head office by money department typist. 


Unit head, registered mail, annual salary, $3,816: 


5. Prepare registered mail form 3854 in duplicate covering canceled cur- 
rency shipment to head office and include the following information : 


(a) Destination. 

(b) Number of pouches in shipment. 

(c) Lock and rotary number(s). 

(d) Office of origin. 

(e) Signature of person preparing form. 


6. Load mail pouches onto armored car for delivery to post office. 


Nore.—Currency is sent to head office via parcel post treated as regis- 
tered mail 
Dallas 


Step-by-step procedure, as requested, followed at El Paso and Houston, which 
have no destruction facilities : 
El Paso 

A. Under Treasury Department regulations, dated June 24, 1953, silver certifi- 
sates in denominations of $1, $5, and $10, and United States notes in denominations 
of $2 and $5 can be redeemed, verified, and destroyed by the currency verification 
and destruction unit on the premises of the head office. 

B. It requires three clerks to prepare a shipment of unfit United States 
paper currency to our head office. 

(a) Paying teller to cancel the currency (annual salary, $3,900). 

(b) Coin clerk to check the cancellation (annual salary, $3,065). 

(c) Witness (annual salary, from $2,500 to $3,180). 

©. On the day prior to the redemption by us and shipment of these issues to 
the head office for verification and destruction, the paying teller furnishes the 
cash entry division the total to be redeemed the next business day, according to 
kinds and amounts. 

D. From this information the cash entry division prepares a telegram to the 
Treasurer of the United States, reporting the amount and kinds to be redeemed. 
This wire must not be sent until after the currency involved is canceled. 














1790 FINANCIAL INSTITUTIONS ACT OF 1957 


E. A charge is made by the paying teller to the general ledger account “United 
States Treasurer, general account” on the redemption and shipping date, sup- 
ported by a debit voucher form 5533 in quintuplicate, with an extra (sixth) 
copy prepared for the branch auditor. A separate form 5533 is prepared for 
silver certificates and United States notes. The original (blue copy) and the 
quintuplicate (optional copy, green) are delivered to the accounting department 
by the paying teller to support the charge to the Treasurer's account. 

F. The serial and rotary numbers of the K locks used on the mail pouches 
enclosing the shipment are typed on the reverse of all copies of form 5533. 
In addition the legend 

Currency canceled by ..-----..-_--..--- 

Cancellation checked by..---_.-_-.---- 

iy I ee eee 
is placed on the reverse of each copy by means of a rubber stamp, all copies 
being signed in the presence of the three clerks, in the space provided in the 
rubber stamp. A sixth copy is delivered to the branch auditor, in person, by the 
witness. The duplicate copy (white) is placed in a return-mail envelope ad- 
dressed to the branch auditor and enclosed in the top package of the first pouch 
at time of shipment. The triplicate copy (pink) and the quadruplicate copy 
(salmon) are enclosed in an envelope by the witness and forwarded airmail to the 
currency verification unit in Dallas. This envelope must be delivered in person 
by the witness to the office boy making the bank rounds or to the transit mailing 
division. 

G. The paying teller also prepares the registered mail tags, indicating thereon 
the addressee, the registered mail number, and the serial and rotary numbers 
of the K locks used. The paying teller and coin clerk cancel the bills by putting 
each package of 100 bills through the canceling machine, which punches a hole 
in each quarter section of the bill and, in the same operation, cuts the note into 
longitudinal halves. The upper and lower halves of each package, which are 
marked with similar identification numbers, are separated and the bills are then 
reassembled in bundles of 10 packages, or 1,000 bills. A lot number ticket (cash 
474) is attached to each bundle. Indicating the lot number assigned to that 
particular shipment. (On July 1 of each year, the lot number reverts to No. 1 
and runs consecutively through the fiscal year, which ends on June 30.) The 
three clerks individually strap count the currency to be sure that there are 10 
packages in each bundle. 

H. A third employee of the fiscal agency—cash—loan department, other than 
one assigned to the paying or shipping section, is designated to witness the can- 
cellation and inspection of the shipment. 

I. The inspection is made, in thep resence of all three clerks, by the coin clerk 
inserting a 4-pronged instrument through the punched holes in each package of 
bills to check the cancellation and to make certain the 4 holes have been punched 
in all bills. The three clerks must stay with the currency at all times, until it 
has. been pouched and locked. 

J. After this check, the currency is ready to be pouched and shipped. The 
paying teller and coin clerk assemble the lower and upper halves into bundles 
of 2,000 bills each, which are tied with heavy twine and pouched. The lower and 
upper halves may be pouched together, or in separate pouches, but both halves 
of the same lot number are shipped to Dallas on the same date. 

K. After the currency has been pouched, locked, and addressee tags affixed, the 
paying teller, coin clerk, and witness check the serial and rotary numbers of the 
K-locks and the address on the tags to the information shown on the reverse 
of form 5533 and against the outgoing registered mail sheets. 

L. The pouches are delivered to the El Paso post office in the bank’s armored 
car, under guard protection. 

M. All work is performed in protected areas. 


Houston 

Unfit United States currency, when not in the process of being cut and can- 
celed, or being prepared for shipment to the currency verification unit of the 
Federal Reserve bank, Dallas, Tex., is stored in chest No. 23 of the main vault, 
located in the basement of the Federal Reserve Bank Branch, Houston, Tex. 

Entrance to the vault is through a steel-grilled door, which has a double lock 
(key and combination). Certain members of the bank’s staff are designated by 
the vice president in charge of the Houston branch, to hold keys to the grille door, 
and different members of the staff to hold the combination to the grille door. No 
one individual can remain alone in the vault, there must be two or more persons 








a 


—ommnh mA ao e 


Na 


cul 
tod 
the 
rel 
qu: 
but 


am 
sin 
rec 








ies 
he 
he 
id- 
ich 
py 
the 
son 
ing 


20n 
ers 
ing 
ole 
nto 
are 
hen 
ash 
hat 
». 1 
rhe 
- 10 


han 
-an- 


lerk 
p of 
hed 
il it 


The 
dies 
and 
lves 


the 
the 
erse 


ored 


can- 
' the 
ault, 


lock 
d by 
oor, 
No 


rsons 
















FINANCIAL INSTITUTIONS ACT OF 1957 1791 


in the presence of each other at all times. 
which is held by the shipping teller. 

After the amount, class, and type of United States currency to be redeemed 
on a given date has been approved, the shipping teller, whose annual salary is 
$3,740, accompanied by the shipping clerk, whose annual salary is $3,065, goes to 
the main vault and removes from chest No. 23 the currency to be redeemed and 
places it in a steel, locked bus which is moved to the currency canceling and cut- 
ting machine, located in the basement security area of the cash department. 

After the currency has been properly cut and punched with specially designed 
die specifically identifying this office, the mutilated currency is again placed in 
the steel bus and removed by elevator to the shipping teller’s cage on the first floor 
of our bank building, in the joint custody of the shipping teller and the shipping 
clerk. Six copies of form 5533, Treasury Department debit form, are prepared 
for each class of currency redeemed. ‘The form shows the date, kind of currency, 
number of bundles, denomination, amount, lot number and rotary lock numbers, 
indicating the lock number for uppers or lowers. 

The currency is then needled with a 4-prong punch by the manager of the 
cash department, whose annual salary is $7,607.10, or the senior clerk in the cash 
department, whose annual salary is $5,000, to determine that the currency has 
been properly cut and canceled. The individuals needling the currency must not 
participate in the cutting and canceling of the currency. 

The uppers and lowers are separated and put in bundles of 4,000 half notes, with 
lot number tags attached to each bundle. Plastic boards are placed in the front 
and back of each bundle. The bundles are then tied securely by a tying machine. 
The pouches are locked with rotary locks (style K). The K-lock numbers and the 
rotary lock numbers are recorded on form 5533, a copy of which is enclosed in a 
pouch at the time the shipment is made. On the reverse side of form 5533, a 
rubber stamp is placed on each copy of the form, containing a certification over 
the manual signature of each person responsible for the canceling of the currency, 
as well as the person checking the cancellation. After the cutting process has 
begun, the currency is under joint custody, and after needling has begun it is under 
triple custody. The proper postage is placed on each shipping tag attached to 
each pouch, and the shipment is made by parcel post and accorded registry treat- 
ment, which is recorded on form cash 108. These pouches remain in the shipping 
teller’s cage under the teller’s and clerk’s control. When the tellers leave the cage 
dual custody is maintained by two individual locks of the tellers. 

In the late afternoon, the pouches of redeemed currency, together with other 
currency and coin shipments, are moved by handtruck to the bank’s steel grille 
loading cage, located approximately 10 feet from the shipping teller’s cage, be- 
tween the main bank building and its annex building. The bank’s armed guard, 
together with the shipping teller and shipping clerk, accompany the shipments to 
the loading cage. All doors and gates to the loading area remain locked until the 
shipments have been placed in the bank’s own armored truck. The shipping clerk 
and the bank’s armed guard ride to the post office, one block away, in the enclosed 
area of the truck. Upon arrival at the post office, the shipments are unloaded on 
handtrucks located on the platform at the rear of the post office, where an armed 
guard is on duty. A check is then made to determine if all shipments have been 
removed from the armored truck, and they are moved to the registry section, where 
we obtain receipts for our shipments. Our bank guard must remain with the 
shipments until the shipping clerk has obtained receipt for all shipments. 


Chest No. 23 has a combination lock 


San Francisco 
Salt Lake City procedure 

Currency determined unfit for further circulation is picked up daily from 
currency sorters by two senior mail employees performing the work of cus- 
todians of unfit currency. The money is strap counted by each custodian in 
the presence of the other, a receipt is given each currency sorter and the cur- 
rency is retained in duel custody in a main vault compartment until a sufticient 
quantity has accumulated to warrant cancellation and shipment to head office 
but, in any case, at least weekly shipments are required. 

On the day preceding cancellation, the customary telegrams, containing the 
amounts of each type of currency to be canceled, are sent to the Treasury and 
Similar wires are dispatched to head office. These telegrams are the basis of 
recording the shipment as in transit on date shipped. 

On the day shipment is to be made, the money is paid out to two tellers for 
cancellation and shipment to head office. Cancellation is accomplished by the 
tellers, each working in the presence of the other, by punching each package 
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of 100 bills with four L-shaped holes of the size, design, and spacing required 
in exhibit C of the basic confidential memorandum of the Secretary of the 
Treasury, dated January 31, 1929, using an 18-ton punch-press cancellation 
machine. 

The canceled currency is reassembled in bundles of 10 packages (1,000 bills) 
by the tellers preparatory to inspection of the punching. 

An employee of the cash department, other than the cancellation tellers, 
working in their presence, checks the cancellation of each bundle of 10 packages 
by needling, using an angle-bladed Knife approximately the dimensions of the 
L-shaped punching, to insure that the entire lot has been canceled and that 
the holes are properly positioned. A package count is made against the lot 
total by the employee to insure the completeness of inspection. 

The tellers then tie each bundle with twine and also bind three tied bundles 
as a block to facilitate pouching and to avoid breakage of bands in transit. 

The bound currency is balanced against the amounts shown on Treasury 
Department Form 5533, a multiple copy form containing certificate of destruction 
as well as accounting and receipt copies, and an appropriate shipment manifest 
sheet; the currency is pouched, locked with a K rotary lock, and the pouch 
is picked up by two registered mail and shipping tellers, working in the presence 
of each other, for delivery to the post office. Tellers retain manifest and 
deliver to accountant for check against post office receipt. Appropriate cer- 
tifications are made by all concerned, thus: 

Person who prepared manifest : 

Above amounts listed from shipment orders. 


Be ete sii whith 
Tellers who prepared and enclosed shipment : 
Contents of —---~-_ packages or pouches bearing registry, insured, or lock 


and rotary numbers as listed above, counted, verified, enclosed, and sealed. 
eet tits Aas to eee ethies oct abi 
Be fie ah ed aL 
Registered mail tellers who accepted pouch for delivery to post office: 
Received ____ sealed packages bearing registry or insured numbers, or rotary- 
locked pouches, as listed above, for deposit in post office. 


Head office procedure 

On receipt, pouch is picked up at post office by 2 registered mail tellers, who 
deliver it intact to 2 currency verification and destruction custodians against 
their receipt on a manifest. The receipted form is delivered to the auditing 
department, which determines that all registered mail received daily is accounted 
for. 

Currency verification and destruction custodians, working in the presence of 
each other, open pouch and compare lock rotary to details on form 5533 enclosed 
with the currency. Each custodian strap counts the entire lot and balances 
the totals against the forms 5533 enclosed and the record of shipments in transit. 

The currency is deposited in a vault compartment in dual custody of the 
custodians, retained as a lot, and thereafter processed in the normal manner 
outlined in a subsequent caption. 

Job titles and salaries of the personnel involved are detailed below: 





360 


Office Work performed Job title Monthly 
salary 
Salt Lake City_.....| Custodians of unfit currency Receiving teller. 7 $385 
Vault custodians (2)...-- a a 375 
Needling operation................]| Department head - ied =A 535 
Senior currency teller _ --- ae 430 
Cancellation of currency. -_..-....| Senior cash teller_........- te 430 
Receiving teller __.....-..----- 385 
Coin sorter and wrapper-.----.-..- a 
Shipment of canceled currency..-.-| Registered mail and shipping tellers | 
(3). | 
| 
| 


Head office__.......| Receipt of shipment at post office Registered mail tellers (2).....--.--- 
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11. “Give a detailed account of all incidents and: the locations within the 
Federal Reserve System where United States currency was lost or not com- 
pletely or satisfactorily destroyed during the verification or destruction proc- 
esses, i. e., the Pittsburgh incident; and during the handling and transporting 
periods; the quantities involved in each incident, the amounts in dollar value 
and numbers of bills recovered by the banks or redeemed by persons outside the 
banks.” 

Boston 


There is no known instance at this bank where United States currency was 
lost or not completely and satisfactory destroyed during the verification or de- 
struction process. On February 11, 1955, a male individual presented for re 
demption 21 $1 silver certificates in deteriorated condition and bearing 
eancellations (presumed to be Pittsburgh cancellations). The Secret Service in 
this city was notified and an agent appeared at the bank within a short time. 
The agent inspected the certificates, talked with the presenter of the bills about 
them, and both left our premises taking the money with them. 

On October 5, 1954, we received from the Cargill Trust Co., Putnam, Conn., 36 
upper halves of $1 silver certificates bearing perforations. Because of the 
condition of the certificates we could not decide which Federal Reserve bank 
had canceled them. Mr. Bartelt of the Treasury Department was notified and 
he instructed us to deliver them to the Secret Service for their investigation. 


New York 


Two incidents involving three pieces of $1 denomination and 10 pieces of $5 
denomination aggregating $53, all of which have been recovered, have occurred 
in the second district since this bank undertook the verification and destruction 
of unfit United States currency in July 1953. The dates of these occurrences 
and the details of each incident are recited below : 

1. On July 2, 1956, John Powers, special agent for the United States Secret 
Service, exhibited to officers of this bank fragments of charred currency con- 
sisting of (1) one $1 bill almost intact as to its outer perimeter although it 
contained four diamond-shaped perforations, all of which were charred and one 
of which had been greatly enlarged, and (2) five other charred bits of what 
appeared to be $5 bills, in some of which our diamond-shaped perforations were 
distinguishable. Agent Powers said that this perforated and fragmentary cur- 
rency had been presented by a young boy to the South Shore Bank of Staten 
Island, Great Kills, N. Y., for redemption; that such currency had been found 
initially by an employee (who was later identified as a fireman in the power- 
plant) of the Federal Reserve Bank of New York while cleaning the interior 
of the bank’s incinerator (on E level); that the employee had taken the per- 
forated and fragmentary currency home to show his wife as a conversation piece 
but later gave it to a friend. The friend passed it on to another friend whose 
son then presented it to the bank mentioned above. The bank forwarded the 
eurrency to the Treasury Department which, in turn, delivered it to the United 
States Secret Service. Agent Powers also learned that the fireman in removing 
the perforated and fragmentary currency from the bank’s premises instead of 
reporting it to his superior did so thoughtlessly and without any intent to de- 
fraud the Government. No charge was brought against the employee nor was 
he requested to terminate his employment with the bank. The currency found 
by this employee has not been redeemed by the Treasury Department. 

2. On the morning of July 16, 1956, an inspection was made of the bank’s in- 
cinerator in basement D and in the course of this inspection a screen in the 
flue pipe was removed, found to be undamaged. and returned to its original 
position. 

On the afternoon of July 16, a charred $5 silver certificate, a charred $1 silver 
certificate, both containing four diamond-shaped perforations, and a small frag- 
ment of a $5 silver certificate, were found by an employee on the roof of the bank 
building. An investigation disclosed (1) that this currency, and perhaps an 
unknown quantity of other currency, was somewhere within the incinerator at 
the time of our inspection earlier that day, and that when the screen had heen 
removed for inspection the natural draft in the incinerator carried the currency 
up the fine, and (2) that to prevent a recurrence of this incident an additional 
screen would have to be installed before another inspection of the first screen 
could be made. Accordingly, a second screen was installed within a few days. 


95375—538—pt. 2——60 
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On the following day, July 17, 1956, a partially burned $1 silver certificate, 
which undoubtedly also escaped from our incinerator incident to the inspection 
referred to above, was found on the roof of a building opposite the bank building 
and returned to us for proper destruction. Also, on July 17 two partially 
burned and perforated $5 silver certificates, presumably liberated from our 
incinerator in the manner and at the time described above, were found on the 
street, one certificate a short distance from the bank and another certificate just 
outside the bank building. The latter 2 certificates were exhibited to officers 
of this bank by United States Secret Service Agent 8S. J. Callaghan on July 26. 
At the time of Mr. Callaghan’s visit we explained to him what had happened 
and escorted him on a tour of the incinerator to inspect the new screen and cer- 
tain other additional precautionary méasures which had been adopted to prevent 
further loss of currency. 

Thereafter, on January 24, 1957, W. K. Deckard, special agent of the United 
States Secret Service, exhibited to officers of this bank a perforated, partially 
burned $5 silver certificate which had been forwarded by the finder thereof to 
the Treasury Department for redemption. Agent Deckard reported that when 
his oftice contacted the finder on December 19, 1956, the latter stated that he 
had found the certificate 4 or 5 months earlier in the vicinity of Maiden Lane and 
Nassau Street (which is just outside our bank building). It has been assumed 
that, notwithstanding the elapse of approximately 5 months before the finding 
of this currency was brought to our attention, it was one of the certificates which 
escaped up the flue of our incinerator on July 16, 1956. 

None of the canceled currency involved in this incident was redeemed. 


Philadelphia 


To the best of our knowledge no incidents have occurred on the bank's pre- 
mises, or within this district, where unfit United States currency was lost or not 
completely or satisfactorily destroyed during the verification or destruction 
process. 

Cleveland 


The only records in the main-office files which relate to situations covered 
by this question are those which relate to the Pittsburgh incident which is fully 
explained in later paragraphs. 

The officers who have been assigned responsibility for the cash department 
and fiscal agency department operations, the general auditor and the two men 
who have been manager of the fiscal agency department since the start of the 
program July 1, 1953, have all been queried and none of them have any recollec- 
tion of any irregularities in this operation since its inception. 


Cincinnati Branch 


In July 1953 shortly after canceled, but unshredded, unfit currency had been 
burned at the city incinerator under the supervision of the two destructors and 
other branch representatives as explained in the answer to question No. 9, 
a small fragment of a burned $5 bill was found by a resident, who lived near 
the incinerator, while raking leaves. Because of the timing, location, and ap- 
pearance of the fragment it is possible it may have been involved in the destruc- 
tion process. No explanation can be made except that if it was involved, the 
fragment must have passed through the sereening in the combustion chamber, 
forced up the stack, and carried by the wind to the place where it was found. 
No claim was made for redemption by the finder. 

Other than the foregoing, the Cincinnati branch has had no incidents of the 
nature covered by this question. 


Pittsburgh Branch 


At the start of the unfit currency verification and destruction program on July 
1, 1953, the branch did not have acceptable incineration facilities for the destruc- 
tion of whole canceled netes. An order for a shredding machine was placed on 
a trial basis. The shredding machine was delivered and installed on July 27, 
1953. On July 28 the machine was used for shredding some of the canceled veri- 
fied unfit currency which had accumulated. It was immediately apparent that 
the machine operated so slowly that it would be impossible to destroy the back- 
log of verified currency and keep the daily verification of unfit bills currently 
destroyed. The problem of destroying the canceled unfit currency which had 
been verified was becoming very acute as the available vault facilities were being 
taxed to capacity. 
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On July 29, 1953, Cashier Foster and Assistant Cashier Steinbrink visited the 
city incinerator to inspect it with a view to seeking its use as a temporary facili- 
ty provided it met the requirements established by the Treasury Department 
for complete destruction of the currency and further that there would not be 
any undue security risks in transporting the currency to the incinerator or in 
loading the currency into the incinerators. 

Messrs. Foster and Steinbrink talked with Mr. Long, the chief engineer, who 
told them it was the policy of the city to cooperate in every possible way with 
any Government agency. Mr. Long advised them that the incinerators were 
being used by local public authorities, the United States district court, the Fed- 
eral Bureau of Investigation, the Internal Revenue Department, and other de- 
partments for destroying confidential records and that they would be willing to 
permit the Federal Reserve bank to destroy canceled unfit currency if they 
so desired. He then took the two officers on a tour of the incinerator explaining 
its operation and emphasizing how completely it destroyed everything deposited 
in it. 

On July 30, 1953, Mr. Steinbrink talked by telephone with Mr. George Stickney 
who is in the Office of the Fiscal Assistant Secretary of the Treasury to secure 
his reaction to the destruction of the accumulated backlog of canceled verified 
unfit currency by use of the city of Pittsburgh incinerator. After Mr. Stickney 
had received an explanation from Mr. Steinbrink as to how the incinerator 
worked he stated he was satisfied that this method of destroying canceled unfit 
currency would meet with Treasury approval. 

On July 31, 1953, Mr. Steinbrink, accompanied by the required witnesses and 
armed guards, took 364,000 pieces of canceled unfit currency to the city incin- 
erator where it was placed into the hopper of the furnace that was assigned. 
Those present watched the incineration through the fire door. They could see 
the bundles of currency falling from the hopper into the fire. A fireman was 
continually stoking the furnace so that it was easy to see the currency burning. 
The temperature in the furnace was approximately 2000° to 2300° F. Mr. Long 
assured Mr. Steinbrink that none of the currency could escape through the flue 
and that it would be completely destroyed. 

Mr. Long informed Mr. Steinbrink that they would be willing to assign a 
furnace on either Thursday or Friday each week if we so desired. 

On August 6, 1953, at an official staff meeting, the reports of the officers who 
had, visited the incinerater were: considered and it was recommended that the 
incinerator of the city of Pittsburgh be used to destroy the accumulation of 
verified canceled unfit currency awaiting destruction and that until satisfactory 
shredding equipment was secured it be used once each week to keep the destruc- 
tion of verified unfit currency on a current basis. On the same day Mr. Kossin, 
vice president in charge of the Pittsburgh branch, advised the main office by 
telephone of their predicament and requested approval to proceed. The man- 
aging committee approved a request prepared by Mr. Thompson, first vice presi- 
dent, by circulation on the same day and so advised Mr. Kossin. 

On August 10, Mr. Kossin, accompanied by Mr. Price, the assistant cashier 
in charge of building operations at the Pittsburgh branch, and Mr. Jauquet, the 
branch auditor, visited the city incinerator to complete arrangements with Mr. 
Long for use of the incineration facilities and to make a final inspection of 
the facilities. 

In making reports of their observations Mr. Price said in part: “To escape 
destruction a fragment of material would have to pass through the fireboxes of 
all four furnaces into the combustion chamber through the flue lines into the 
precipitator, then through more flue lines to the main smokestack which we think, 
and the city engineers think is impossible.” 

Mr. Jauquet, the branch auditor, made the following statement: “I am of the 
opinion that canceled unfit currency can be effectively destroyed in the manner 
prescribed by the Treasury Department. It is also my opinion that the branch 
staff can provide sufficient protection to the operation during the time the 
canceled unfit currency is being transported to the incinerator and at the in- 
cinerator while it is being burned.” 
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‘ On Thursday, August 13, 1953, 44 bags of canceled unfit currency were loaded 
in the bank’s Chevrolet panel truck. These bags contained the following can- 
celed unfit verified currency: 
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Mr. Ted Alexander, a porter, drove the truck, accompanied by Porter Camp- 
bell. Captain of the Guards Roush and Sergeant Lyles rode in the truck. One 
was armed with a machine gun and the other with a side arm. At 9:10 a.m, 
the truck left for the city of Pittsburgh incinerator. Assistant Cashier Price, 
Fiscal Agency Department Manager Wirth, and Senior Fiscal Clerks Moore and 
Dieter followed the truck keeping within sight of it at all times. The route 
followed was Liberty Avenue to 29th Street, then north to the incinerator loca- 
tion on the Allegheny River. 

At the incinerator site the bags of currency were taken from the truck and 
placed on a dolly in the incinerator freight elevator. The dolly was then moved 
to the third floor where the loading hopper is located. The fiscal agency repre 
sentatives opened the bags, removed the rubber bands from the bundles of cur- 
rency. and placed the currency in the hopper of the furnace assigned to the 
branch (this was the furnace farthest from the combustion chamber). All of 
the foregoing steps were under the cover of the armed guards who were placed 
at strategic locations for each move. 

During the burning the hopper door was released three times, permitting cur- 
rency to fall into the furnace. Mr. Wirth had been stationed at the furnace 
fire-door area on the second floor when the first currency was dropped into the 
furnace, which at this time was heated to about 2,100° F. Messrs. Price, Moore, 
and Dieter went to the fire-door area after all of the currency had been dropped 
from the hopper into the furnace. An incinerator fireman opened the door at 
intervals so all witnesses could view the combustion. The fire was stirred occa- 
sionally and the currency raked to the front of the furnace so the burning could 
be viewed by all witnesses. It appeared that all the bills were destroyed 
beyond recognition in the white-hot mass of fire in the furnace. All the partici- 
pants returned to the bank. ‘They arrived there at 10: 30 a. m. 

A second load of canceled verified unfit currency in bags was loaded on the 
truck. This load, consisting of 42 bags contained the following: 
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The second load left the bank at 11:20 a. m. escorted in the same manner as 
the first load and accompanied by the same employees. The same route was 
followed to the incinerator and substantially the same routine was observed as in 
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the first burning except the currency was released from the hopper all at the 
same time and Messrs. Price and Wirth went to the fire-door area prior to the 
release from the hopper to the furnace, while Messrs. Moore and Dieter remained 
at the hopper until the currency was dropped into the furnace, after which they 
joined Mr. Wirth and Mr. Price. By this time, it was stated, the furnace had 
reached a heat of 2,500° F. A similar routine to that of the first burning and of 
stirring and raking took place. The branch representatives stayed for approxi- 
mately an hour until it appeared to all of them that the bills were destroyed 
beyond recognition. They returned to the bank, arriving there about 1:10 p. m. 

On Thursday evening, August 13, 1953, at approximately 10 p. m., Mr. Foster, 
eashier, entered the bank and was informed by Sergeant of the Guards Schauer 
that Mr. Fetzer, a reporter for the Pittsburgh Post Gazette, had called and asked 
that Mr. Foster call him if he should come into the bank. When Mr. Foster 
called he was told that the police department had reported a large crowd at the 
city dump hunting currency which he understood had been dumped there from 
the incinerator. 

Mr. Foster then calied Mr. Kossin, vice president in charge of the Pittsburgh 
branch, who came to the bank immediately and confirmed the report with the 
police department. 

Mr. Foster and Mr. Kossin went to the dump arriving at the same time as FBI 
agents O’Neil and Allison. Two policemen were on duty and they informed 
Mr. Foster and Mr. Kossin that they were to keep people away from the dump, 
having relieved two other officers who had previously been on duty. While in- 
vestigating with a flashlight some partially destroyed currency was found. After 
determining that the police would be on duty all night Mr. Foster and Mr. Kossin 
left the dump. 

On their way back to the bank Mr. Foster and Mr. Kossin stopped at Pitts- 
burgh police stations No. 6 and No. 3 where they picked up and receipted for some 
of the partially destroyed currency which was being held at these stations. 
Before leaving station No. 6 Mr. Foster called Mr. John Kettl, Secret Service 
agent, who met Mr. Foster and Mr. Kossin upon their return to the bank. Ar- 
rangements were made for Mr. Kossin to meet Mr. Kettl at the city dump at 8 
o'clock in the morning. Plans were also made to have bank guards and porters 
at the dump at the same time to assist. 

Just prior to 8 a. m. on August 14 Captain of the Guards Roush accompanied 
by Guardsman Will and Porters Hunter, Salisbury, Campbell and Fields reported 
to Mr. Kossin at the Highland Park section of the city dump. Three city police 
officers who stated they had been on duty all night were present. They were 
relieved by 1 day force officer. 

The entire area where ashes from the first burning had been deposited was 
thorougch!y raked and searched for traces of unfit canceled currency. The bull- 
dozer operator moved debris from various areas as requested. All portions of 
eanceled unfit currency were deposited in a paper carton. After the entire area 
had been thoroughly searched the bulldozer operator spread the piles of residue 
which had accumulated during the night over the area where the residue of the 
burning of the canceled currency had been deposited. It was estimated that 10 
tons of residue brought from the incinerator was spread over this area. Arrange- 
ments were made for an additional 15 tons of residue to be added later in the day. 

Approximately a bushel of partially burned bills and fragments was recovered 
and returned to the bank. 

Mr. Kossin and Secret Service Agent Kettl went to the city incinerator where 
they reviewed with superintendent Hughes and Chief Engineer Long the possible 
reasons for the failure in the operation to destroy totally all of the currency. 
After a complete inspection it was the opinion that the grates must have been 
partially opened at some time during the burning which permitted some pack- 
ages to pass quickly through the fire and grates into the water tanks provided for 
receiving the ash. It was pretty well established that the error had been in 
connection with the first load, as a partially destroyed $5 United States note 
was surrendered and there were no United States notes in the second burning. 

On Friday afternoon, August 14, 1953, all of the partially burned currency and 
pieces of partially burned currency which had been recovered to that time from 
all sources were delivered to Messrs. Moore and Dieter, the two fiscal agency 
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employees who had acted as destructors. This currency was counted and 
determined to be as follows: 











Denomination Pieces Dollar value 
' 
Sie Tea~ensiaer See m . neeeeennnenagienenil ersten eeaeaeerumameie 
} 
Ce a Ba Oe. is Fo ia i dh dd ho ik cn cee bse o mnie ogee 5, 400 | $5, 400 
Fives (partially burned and ES —r- i iia alert 700 3, 500 
i aa. ee nanduannawanbeoeeawapie teeseeg 11 110 
bikin yes sani Essig t adie asecinbayndnntesinneseopas 6, 111 9,010 


About one-quarter of a bushel of partially burned pieces were in such condition 
that they could not be evaluated. 

On Saturday, August 15, Agent Kettl delivered to the bank unburned frag- 
ments and portions of canceled unfit currency which he and an associate had 
confiscated from various persons in the neighborhood of the dump. This con- 
sisted of the following: 


Denomination Pieces | Dollar value 

Ones....- atdiceiabsisdéeienths a ies ous bait ka . . 4 561 | $561 

i a a, SE ee . ; cite an ait tliil 70 | 350 

Tens.._. leieghamaapenten peeeite et ack ammate : ee 3} 30 
= ———EE |—-— — 


a cman ; — oh G24 | 941 


On August 17 the Secret Service agent brought partially burned currency that 
he had picked up at a police station. This had been turned in by residents in 
the neighborhood of the dump. This was composed of the following: 


Silver certificates 


Denomination Pieces Dollar value 

Ones 775 $775 
Twos_.-. 3 6 
Fives_-. pod 120 600 
eons 1 898 1, 381 


Since the dates mentioned above, partially burned currency has been received 
from various sources. This currency has been held in accordance with the in- 
structions dated September 2, 1953, from the Fiscal Assistant Secretary of the 
Treasury as possible evidence should it become necessary. The total of this 
currency is as follows: 


Denomination Pieces Dollar value 

| | 
Ones net, ® 353 | $353 
Fives. _-. 44 220 
Total . ; és 397 573 


On August 18, 1953, a circular letter was sent to all financial institutions in 
the Fourth Federal Reserve District advising them of the incident and re- 
questing that if any canceled bills were presented to them they should refuse 
to make payment or to return the bills as this was canceled currency. Such 
bills were to be forwarded to the Pittsburgh branch together with the name 
and address of the person presenting the canceled currency. President Fulton 
also informed the presidents of all Federal Reserve banks on August 18 of the 
incident. 

In a conversation which First Vice President Thompson had on September 
2, 1953, with Fiscal Assistant Secretary of the Treasury Bartelt regarding the 





=~ = a on” ee 


—_ oh 


Ja 
he 
ca 


wi 
In 
a 

ho 


ho 
Mi 
CO) 
Wwe 


thi 
ocr 
60 
on 
cin 





61 
50 
30 


41 


at 
in 


in 
re- 
use 
ich 
me 
ton 
the 


ber 
the 


FINANCIAL INSTITUTIONS ACT OF 1957 1799 


status of any canceled unfit currency which was presented, Mr. Bartelt took 
the following position: “This was United States currency which had been can- 
celed and it was valueless and Federal Reserve banks should handle it accord- 
ingly. Any bills received should not be paid or credited but should be sent 
directly to the Pittsburgh branch, Federal Reserve Bank of Cleveland, together 
with relevant documents, stating the circumstances of the receipt of the cur- 
rency and the sources. Every effort should be made to trace such currency. 
The Pittsburgh branch should not destroy such Currency but should keep it, 
together with the relevant documents, for possible use as evidence, should it 
become necessary.” 

Mr. Bartelt read a telegram to Mr. Thompson which he proposed to send 
to all Federal Reserve banks outlining the procedure to follow should any notes 
of the nature in question be received by them. 

To the time of this report (September 1957) no canceled currency has been 
redeemed and no loss has been sustained by this bank, its branches or the 
Treasury Department. 

Richmond 


There have been no incidents where United States currency has been lost 
or not completely or satisfactorily destroyed during the verification or destruc- 
tion processes by the Federal Reserve Bank of Richmond and its branches. 


Atlanta 


The lower portion of a $1 certificate, partially burned, and bearing the can- 
cellation used by the Birmingham branch of the Federal Reserve Bank of 
Atlanta, was received in the Treasurer's office in Washington without trans- 
mittal letter in an envelope postmarked Atlanta, Ga., December 8, 1953, with 
return address of Catherine Holmes, 30 Grove Park Place NW., Atlanta, Ga. 

The lower portion of a $2 United States note, also slightly burned and bearing 
the cancellation used by the Birmingham branch was presented to the paying 
teller at our main office for redemption on December 8, 1953, by Mrs. W. C. Gibbs, 
692 Rice Street NW., Atlanta, Ga. 

Both of the above incidents were investigated by the Atlanta office of the 
United States Secret Service and it was disclosed that the $1 fragment was 
found in the area where the refuse from the city incinerator was being dumped, 
and that the $2 fragment was found on the side of a street located on the 
route used by city trucks in hauling refuse from the incinerator to the dump. 

At the time of discovery of the two fragments of bills, the currency canceled 
by the Birmingham branch was being forwarded to the Atlanta office for veri- 
fication and destruction by burning in the Atlanta city incinerator. 

After the discovery of the two fragments, which apparently had blown 
through the incinerator before being completely burned, burning of currency 
in the city incinerator was discontinued immediately. 


Jacksonville Branch 


On November 27, 1953, a messenger from the American National Bank of 
Jacksonville, presented to the branch paying teller, for redemption, the upper 
half of a $5 silver certificate, serial No. T55848895A. The half bill bore the 
cancellation punches of the Jacksonville branch and had been partially burned. 

An officer of the branch went to the American National Bank and was ad- 
vised by the president of that bank that the bill had been presented to the 
window of a teller by Mr. Donald Spizer, son of the owner of a cocktail lounge. 
In talking with Mr. Spizer it was disclosed that he had given Mr. Dick Pollock, 
a friend of his, $5 for the bill fragment with the understanding that if it had 
no value Mr. Pollock would return his money. 

The officer and the supervisor of the currency verification unit went to the 
home of Mr. Pollock and were informed that the half bill had been found by 
Mrs. Pollock around the middle of August in the paved entrance to a trailer 
court located approximately 1 mile from the city incinerator where the branch 
was burning canceled United States currency at that time. 

The utmost care had been given to the handling of the canceled currency 
throughout the destruction program and an explanation of how the incident 
occurred is more or less conjecture. Although the incinerator stack is 55 or 
60 feet high, there is a possibility that the bill did blow through the stack and 
on to the highway near the trailer court, or that the bill went through the in- 
cinerator and was blown from a truck hauling refuse from the incinerator. 

Burning in the city incinerator was discontinued December 3, 1953. 
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Chicago 
No such incidents have ever taken place at this bank. 


Detroit Branch 


We have not had occasion when any currency was not completely or satis- 
factorily destroyed during the verification or destruction process. 


St. Louis 


There were no occurrences where United States currency was lost or not 
completely or satisfactorily destroyed during the verification and destruction 
processes. 

Minneapolis 


We know of no incidents where United States currency was lost or not com- 
pletely or satisfactorily destroyed during the verification or destruction process 
at the Minneapolis office. 

Kansas Oity 


No incidents have occurred in this district where United States currency has 
been lost or not completely or satisfactorily destroyed during the verification 
or destruction processes. 

Dallas 


Possible case of currency lost or not completely destroyed 

During December 1956 this bank received a $1 silver certificate and a $5 
United States note which appeared to have been canceled by our canceling punch 
and presumably, therefore, left the premises of this bank in some upauthorized 
manner. Both bills were presented, 1 at a filling station and 1 at a grocery 
store, on or about December 6, by a person described in each case as a com- 
paratively young Negro, who may, Or may not, have been the same person. 
Immediate and later investigations by the Secret Service failed to disclose addi- 
tional information as to the identity of the person who presented the bills and 
as to how they left the premises of this bank. 

The two bills involved were placed in circulation about the middle of 1952, 
and if they had a normal life could have become unfit during the time we 
unsuccessfully attempted to destroy currency by shredding; but, as stated in 
the foregoing paragraph, neither we nor the Secret Service have been able to 
determine how or when the bills were obtained. 

We do know that no additional canceled bills have been referred to us or 
deposited with us. Also, we feel that our present method of destruction by 
incineration in an incinerator equipped with a heavy screen will prevent the 
accidental escape of any undestroyed bills. 


San Francisco 


To the best of our knowledge, this bank has had no incidents involving loss 
of canceled United States currency, or of faulty verification or destruction 
processes. 

There came to light, however, in mid-1956 at our Los Angeles branch, 1 in- 
stance of a possible approach at collusion by 2 currency cancellation tellers. 
It appears to have been only loose talk, but the degree of seriousness could not 
be definitely established. It was reported by the currency verification and de- 
struction custodians to officers of the branch, and a full report was made to the 
Board of Governors of the Federal Reserve System and the Treasurer of the 
United States by General Auditor Howard Armstrong in letters dated July 20, 
1956, and September 5, 1956, respectively. In a letter dated July 25, 1956, a 
report was also made by Mr. H. N. Mangels, president of this bank, to the 
chairman of the presidents’ conference on fiscal agency operations. 

A copy of Mr. Armstrong’s letter dated September 5, 1956, to the Honorable 
Ivy Baker Priest, Treasurer of the United States, regarding the possibility of 
eollusion at the Los Angeles branch, is attached to the audit report dated Sep- 
tember 6, 1956, covering an audit of the head office of this bank made as of 
the close of business August 7, 1956. The letter was delayed pending investi- 
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gation by the Federal Bureau of Investigation to determine whether there had 
been a violation of Federal law. 

12. “Copies of all the Federal Reserve audit reports on the cash, verification, 
and destruction operations, from 1953 on, and schedule of these audits at each 
bank and branch.” 

Under the regulations of the Treasury Department the general auditor of 
each Federal Reserve bank is required to audit the currency verification unit 
at least four times per annum on an unannounced basis. Copies of these re- 
ports from 1953 to date are furnished for the confidential use of the committee 
but not for the printed record. 

i383. “How frequently does a Treasury official inspect or visit each of the 
branches and banks for the purpose of observing the verification and destruc- 
tion process?” 

The Treasury Department has advised the Board as follows: 

“It is our practice to visit the banks which destroy currency at least once 
a year for the purpose of observing their verification and destruction operations.” 

14. “What are the standards for redemption of United States currency in 
various stages of unfitness, including official cancellation, punching, or stamp- 
ing; and the standards set for determination that currency is unfit?” 

The standards established by the Treasury Department with regard to fitness 
of paper currency are as follows: “Paper currency tendered for redemption in 
order to be classed as fit for further circulation must be fairly clean so that its 
class, denomination, and genuineness can be determined without difficulty, and 
must contain a sufficient amount of ‘life’ or ‘sizing’ to permit its being handled 
with facility. It should not contain heavy creases which break the fiber of the 
paper and indicate that disintegration has begun. A fit note when held by one 
end in one hand and pressed into a slightly concave shape lengthwise should 
sustain itself substantially on a line with the hand. It should not present a 
limp or raglike appearance. If a note has retained a fair amount of the original 
strength or ‘sizing’ it is fit unless it is so badly soiled as to be offensive, or is 
torn, perforated, or otherwise mutilated. Mere creasing or wrinkling that has 
not broken or seriously weakened the note does not make it unfit. So-called 
dog ears or bent corners do not render notes unfit.” 

The official canceling which is done by the cash division consists of perforating 
each package of strapped unfit currency with perforations of the design, size, 
and arrangement prescribed for each Reserve bank or canceled in some other 
design approved by the Treasury Department. The cancellation is performed in 
accordance with instructions issued by the Treasury Department under date of 
January 31, 1929, with respect to issue, exchange, replacement and redemption 
of United States paper currency and which read as follows: 

“(c) Cancellation.— 

“(1) Each package of strapped currency will be canceled with four perfora- 
tions, the design, size, and arrangement of which, distinctive for each bank, 
have been assigned by the Treasury. 

“(2) The perforations are so placed that horizontal opposites will be 2%4 
inches apart (center to center) and 11% inches (center of perforation) from 
perpendicular center of note, and perpendicular opposites will be 134 inches apart 
(center to center) and 14g inch (center to perforation) from horizontal center 
of note. To insure complete protection for canceled currency the specifications 
given for the location of the perforations are deemed proper to avoid the pos- 
sibility of there being any portion of a note as great as or greater than two- 
fifths thereof not canceled. The specifications given are for the new size cur- 
rency. It is imperative that perforations shall not be made through the cross 
strap which would very often punch out important information, and for this 
reason it is specified that the upper and lower pairs be perpendicularly opposite, 
and the proper distance apart to avoid the strap.” 

15. “Cost of equipment, installations, and adaption of equipment for the de- 
struction of United States currency, at each bank and branch since 1953, by 
type of equipment.” 

Boston 


The initial cost of the incinerator in 1953 was $6,191.31. Since its installation 
there has been added a special chute between the ground floor and the top of 
the incinerator and an air blower, increasing the cost of the incinerator in total 
to approximately $6,600. 
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New York 


The cost to this bank of the installation in its main building of the Morse 
Boulger currency destructor, referred to in our answer to guestion No. 9, with 
feeder unit and operating controls, together with necessary structural and 
mechanical alterations, amounted to $39,057.98. In addition, expenditures in 
the amount of $2,464 were incurred to alter the steam boiler for temporary use 
during the construction of the currency incinerator and for emergency standby 
service. 

Philadelphia 


The Morse Boulger destructor was built at a cost of $18,306.32, with installa- 
tion expenses of $5,384.32. 
Cleveland 


This is answered in full under question number 9. 


Richmond 


The currency destructor used at the Federal Reserve Bank of Richmond is a 
modification of a standard heavy duty incinerator, made by Nash, Cadmus & 
Voelker and installed in the fall of 1953 by their local representative, the A. 
Lynn Thomas Co. 

The incenerator design was based on our requirement that it be able to reduce 
1800 pounds (800 bundles) of used currency to a nonrecognizable ask in 4 hours. 
The incinerator is approximately 13 feet 6 inches long and 6 feet wide, and 8 
feet high. It is located in the original boiler room of the annex building from 
which the boiler was removed several years ago. Our building mechanics re- 
moved the original floor and poured a 9 inch reenforced-concrete pad for the 
incinerator base. 

The original stack is common brick, and it was found necessary to line the 
first 40 feet of the stack and provide openings at the base to allow air to circulate 
behind the lining. Modification of the stack was based on our requirement that 
stack temperature not exceed 500°. As a precaution, a 44-inch mesh screen was 
placed on top of the stack to trap any large particles of fly ash. The cost of 
stack changes estimated at $1,920 was included in the incinerator contract of 
$10,596. Additional costs of $1,280.54 were incurred for wiring and piping, 
making the total cost $11,876.54. 

The mechanical design of the incinerator may be briefly described as follows: 

The charging door opens in to the upper part of the combustion chamber 
which is about 44 inches by 48 inches by 60 inches. The currency charge is piled 
in on top of 8 pipes which span the combustion chamber from the front to the 
bridge wall. These pipes are perforated along the top and supplied with low 
pressure air from the main blower which also supplies primary air to the gas 
burners. The two gas burners are luminous flame type, located just below the 
air tubes, in the space between the pipes and grates. 

Automatic controls provide ignition and automatic cutoff of the gas flames 
after a predetermined period. All during the burning, primary air is introduced 
at the burners and through the openings in the air pipes. Natural draft is in- 
troduced below the grates and at the barometric damper on the breeching. One 
minute of gas flame will provide adequate ignition of the currency, and after 
that, forced draft burning results in complete destruction. All charging and 
clean-out openings are provided with double padlocks. 


Baltimore and Chartotte branches 

Incinerators were installed at our Baltimore and Charlotte branches during 
1956-57, with the expectation that these offices would begin, during the first 
quarter of 1957, verifying and destroying their own unfit United States currency 
instead of shipping it to the head office for handling. However, the transfer 
of such operations has been indefinitely postponed. 

The costs of the incinerators were $5,421 at Baltimore and $7,682 at Charlotte 
and are of the same general type as the head office equipment. 


Atlanta 


Morse Boulger currency destructor, including incinerator, spray chamber 
and automatic currency feeder. 

The incinerator was installed in the annex building, adjoining the main bank 
building in Atlanta, in April 1954. 
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Total initial cost including electrical wiring, gas and water piping and steel 
breeching, installed from incinerator to stack, $14,907.21. 


Chicago 


Brule FG4-8, special heavy duty incinerator, manufactured by the Goder 
Incinerator Corp., installed September 1953 at a cost of $9,358.97. 


Detroit 


The gas-fired incinerator now in use was constructed by the American Inciner- 
ator Company of Detroit and is a heavy duty, high temperature, downdraft 
type, incorporating a primary burner and also a secondary burner for smoke con- 
sumption, with a final settling chamber for fly ash. This incinerator is designed 
to destroy 300 pounds of combustible waste per hour. The cost was as follows: 


Incinerator si 326i den bee Se SR eS det adave $8, 250, 00 
Installation, including electrical, mechanical, plumbing and structural 

CRAMNSUS 255.63 heheh an ae Ne ee ee aaa 12, 625. 00 
Architectural and engineering fees_..................-.._________ 1, 621. 44 


Total ited oS 22, 496. 44 


St. Louis 


J 


[Expenses at the St. Louis office. No expenses incurred at the branches] 


Date Type of equipment Amount 

| 
Oct. 7,1953 | Installation of 1 Plibrico designed incinerator $6, 988. 00 
Oct. 20,1953 | Construction of insulated monolithic lining in radial tile chimney-.-- 4, 239. 04 
Nov. 25,1953 | 2 doors for incinerator. _.... ‘ ‘ ‘ 135. 00 
Apr. 22,1954 | Installation of alloy mesh basket on flue of incinerator- 396. 00 

Apr. 18,1955 | Replacement of 62 square feet of castible lining and installation of 1 structural | 
beam 740. 00 
Apr. 16, 1956 Installation of charging hopper and chute. ‘ 2, 056. 00 
ee parembasecen saree icici Aerie : jna 14, 554. 04 

Minneapolis 


We purchased a currency shredder from Lee & Henry Manufacturing Co. at a 
cost of $3,980 f. o. b. San Francisco and obtained delivery of the shredder in 
September 1954. We purchased a currency incinerator from Pioneer Power 
Sales, Inc., St. Paul, Minn., the price of which was $15,805.03 when completed in 
April 1956. ‘This incinerator includes independent facilities for the burning of 
rubbish so that the full cost of the incinerator is not attributable to currency 
destruction operations. 

Kansas City 


The cost of adapting the original incinerator for the destruction of currency 
at Kansas City was $1,100. This facility was used until a new incinerator was 
installed at a cost of $7,376 for use beginning on May 1, 1956. 


Datlas 


The total cost to us, including freight and installation, of the shredding machine 
mentioned in the answer to question 9 was $412. After we discontinued its use 
in September 1953, it was returned to the manufacturer. 

Our incinerator had been installed for a number of years prior to 1953 and was 
being used to burn trash. We spent $700.53 in 1953 in adapting it for use in the 
currency-destruction operation. Maintenance costs since 1953 have amounted to 
$515.88. 

San Antonio 


The incinerator in use at San Antonio was installed in 1956 at a total cost of 
$1,960. 
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San Francisco 


The incinerator regularly used for bank business was installed in April 1946 
at an initial cost of $3,450. Additional expense in the amount of $199 was 
incurred in June 1953 in order to adapt the incinerator for use in the destruction 
of currency. Additional nominal expense was incurred for the installation of 
added guards and locks for custodians, which work was done to a great extent 
by our own maintenance personnel and at no cost to the Treasury Department. 

At the inception of the program it was contemplated that the destruction of 
currency could possibly be accomplished more efficiently and economically by 
shredding rather than incineration, and we contracted for and accepted delivery, 
on August 18, 1953, of a ShredOmatic machine for experimental purposes. While 
the shredder worked satisfactorily, the necessity of subsequently destroying the 
shreds by burning, with appropriate safeguards, made the combined operation of 
shredding and burning considerably longer than destroying the whole canceled 
bills by incineration alone, and it was decided to adopt the latter practice. 

In an effort to dispose of the ShredOmatic machine, we communicated with 
other Federal Reserve banks and, after relating our history and experience with 
the machine, it was, upon request, shipped to the Pittsburgh branch of the 
Federal Reserve Bank of Cleveland, and also to the Federal Reserve Bank of 
Minneapolis, on a trial basis. Both decided against the purchase and the shredder 
was returned to us. The shredder has been offered for sale for commercial use. 


Los Angeles 





For the period November 10, 1953, when destruction of currency was begun at 
this office, to March 2, 1956, the trash incinerator originally installed in the 
branch building was used for this purpose. It was modified by the installation of 
a stainless steel screen in the flue, locks on the fire and clean-out doors, and gas 
burners for ignition, at a conversion cost of $875. From March 2, 1956, to the 
present time a specially built multiple-chamber incinerator, built to required 
specifications at a cost of $8,930, has been used in the program. 


Portland 

The cost of the incinerator, at the time the building was constructed, was 
$1,800, which included installation. To adapt the incinerator for burning United 
States currency necessitated an expenditure of approximately $50 for material to 
build a protective screen to enclose the opening. 


Seattle 


The incinerator originally installed in the building for the burning of trash is 
used in the program. Cost of conversion for use in currency burning was 
approximately $206. 

17. “The number of employees, by job titles and salary levels, who handle the 
United States currency from the time it is counted in the cash division until it is 
destroyed at the fiscal agency currency verification units, including supervisory 
personnel.” 


Boston 
Salary range 


aK staid hich te dsicsiiighn os tiesto nd cd sah ns nn etait $8, OSO—$10, 900 
RE, | UOT ri Fn Bh tecntniscibas ee eatin pedo’ 6,980-— 9, 420 
a este lage taminar eens 4,170— 5,630 
I asic ceca Ma Ae on ck bw ts cs ek eccrine 3,340— 4,500 
I a F  _ ssannenthstinanesdieinemeaasneiennadinbaiameies 8,340—- 4,500 
So tl le oe Bet cde _. 8,340—- 4,500 
i cee Bie 80 a O08. co ke a el nein 2,980—- 4, 020 
leeereencry yveetier Bis 2 Ha a eh ct cic ili 2,680-— 3, 620 


Only the supervisor and currency verifier are considered full-time members of 
the currency verification and destruction division. About 16 additional members 
of the fiscal agency staff occasionally assist in the operation to provide required 
rotation of personnel and dual control. 
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New York 
| | Salary levels 
Job title Number 06) t5. ints aed Jeune 
employees ! | : 

Minimum | Maximum 

cane niin i ai cai ean a salah — on hele 
Canceling and cutting supervisor... -- ‘ ‘ ‘ 1 | $5, 922 $7, 995 
Assistant shipping clerks 4} 4, 398 | , 937 
Canceling and cutting clerks___. , : 8 | 3, 622 | 4, 800 
Super visor (currency destruction section) | 1 5, 304 } oD 
Senior currency teller 3 l 4,846 6, 542 
Currency teller ~ 1 4, 398 5 » 937 
Currency verifiers ; eit i hehe tal 5 | 8, 278 | 4, 425 
Currency teller... ai ' ‘ ‘ ij 3, 940 | 5, 319 
Shipping clerk : | l 3, 940 5, 319 
General money clerk ‘ | 1 | 3, 25 54 | 4, 393 
Total... ; 5 Ase | 24 | i en a ta Rid teiada 


| ee 


1 Normal complement of employees regularly assigned to the hanaling of United States currency in the 
process of verification and destruction. From time to time, because of absenteeism or when the volume of 
work is unusually heavy, additional employees of equivalent caliber and at comparable salary levels may 
be temporarily assigned to perform such work, 


Philadelphia 


EMPLOYEES WHO HANDLE UNFIT CURRENCY 


" — 
. Number 

Job titles | ofem- Salary levels 

ployees 


Currency Verification Unit 
Currency verifiers 3 $2, 500-$3, 400 
General service clerk — — ‘ l 3, 300— 4, 400 
Section head _ : tiie 1 4, 100— 5, 600 
Alternate section head_. g ke Pin baenaeeeaeae ean iiote saat : ; l 4, 100— 5, 600 
Destruction clerks_.......- , acon ae 17 3, 700— 5, 000 
Technica] assistant - - 1} 4, 600— 6, 200 
Department head - . es < l 7, 400— 9, 900 

Cancellation Unit of Cash Department | 


Supervisor. - - -- 
Section head- 
Cancellation clerks - - 


1 5, 500- i, 500 
1 3, 700— 5, 000 
2 2 » 900- 3, 900 
9 


tt. sists sieelh abihike eae dea eds 
Total.. 1 
— = ——— ee _ — — ee a ee = ma a Sag o> — 
1 Average salary level—since some of the employees have different levels. 
Cleveland 
MAIN OFFICE 
Number of 
Job title employees 
waecel atuh-ceraminee os ei Sib Goonies ick saniesedl eae acaieeietaame 2 
UTIDGn A sD  -Nare e  e 5 
Been TUN NCU N scctnhsn n Sa lan eal ne echincu SM Se AS satin t 
pence junior tae Clete 2 5 = 3 et eae eas 1 
OTT” NR ie rl Done 2 
Nn ORNS: WOMENS ON i ova ss targa dmacab igh oes nmsalaesncei Raleoovoasinrn os saasaaulea ctaddties L 
MEBOCR! TOINBUC CIBT oii ncsnnneadeebsolicvestoks walioltwsl soar 1 
meecnl Oelilor Peace Clere lain oh tls subi bres! 1 
mecal ‘Grapnotype. operator... ..................... sisals. aosiasbices colic 2 


OGRE CIAPEMT DING, TOCOMO. oss icc oes ee nc ae 
Fiscal clerk-typist, reissues 
Fiscal bond control clerk_._.-_______ 
Fiscal application file clerk___ 
Fiscal typist-stub shipping_____- 
ICT ao aa ec rc sic daratnnlcilaies Saintes 
Fiscal clerk-typist, receiving 
Payment typist, fiscal 
Fiscal settlement clerk _- 


i 
! 
! 
! 
I 
! 
' 
! 
I 
! 
! 
| 
i 
i 
\ 
! 
! 
! 
! 
! 
! 
! 
i 
| 
I 
| 
| 
' 
pt pk ek fk fake peek fed pe 
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Cleveland—Continued 


MAIN OFFICE—continued 
I Nn cig ar tame 
rel cern meme one. 
NN ewe eee 
Fiscal clerk-typist, consignment 
Teen TT eo ities uneareeruouirmies nee 
Fiscal senior stenographer 
Fiscal stockman 
I i a iets etki et 
mascal senior.reissue clerk.............__.___-__._____. 
Fiscal secretary to junior officer 
Cash department utility teller__...._______ 
Cash department receiving teller__._._._____.___-__________ 
Fiscal senior proof and Federal tax clerk 
Supervisor, Treasury issues, fiscal__..........._._______ 
Fiscal agency department manager-_-_.--...---------~_- 
Sree nnnnnnns. "HUN INR > 08S Sg Pes ath es Seas 


CINCINNATI BRANCH 


Junior fiscal agency clerk-typist___....._..______- = 
Un: OUUIOEIRCTN CI ncicres 
Fiscal Addressograph and Graphotype operator 
ee eee 
an a as ceciiecinespicreeios 
Fiscal consignment receiving clerk__......_____________ 
Fiscal direct payment clerk-typist 
Cash department coin teller_ 
Fiscal savings bond remittanc e clerk_ 
Fiscal savings bond stenographer____._______________~ 
Fiscal Treasury tax and loan clerk 
ig gc, a ee ee 
Fiscal savings bond control clerk__......___-__________ 
Fiscal Treasury issues control clerk. ___- 
Fiscal commodity stabilization clerk-typist___.._._._._____ 
Fiscal reissue proof verification clerk______.____._______- 
Fiscal junior savings bond utility clerk__._._._._._._______~_- sa 
Fiscal registered bond clerk___________________-_ 
Fiscal senior Treasury issues clerk-typist_______ 
Cash department junior cash teller_____ Rene reins 2S 22 


Fiscal savings bond utility clerk________~ eaten caaeeiaerine 
Cash department currency mail receiving teller eieamaaeieeaaes 


Fiscal senior savings bond utility clerk 
Cash department currency, paying and receiving teller 
Assistant manager, fiscal agency____----~_- 
maneeger, fiscal agency .__........... 
EEE =BURUOE no ces pa pnatenbadne moar 


a te ae initial iain 
PITTSBURGH BRANCH 


Fiscal junior inscription plate file clerk 
Fiscal inscription plate file clerk_____._._________________ 
Fiscal inscription verification clerk 
Fiscal Federal tax clerk 
I op Stina hn oo 
Fiscal Graphotype operator __ RARE SS 
Fiscal spoiled bond and savings stamp clerk__ = 
Fiscal reissue typist 


Fiscal tabulating utility clerk 
Fiscal consignment clerk____ 


Number of 
employees 


Pah pak fk fk INS ee pk fed fk fk ek et pet et ed 


Co = CO et et 


fh eh kk ek ek ek ek ek ee ek ek ek ek ek ed et dt st 


ae HH ORS ee ON 
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; Cleveland—Continued 
0 
i PITTSBURGH BRANCH—continued Nu wont Had 
1 employees 
1 eid pe ei Aili Ss i et A calen  SON  Ree ee Oe  PM a 1 
1 Fiscal application receiving clerk____-----~- ace penne AE ag oie amerorentniatn 2 
1 Cash department senior currency machine sorter_.--_-----------~------ 1 
1 Cash department currency redemption utility teller___._____~- Sieuthtias oan 1 
1 Fieck! Treawnry tax. and loan clermiti ise eee 2 een See 1 
1 I IDL UE I 8 iain ankle midi nana neal aecieenacs Miniggtinaeeiciiadh 1 
1 Cash department currency redemption teller_________-------_------_.-- 1 
1 Fiscal senior supervisor, inscription section__.._._.._._.__----_-_-__-____--_ 1 
1 Assistant manager, fiscal agency department__.........-_.........-..... 1 
2 OE, ORE I aa eisecttinssiccnitmrinrircencoeirenincscvcaieiaitapitantaniiiivinimiamman 1 
4 Assistant cashier_____-- siesta esa ng ioe BO aaeainb ant Sali iain citi Sagpeaanll 1 
1 A 
1 Nx agai Sinise cadens bl hs ts a emanated ate deta 3 
1 i 
i . 
1 i Richmond 
48 HEAD OFFICE 
| Salary range Present 
1 Job title annual 
| | | . > 
| salary 
1 | Minimum Maximum 
3 ra = 
1 Money department employees engaged in the cancellation opera- | 
« tion | | 
3 Manager $7, 200 $9, 800 $8, 600 
1 Assistant manager. 5, 400 7, 300 6, 400 
1 Shipping teller 4, 020 5, 400 4, 500 
1 Shipping clerk B 2, 920 3, 960 | 3, 540 
1 Do 3, 450 
Do 3, 390 
1 Do 3, 360 
Do 3, 270 
; Shipping clerk C 2, 640 3, 540 2, 880 
1 Currency verification and destruction unit employees 
1 ' 
Porter A 3, 000 2, 340 
1 Do 3, 000 2, 700 
1 Do 2, 220 3, 000 2, 490 
Do 2, 220 3, 000 2, 430 
1 Shipping clerk, fiscal agency 2, 940 3, 960 3, 330 
1 Messenger and mail opener 2, 220 3, 000 2, 400 
1 Chief clerk, currency division 3, 240 4, 380 3, 390 
9 Verification clerk 2, 640 3, 540 | 2, $50 
- Do 2, 640 3, 540 3, O90 
1 Supervisor, redemption division 4, 500 6, 100 5, 400 
2 Redemption, exchange, and issue clerk 3, 240 4, 380 3, 660 
1 Supervisor, currency division 3, 660 4, 980 3, 810 
1 oo — —E — = 
1 
1 BALTIMORE 
1 a 
ae Salary range \ Present 
33 Job title : | annual 
salary 
| Minimum | Maximum 
5 = | | 
1 Money department employees engaged in cancellation operation } 
4 Manager_ $6, 600 $8, 900 | $7, 670 
1 Assistant manager 4, 860 6, 600 | 5, 720 
Utility money teller 4, 500 6, 100 | 4, 888 
4 Shipping teller 4, 020 5, 400 | 4,797 
3 Currency and coin shipping clerk 3, 240 4, 380 | 3, 484 
1 Do 3, 240 4, 380 | 3,770 
Registered mail clerk 2, 940 3, 960 | 3, 016 
1 Porter 2, 400 3, 240 2, 730 
1 Guard 3, 240 4,380 | 3, 627 
1 
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Richmond—Continued 


CHARLOTTE 


Salary range Present 
Job title oe “ annual 
Minimum Maximum | ae 
Money department employees engaged in cancellation opera- 
tion: | 
Shipping teller_. | $4, 020 $5, 400 | $4, 710 
Registered mail, shipping clerk A- 3, 240 4,380 | 3, 810 
Do. 3, 240 4, 380 | 3, 720 
Assistant manager 4, 860 6, 600 6, 000 
Manager_._. : 6, 600 | 8, 900 | 8, 000 
Main office: 
Cash division: 
nc a ee aes ie ete eee 
Assistant shipping clerk.............- ~~ ee eS eee 3, 900 
ere es a a eet ak Li acta ataalen ee 3, 900 
DORAGL GOIN CIOEK.. 3. maesen tte ~~~ ~- ipl dicciecndiahadaanes ease 
Verification unit: 
Assistant manager-service department____ ~-__--------------- 5, 800 
en cw actenddnkempeeamacaaneres wh Se 
Currency verification and destruction clerk ___-__-------------- 3, 600 
I ean I i i terres cae ae ae 
aa a a Oe nen nd treme ts ania erare wien 2, 520 
Birmingham branch: 
I a ui asec a dia eivehmpenamuaenunianiinte 4, 080 
en EE ETD CONNOR ecm ecec en mencnmmenen 3, 480 
ak a cee tuasaepin tine einmelie 3, 300 
Ue. peee, Currency Yeriner and sorter... ...... 2. nn cen eeons 3, 480 
Jacksonville branch: 
Na a a aaa aS ear a 4, 620 
Shipping teller__...._..__-- “na . whiatiea 3, 240 
Sa ak 8 bn ne ae Sanaa ae 
a a a i i a 4, 140 
i a i Saree scans aja catidicack: “Ag 
i ih i ht a ca LS SS ee ie tae 3, 540 
I sce ccetrsm ies i a a Roe 3, 900 
Assistant receiving teller__.____-_ ——— - ss SRA ciabatta ae taser i tag 3, 720 
Miscellaneous paying teller_________- Sc Le dc einer ell coca 3, 420 
er Se | a abt aaeaaiats a ee 3, 300 
Nashville branch: 
DAReeeRCereeney Merion... ee ae 6, 900 
Assistant manager, currency division.._...............__-.-....__. 5, 200 
Supervisor, shipping, receiving, and coin units___...._____________- 4, 600 
DURAN NR re eect ens _ 3, 960 
Assistant shipping teller___._..__..___~ at ; pe as 3, 420 
N.S 2 i a Ba 3, 780 
New Orleans branch: 
Shipping teller and utility clerk_____ etibie  eceisd 1, 140 
Paying and shipping teller___.._________- ie i malas ae +, 320 
Nee aan mete So 4, 260 
Assistant shipping teller___...__________- 2 octets oa 3, 600 
ae niet leaner eae ape 3 : 1 O20 
Poe ee aoe Sa: ence EE aes Feds os Leet eee 


Chicago 


In addition to the information furnished under question 6, the following per- 
sonnel in the Cash Division handle United States currency in the cancellation 
operation : 

innual 

Job title salary 
EO OSE SS Se ey ee 920 
Currency teller- a a alae 900 


Do c 
at Na 


520 


370 


5, 
; ; 4, 
Cancellation clerk___________ Soe s i age. A 
4, 
4, 





eee ee ee ee ee a ee 





710 
810 
720 
000 
000 


‘OO 
KOO 
1) 


20 


300 
‘OO 
00 
820 


020 


)80 
180 
300 
180 


520 
240 
300 
140 
N60 
40 
900 
720 
420 
300 


900 
200 
600 
960 
4120 
780 


140 
320 
260 
600 
020 
300 


per- 
fion 


nual 
lary 


920 
900 
600 
520 


370 
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Detroit Branch 


Following is a list showing 19 job titles and salary levels in connection with 
handling unfit currency in the cash division from the time it is canceled until 
delivered to the currency verification unit. The list of job titles and salary 
levels relative to the verification and destruction unit is shown in the answer 
to question No. 6: 


Annual 

Job title salary 
Deer tet MANEROT - — =o eno nonce cea saccawouwsenuby $7, 863 
a, Cer, WE. coo coe ncceacaleacSeectuens masses 6, 740 
( _Bemertecttestcench inland pate tk ee ce Sa Rip a A PEE TP Leth ean aA. Define ee 6, 059 
Pe Ses sales SaaS Stn eo ean ascadeunuageaasmannie aie 6, 022 
Ee WROPT To on enna nas one naan genooeeanecnacgsemanme 5, 810 
SE OIED ho ctl pce RaARGRSSI icles i rhc oic D hiidsip ad Sac lg  a 5, 766 

ar UI sn ssc hea eckg tae ta liv cag tien eats Sd catalase eb te lb acaba api ein ag gained iain 4, 360 
Se SOUR INE ~~ 5 sa racecnicacuncigspactnmsnnee ne on seas nearer erences te eieanieipie area eros cols a casurrapaeaasaiarenek sein 4, 440 
SN gs wen on eee eee SE oy tance aes chased eaee ae aen neat 4, 390 

a aS See Sara SEK oS See A eens 4, 088 

sel tee y eo neater selgeo taelc lesncw ceri IRD ain anak aon ery Pe Ane fh 4, 200 
POR. BSL T SSS eRe ORES SGSEK OSs Aaa eo eeeeeneieraren 3, 825 

SO Sao ae Re de eli aimlaign es atom anaeen 3, 825 

PID mart = oe ee ae ces eigen eis as epee nie mao eo aeeek area eneteeaeeaae ea vale 3, 635 

nr e ss ce aa Pee ke ecmnenraten agente sancinae cee 3, 435 
SN ee a 3, 635 
Daas i aes sa alscninctoaeapicsloeemen tee eee ean eee a ac acetate 3, 435 

[ee eerssrSs teres = sors oS 5 oe eens Cerne so ailat eete eee eine 8, 435 
tates ee ee eee 3, 435 


1 Used In transportation and the needling operation under cash division and verification 
unit supervision. 


St. Louis 
Money department 


The number of money department employees by job titles and salary levels 
who handle United States currency from the time it is canceled and until it is 
delivered to the currency verification and destruction unit of the fiscal agency 
department are as follows: 


Annual 

Job title salary 
TINOe: SRS CIFOR cick cnnwiwsdavetiuaetimnddemeadonae’ $4, 860 
RIED TINIE. <a cosa eee wai Shiai as wi eit wis a etme ee caenig glee 4, 440 
Re Se ee ee ee ee Te eee ee 3, 240 
RR SONNE a asks tice paca ass eis tiie aoe eed Rinse niasaaiieasdiicaiaaneae 3, 480 


Currency verification and destruction unit 

Employees (including supervisory personnel) who handle United States cur- 
rency in the verification and destruction operation, St. Louis office. 

The variety of job titles is occasioned by the fact that no employees are as- 
signed to the currency verification and destruction activity on a full-time basis, 
but instead are “borrowed” from several divisions of the fiscal agency depart- 
ment as well as other departments of the bank. 


Annual 
Job title 


salary 
a ee Rtumiiesetsatoccososscsscs!o See 
nr TOE tr CUNO OR a cs cinta ts ecg ms ean cdi abana alee esc 
PUREE, OR UU i ci csicresicrtsrna occ sit iain irae a Ea ali ES 2, 700 
Withheld tax control clerk............... iceidhiaasictlia tase a's Maite ta talk i lca tenes | 
0 a a ae nidelete Manin Gilchaaoitadiadediiealicck acre a 0 a 
Control clerk, custodian.__.._____-__- asda anid ne GariaciD iam ia TD 4, 0SO 
UIE NNN cases ae ued igi oe ah ae g 3, 360 
I inh ia Nia hic oda Sean tac nidnc seks ala siadila palate aa aca tisha ae 3, 060 
Assistant registered mail clerk____._______- cua ee See eee 
RNG CI i atest esi Snpptitsiacinathiotadl wr kena acaderemeiperamend = 
POO CN iat eiciwidin mein wirinece 8, 540 
Typist ee eee ae ee : 3, 180 
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St. Louis—Continued 


LITTLE ROCK BRANCH 


Annual 
Job title salary 
Money department : 
Coin supervisor_______- idee acaba ast ps css Se alata acters wissen asteecesetoes $3, 540 
I cea aubGtioiecacanininte cinnmsinainie 3, 240 
Coin counter_____~- Te 3, 300 
a Sec iecteeg aihnbesia-aedanaea tae oaniemalalmeaiimdmaiiaate 2, 88 
i ae ski ea nics adie ah Decals 2, 880 
i aes lelauan Gaaisamsan eben dae mv anaiveiennvanen a 
in A ea AE acacia icclisiaba pass as ana egebeaaleaiaarsciesicy , 
LOUISVILLE BRANCH 
Senior Goin Clerk _.............. a ai eee 
crest mcteniiii Si dca tiie at dae ac ae 
ea a aserarune nlinien Whkanicabemiciaigiamanatimiar ada ae 
a ce lc lis dhe versace lid cpanel 2, 700 
General supervisor______--____ se ieescgei nisi cdle ep altiatdoveeseaniats 4, 620 
Saimone § Clerk... acbeseibceiwesatsie as setae apis ad ae aad daaiseas 
a a aa " se a ie it acs ee 
a cea mE SaaS SSeecnia aig anlst aisipia irene wisticab eve ileiia 3, 960 
MEMPHIS BRANCH 
Supervisor, shipping div.___________- gees eines soli ase 
a a Se RS OD fet ha isa ts eae sociated pa 
OU a a tera eee aa ee De mae ee ae Se i 3, T80 
Minneapolis 
The employees by job titles and salary levels who participated to some ex- 
tent in the operations of the currency verification unit during the month of 
June 1957 from time of receipt of the curreney from the canéellation tellers 
were: 
Monthly 
salary 
en cerned eine dische ecaannines a $215 
I: BB ccnenniesincensnin a ee eles ee es sie 220 
aii ciercnccna es tenses utines ith des tanned elated te chek ioin tes “ 22 ll 
4. Utility clerk B, custodian______ eisai antieemrecmaiat asd vid excite oe 358 
ON i a lai ih ni a cn a nti catreai sMienSeaininiaaciace be 14) =e 
a tia healer headin ncn ins adie 225 
7. Administrative assistant B, custodian__________ a aR 508 
Neen een enn nats cu nies eancuenieeemanduinienabes 500 
Stele: : ee ee are bectg one ta ane a a ie ail 210 
Se adbeterseig omnes cians eastside 
a a nse sven aildnawimianmnenenientaanenieeannteebuniion 683 
cee EE cae sao eacipgabeleesinpepeketbemaibisiaumevemaniia tine 225 
CIR <= ss aac nciphiececemrssivan cian oncinciblawsanivvarahandenupanian ablation 375 
[ane meme. New Isene custodian.........-....0......... suis 408 
a i cctiesctee nde hpaiepiepenciens nica beptiaintcta 200 





oute 


—— 
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Kansas City 


The number of personnel by job title, job grade and salary range in grade at 
each office who handled the United States currency from the time it was counted 
in the cash units until it was destroyed in the currency verification unit at 
Kansas City during 1957 are as follows: 


| 
Office Job title Number of} Salary range 
| personnel 


$5, 340-$7, 200 
3, 840— 5, 160 
3, 420-— 4, 620 
4, 740- 6, 420 
4, 740- 6, 420 
2, 700— 3, 660 
4, 260— 5, 760 
3, 840- 5, 160 
3, 540— 4, 740 
3, 180- 4, 260 
2, 580— 3, 480 
5, 700- 7, 680 
3, 300— 4, 440 
3, 300— 4, 440 
2, 940- 3, 960 
2, 940-— 3, 960 


Kansas City Manager, vault custody department. 
Unit head, coin_- 

Coin clerk ......- 

| Utility teller. 

Vault custodian 

Registered mail clerk 

Denver. ; Receiving teller 

Assistant receiving teller. - 

Oklahoma City 4 Unit head, coin. 

| Coin clerk 

Currency sorter __-_- 

Omahs. . - - ..| Department head, money department 
| Unit head, eoin. 

Unit head, registered mail_- 

Coin counter 

Sorter clerk... 


St at et pt 





os 


| 


| 


Dallas 
000 
780 EMPLOYEE JOB TITLE AND SALARY INFORMATION 





Job title | Number of} Annual 
| employees | _ salary 
ie ex- - —~—————|— 


th of FISCAL AGENCY DEPARTMENT 
ellers Department manager-... a , $8, 
Assistant department manager .- - -- | 
Supervisor 5. 
aa Currency destruction teller... | | 4, 
Currency destruction clerk. - 3 
$215 Currency verifier 3, 
220 Do..... ” 
200 
358 Manager 
220 Assistant manager... 
290K Paying shipping teller . 
an General clerk (witnesses the cancellation) -._- 
508 Shipping clerks (each) - 
500 
210 Department manager...- 
220 Department supervisor 
683 Paying teller... 
e Coin clerk 
225 Witness. - 
875 Driver of bank’s armored car... 


408 


200 Department manager... 
Shipping teller_.-- 
Shipping clerk... 


4s 


CASH DEPARTMENT 


EL PASO 


HOUSTON 


SAN ANTONIO 
Department manager 
Assistant department manager. -.. 
Shipping teller... - 
Coin teller... 
Coin verifier... 
Currency verification unit teller 
Currency destruction clerk - - 


? Annual salary from $2,500 to $3,180. 
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San Francisco 
The number of employees, by job titles and salary levels, who handle United 
States currency from the time it is counted and separated by the 29 currency 
sorters of the cash department until it is destroyed by the fiscal department, are 
as follows: 








Number | Job title Duties Salary 

{ \ val 

| CASH DEPARTMENT 

i | 
1 | Department head_- 7 Supervising $7, 800 
1 | Assistant department head ---- 5 snes BOrin gion é s { 7, é 
1 Supervisor, inscriptions and reports-. ; -----| Needling.. ‘ 6, 180 
1 | Receiving teller.. : ; ...-) Receiving and caneeling.... 5, 400 
1 | Shipping teller___.._________- ee ae Oe ee ; 4, 980 

| | | 

| FISCAL AGENCY | 

} } j 

} | 
i } Department head, fiscal department__......__._____- ) Supervising. -..._.._-. 7, 620 
1 | Clerk, savings bond applications--- won-e----------} Custodian..... 5, 100 
1 | Special assignment__. ‘ nane nace bute biden 4, 800 
1 | Clerk, record searching --- See SO eee 3, 960 
2 | Currency destruction verifier and stub examiner_-__- : pases aien. 3, 930 
1 | Typist-clerk, requisitions and manifests_... JER sardgudane 7 3, 660 


OCCASIONAL SUBSTITUTES 


CASH DEPARTMENT 


2 | Custodians, working cash-_------ .-------------.| Receiving and canceling...--.| $6, 000 
1 | General clerk -- : Needling ; 6, 120 
| | | 
| FISCAL AGENCY 
| 
1 | Assistant department head-_----_- Ee EE | 6, 000 
1 | Supervisor, fiscal transactions_. : HORLEY De ER Es 6, 060 
1 | IBM keypunch operator, senior..................-.-- WG int ecg 3, 900 








oe et et 0 et ot es ie ee eb es ee 


<a 


sD &h>reis 


NHOmDas 


R 
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Job title 


LOS ANGELES 


Department head, savings bonds-.....--.- 
Department head, cash 
ssistant department head, sav ings bonds._- 


‘Assist: int department heads, ee 


Currency cance)lation custodians oe 
Receiving teller__-_- a 

Currency custodis ans (6) - 

Shipping tellers (4). 

Coin custodian. 

Insurance teller_- 

Vault custodians (4) 

Paying tellers (2)...-. 

Supe rvisor, curre ncy sorting 
Custodians, savings bonds (2)-- 

IBM tabulating and sorting clerk 
Bond inscription clerk... 

Typists, clerks, reissue redemption (2). 
Bond shipping clerk and bookkeeper 
Agent paid bond clerks (2) - -. 


PORTLAND 

Vault custodian.............. 
Do.. 

Coin sorters and ‘shi pping telle rs $ (2).- 

Department head : ; 

Assistant accountant - - 

Accounts clerk 

Special redemption ‘clerk _ 

Blotter clerk-typist._.---- 


SALT LAKE CITY 
Receiving teller_._- 
Vault custodians (2)--- 
Senior cash teller. .- 
Receiving teller 
Coin sorter and wrapper. --- 
Department head 
Senior currency teller 


Registered mail and shipping tellers (3)... 


SEATTLE 
Supervisor. 


Registered mail and currency redemption tellers (2)... 
Ne ee aS SS SSeS 


Securities custodian. ----_-- 
Redemption clerk and currency verifier 
Settlement typist and currency verifier 
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} Currenc y verification custodians-._- 


Verification 


axiiveee 
ee 


eR cade witeict 


Cancellation - -- 


feline 
i tinas 
Needling operation __ 
Currency ve rification custodian 
..do. 


Custodian of unfit currency -.--...-...-- 
do... ‘ = . 


Needing ope eration _- 
rae i 


Shipping cunsilea currency to » head 
office. 


Supervision - 

Cancellation. ; 

Currency verification custodians... -- 
do. . 





18. ‘Give a breakdown of the costs per thousand of United States notes and 


silver certificates destroyed by each of the Federal Reserve banks and branches, 
charged to the United States Treasury.” 
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19. “The annual costs of the following with respect to verification and destruc- 
tion of United States currency and the allocation of these costs either to the 
Federal Reserve banks or to the Treasury Department: 

(a) “The cost of transportation from branches to banks where it is to be 
destroyed.” 

Boston 

No branches at Boston. 

New York 


From Buffalo branch to New York head office: 


Nee Na ca ig oiih ices an oasigea acpee cise eae dnc ns mies sinew es haivebp ion $1, 863 
iat hse el ce Si cd cc's cate cpus ees es avers = . 2,202 
I i I mr ers ts. a eae 2, 323 


Philadelphia 
No branches at Philadelphia. 
Cleveland 
































1954 1955 1956 
pO INI ne os ewe maces $2, 569 
Pittsburen brameh.......<.....<<.<- 1, 390 | 
Richmond 
| 1954 1955 1956 
an _ a i ——| — inl 
From Charlotte branch to head office ; bs $4, 781 $4, 678 | $4, 246 
From Baltimore branch to head office-----_- ; 3, 099 3, 610 | 3, 075 
| 
Atlanta 
— cubes — 
| 1954 1955 1956 
———|——____— | ai antes 
Transportation to Atlanta froom— | 
a, ee ee eee $1, 912 $2, 150 $1, 790 
ee eee cakes 5, 090 | 6, 530 6, 156 
a ee ease Sematatadiiniaasiial 2, 261 | 2, 782 1, 642 
BEET SIMO so. ocean nepetednnnnsnamnamene a | 4,908 | 4, 786 | 4, 904 
Ri the ete teins gietaaedtiasoderts - 14, 171 | 16, 248 | 14, 492 
| 
Chicago 


Does not apply. 
Detroit Branch 


Not applicable. 
St. Louis 


Cost of transporting unfit United States currency from the branches to the 
St. Louis office for destruction is as follows: 





| | 
Branch office 1954 1955 1956 


_—_—- _ 1 —_ eS ED 
Sn Ls ae $1, 161. 21 $1, 319. 66 $1, 153. 02 
a oe cae 2, 008. 89 2, 220. 11 2, 168. 32 
PI i ic ncn ei cial STS et aes 2, 998. 62 3, 048. 53 | 2, 541. 03 





ii» itp tin 





ruc- 
o the 


to be 


1, 863 
2, 202 
2, 32% 


to the 


1956 
$1, 153.02 
2, 168. 32 
2, 541. 03 
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Minneapolis 


The transportation costs on United States currency forwarded by the Helena 


branch to this office for verification and destruction for the period 1954 through 
1956 were as follows: 


Kansas City 


The annual costs for transporting unfit United States currency from each 
branch to the Kansas City bank for the years 1954, 1955, and 1956 were as 
follows: 


Postage costs 


1954 1955 


Branch bank 


DOVES. SS bei ie cenit sss ess LSet cébudece $2, 554. 81 $2, 840. 48 
Oklahoma City 1, 219. 99 


Omaha : 783. 77 





Dallas 


Cost of transportation from branches allocated to Treasury Department: 


| Houston San Antonio | El Paso 





puaaaipemapsapeenepesepaiahateaangsteegrenediiae = EE accom 


_..| $1, 266. 67 $1,670.76 | $1, 225. 39 
| 1, 599. 48 1, 782. 85 | 1, 300. 71 
| 1, 723. 86 1, 768.18 | 1; 276. 66 


San Francisco 





Branch | Amount 


| Salt Lake City...- gbs Seas ee Pee, $1, 258. 92 


en ; keen , i ; pani ; | | 930. 76 
nad er : ; as 1 846. 69 


Total_.. cauae’ i ‘ wanda Fexuaiaione au peat 3, 036. 37 


1 Decrease directly attributable to decreased volume. 


All other offices of this bank destroyed currency on their own premises. 

(b) “Costs of handling at banks with no destruction facilities.” 

The 12 head offices and 7 branches performing this operation all have destruc- 
tion facilities. The 17 branches which do not destroy currency do not incur 
any expense in connection with the verification and destruction phase of the 
work. Shipping charges on the currency forwarded from the branch to the 
head office for verification and destruction are paid by the head office and in- 
cluded in the expenses charged to the operation. Itemization by offices is shown 
in the answer to 19 (a). 

(c) “Allocation of overhead charges; i. e., supervisory personnel, janitor servy- 
ice, incinerator equipment servicing, insurance, police and guard protection.” 
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Boston 
| 1954 1955 1956 | Allocated to— 

Supervisory personnel $1, 100 $1, 170 $1, 250 | Treasury. 
Janitor service_ (1) () (1) 

Incinerator equipment servicing - | 5 5 | 94 | Bank. 
Insurance } (1) () | (1) 

Police and guard protection 2) (2) (2) 


1 Ineluded in space charge which covers part of small cost of these items 
2 Space occupied by currency verification and destruction unit has always been in maximum security 
area and no additional guard protection has been necessary. 


New York 

We do not allocate any “overhead” charges of the type referred to in this 
question to the verification and destruction of United States currency either 
to this bank or to the Treasury Department. Costs incurred in performing 
this operation consist of “direct” and “indirect” expenses. ‘“Direct’’ expenses 
represent salaries and other out-of-pocket expenses actually incurred, with the 
exception of “furniture and equipment rentals, bank owned” and “floor space 
charges.” These charges are computed according to formulas prescribed there- 
for in the Accounting Manual for Use of Federal Reserve Banks issued by the 
Board of Governors of the Federal Reserve System effective January 1, 1954. 
Certain “indirect” expenses of such service units as “expenditures” and “audit- 
ing,” salaries—employees and retirement contributions also represent those ac- 
tually incurred, whereas others, such as in the “personnel administration and 
maintenance” service unit, are determined by computing the percentage of the 
salaries of the officers and employees of such activities as the percentage of the 
number of officers and employees directly charged to each reimbursable fiscal 
agency unit bears to the total number of officers and employees in the bank. 
This method of computation is also prescribed in the aforementioned Account- 
ing Manual. The amount of such “indirect” expenses allocated to the verifica- 
tion and destruction of the United States currency for the year 1954 to 1956, 
inclusive, were as follows: 





ee Rei aa te acctaeeakieuaiiciden od Et $8, 102 
ee cae ah eae arenapensee : _ 10, 281 
tas es as Sie aiee tel fee 8, 610 
Philadelphia 
1954 1955 1956 
Allocation of overhead charges to the Treasury Department 
Supervisory personnel 
Department head $390 $410 $430 
Section head 330 1, 680 1, 750 
Allocation of overhead charges to the Federal Reserve banks 
Janitor service 245 1, 166 1, 108 
Mechanic 243 254 265 
Incinerator equipment servicing 575 625 540 
Insurance (covered by blanket bond of bank, no alloca- ‘ 
tion None None None 
Guard protection 975 1, 000 1, 025 
Fuel, gas 360 360 360 
Cleveland 
Year I l Protection Audit Total 
1954 $76. 48 $959. 38 $241. 14 $1 d 
19 75. 06 343. 94 I$ 
1956 97. 51 an 19 183 
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Cleveland—Continued 
CINCINNATI BRANCH 


Personnel Protection | Audit 





$136. 00 $37. 00 
133, 00 | cuomaed 71. 00 
157. 00 | . . . 


PITTSBURGH BRANCH 
curity ee ed ; rw. ee 


$126. 00 | $14. 00 
93.00 }.-.- ‘ 194. 00 
99. 00 | 271. 00 


| 


this - 
ither Richmond 
ming 
enses 
h the elise eaiieecosecaigeisintnnlaniatonac 
spac , are 
space Allocation of overhead charges, currency verification and | 
here- destruction unit: 
y the Allocated to Treasury Department: Supervisory personnel _! $4, 780.08 | $4, 465. 94 
1954 Allocated to Federal Reserve Bank of Richmond: 
Caer Incinerator equipment servicing 62. 02 379. 32 
udit- Police and guard protection. 259. 00 | 259. 00 | 
e ac- Net expense incurred: 
and Janitor service 
L ane Insurance 
f the 
f the 
fiscal Atlanta 
bank. 
ount- 
“ifica- 
1956, 


Expenses allocated to the Verification Unit: 
Supervisory personnel: 
8 102 Salaries : $1, 090 | $1, 060 
, oe Retirement contributions ¢ 99 98 
0, 281 Guard protection (incinerator room) 
8, 610 Salaries 1, 650 1, 746 
Retirement contributions } 162 
Expenses not allocated to the Verification Unit: | 
Porter service (transporting currency 514 | 514 
Retirement contributions 49 | 49 
Incinerator equipment servicing: | 
Salaries 7 ‘ 264 
Retirement contributions te ( : 24 
Costs of repair parts 455 480 
Depreciation of incinerator (10 percent of cost) per year , 491 | , 491 
Guard protection (other): 
$430 Salaries 3Rf | 436 
1. 750 Retiremert contributions ‘ ‘ 39 | 41 


1, 108 
265 Chicago 
540 : 


None 


Allocation of expenses reported: 
Supervisory personnel. . ‘ 
Police and guard protection __- , 655 | 2, 674 
Space charges (per accounting manual) - . , 866 1, 662 


Total. . ; 4, 307 5, 346 


Allocation of expenses not reported: 
Janitor service at incinerator . &f 93 
Incinerator equipment servicing | 365 
Space charges (excess of maintenance é er rat | 
charged) 3, 692 | 4, 050 
Police and guard protection f 


Total. §, 27 4, 508 
Grand total] d Pe | 578 9, 854 
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DETROIT BRANCH 
SUPERVISORY PERSONNEL 








































Year Number of | Salary 
officers 
I ih eckeeniace eerie aaininkanpadbnayademm maid dee . (étiiondorimnininantbnnun unt 0. 03 $348 
1055. ...- eit ete eg gunken caw eveed Seen 1 shun Diellinioartedadiileabsirin gd seinen . 02 242 
SNL A iuihdlinnantbneliuce wiamipwaseteloa dma mn eeuman aeminds . rates ike tesinkiieneetan - 02 251 
JANITOR SERVICE 
Year Number of Salary 
employees 
—|- 
a hint Dideeue bheries unnena phase wnt Saistbiitadibi sith 0.05 | $155 
an sicmeginnte Reena cater ge Dee a eet cate eee . 05 75 
CTE ee ee ee a ienads eee ae eS .06 | 190 
et} Ot te ls Myre Rieke | | and 
INCINERATOR EQUIPMENT SERVICING 
Year | Repairs | Fuel 
Ts 6 Sie ache giao nas celal aids - pee See ie A auido es None | $371 
a ie le ak ccctel TER aLa cece eaainbednaeias --==-| $148 | 402 
I cachet Ra diced tease lant ate Ee nnenits  c enpenes tang eosin ad ck tert itn al i cde ia ialicah 48 | 370 


INSURANCE 


No special insurance obtained for this operation. Bankers’ blanket bond in- 
surance is maintained for entire bank but is not distributed. 


GUARD PROTECTION 








Year | Numberof | Salary 
employees 
eR RSs cet ale : x 0.04 | $169 
Gail catin ale . bie ss : “ .04 190 
1056...... : aH . OF 208 
St. Louis 
1954 1955 1956 
Estimated overhead charges not allocated to Treasury Depart- 
ment in calculating reimbursable rate 
Protection __ : : $458. 97 $457. 64 $491. 68 
Incinerator servicing ..--..-.-.--- 42. 87 42.75 42.70 
Total- 501, 84 500. 39 | 534. 38 
Overhead charge s allocated to Treasury Department in calcu- | | 
lating reimbursable rate: Supervisory personnel ‘ Jal 422. 47 339. 50 277. 
saisakaiie a a =e _ 
Minneapolis 


The overhead charges of this bank during the period 1954 through 1956 were 
principally for supervisory personnel. Normal janitor service is included in 
floor space charges. No charges are made to the currency vertification unit for 
guard protection. During the period September 1954 to January 1957, when can- 
celed currency was shredded, charges were made for the participation of jani- 
tors in the shredding operation, and the disposal of the waste in the furnace or 
incinerator, which charges we do not consider as an overhead item. We have 
made no charges for incinerator equipment servicing or insurance during this 
period. Inasmuch as the charges for the time of department heads for a portion 





ee a ee ee 
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~~ 2p 


5s 


P 


a 
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534. 38 


277.88 
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of this period included their participation as custodians, we have estimated the 
amount of such charges applicable for supervisory service: Our estimates of the 
overhead charges for officers and other supervisory personnel during this period 
are as follows: 


Kansas City 


Overhead charges allocated to the currency vertification unit during the years 
1954, 1955, and 1956 as determined from the bank’s cost accounting procedure 
were as follows: 


1955 1956 





Official supervision - - - out ane 300. $375. 00 $425. 04 
Periodical audit..........-- ; 575. 92 575. 38 711. 08 
Mail handling cute ‘ : . . 229. 6 243, 67 263. 61 
Telephone and telegraph-- ; aes 30. 6: 30. 81 30. 83 
Printing, stationery, and supplies... ee : 36. 78 41. 83 45.91 
Furniture and equipment...__.......__- ee 24. 2 24. 24 24. 24 
Floor space charges. ...........--- pauniedtecntek 360. 360. 00 j 


Overhead charges: Salaries, employees, service charges (sal- 
aries charged by personnel, mail and express, and auditing 
departments) $1, 632 $1, 209 | $1, 141 
Fiscal agency department, supervisory personnel: | 
Manager ___- cite ; 312 | 74 | 78 
Assistant mians ager______ : , : 2 68 | 71 
Supervisor- ‘ | a 108 110 
Space charges (including janitor service) - . _- : 0: 73 | 545 
| | 


The foregoing charges were allocated to the Treasury Department. 

Incinerator maintenance and servicing costs amounted to $700.53 in 1953, 
$187.85 in 1954, $94.68 in 1955, and $148.35 in 1956. These costs were allocated 
to the bank. Janitor service is considered a part of the space costs. 

No insurance costs applicable to the currency-destruction function were in- 
curred. Also, as it has not been necessary to add guard stations or guards be- 
cause of the operation, no costs for guard protection applicable to the function 
were incurred. Guard protection is furnished by guards who would regularly 
be stutioned at their present guard stations whether or not the currency de- 
struction operation was being performed. 


San Francisco 


We do not, in the interest of simplified accounting, make charges representing 
less than 3 percent of any one person’s time. Accordingly, no allocation of time 
charges is made in connection with verification and destruction of United States 
currency for protection, as the time involved is negligible. The time of em- 
ployees performing janitor service and incinerator equipment servicing, and 
insurance costs on the bank building are chargeable to the provision of space 
function and, as such, are included under that category in our cost analysis 
of currency verification and destruction. 

Average salary charges of supervisory personnel directly attributable to cur- 
rency verification and destruction are as follows for the years indicated: 


San Francisco 
Los Angeles_... 
Portland... 
Seattle... _.. 
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No allocation of salary is made for the senior officer supervising fiscal agency 
functions, as less than 20 percent of his time is devoted to reimbursable activities, 


(d) “Salaries of employees directly assigned to handle United States currency 
in cash, verification, and destruction units.” 





| 1954 1955 1956 | 1954 1955 | 1956 

SS | SS ee SD Que \ _ — - ey 

Boston_-_ __________} $17,218 } $15,191 } $12,322 || St. Louis_._----- -.-}] $14, 552 | $11,266 | $8, 080 
New York_- ‘ 66, 420 59, 901 47, 104 Minnéapolis- | 4, 002 4, 239 | 3, 394 
Philadelphia. . 23,421 | 19,462 | 17,614 || Kansas City..... \ 6,558 5, 504 6, 202 
Cleveland_.........._.| 3, 981 8,745 | 4,623 || Dallas_- ! 10, 812 8, 420 | 6, 723 
Cincinnati- } 2, 768 3, 076 } 3, 914 i San Francisco-.-_- 7, 028 7, 626 6, 621 
Pittsburgb_.____- 2, 57% 4,126 | 3,536 i Los Angeles_..- 10, 487 10, 729 9, 290 
Richmond....... 18,374) 17,116 | 14,540 |] —- Portland... 2,106) 1,476) 1,210 
Atlanta adage 18, 137 14,949 | 16, 632 | Seattle__ 2, 892 2, 537 } 2,457 
Chicago-___- “ 25, 680 26, 926 24,190 naetieieg apne 
OS ee ee ee 6, 420 7, 352 7, 796 | Total. enneual 243, 423 | 2; 223, 701 i] 96, 248 





Xx 
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1956 

58, O80 
3, 394 
6, 202 
6, 723 
6, 621 
9, 290 
1, 210 
2, 457 


§, 248 





